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NATIONAL HEALTH INSURANCE PROPOSALS
TUESDAY,

OCTOBER 26, 1971

HOUsE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
Washington, D.C.
The committee met at 10 a.m., pursuant to notice, in the committee
room, Longworth House Office Building, Hon. Omar Burleson,
presiding.
Mr. BunLEsoN. The committee will come to order for the further
consideration of national insurance proposals.
We have before us this morning Mr. George Meany, president of
the American Federation of Labor, AFL-CIO. Mr. Meany, needless
to say the committee always welcomes ou.
Of course we know Mr. Biemiller. You may present the gentlemen
with you and proceed in your own way.
STATEMENT OF GEORGE MEANY, PRESIDENT, AMERICAN FEDERATION OF LABOR-CONGRESS OF INDUSTRIAL ORGANIZATIONS;
ACCOMPANIED BY ANDREW BIEMILLER, DIRECTOR, DEPARTMENT OF LEGISLATION; AND BERT SEIDMAN, DIRECTOR, DEPARTMENT OF SOCIAL SECURITY
Mr. MEANY. This is Mr. Seidman of the AFL-CIO staff who works
on this particular program and other social security matters for us.

Mr. BURLESON. You may proceed.
Mr. MEANY. Mr. Chairman, the AFL-CIO is pleased to appear
here today in support of H.R. 22, legislation introduced by five distinguished members of this committee, Mrs. Griffiths, Mr. Corman,
Mr. Burke, Mr. Vanik, and Mr. Green, which would establish a national health security program.
We are thankful that the chairman was able to begin full hearings
on the very important subject of health care. To us, and to millions
of Americans, there is no more compelling issue.
The AFL-CIO has testified many times before many committees of
the Congress in support of social legislation. I have testified many
times myself. And I know of no measure that is more important, more
vital, and which enjoys such overwhelming support among workers
as national health security.
The need for Federal legislation in this area has been amply documented. There is little we can add in the way of new facts and figures
to further prove what is generally accepted: that there is a medical
care crisis in America.
(239)
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Let me sketch in briefly the dimensions of the problem as we see
it: costs are out of control; medical care is inaccessible for many
Americans; the health care system lacks coordination; there is waste
and duplication; too little attention is paid to keeping people well,
and many Americans cannot afford the medical care they need when
they are sick.
It is significant that no responsible group or individual is denying
that there are health care pro lems in America. And it is equally significant that all have proposed Federal legislation using Federal tax
revenues to pay for health care services.
The AFL-CIO has long believed that use of Federal funds to finance health care is a proper and essential use of tax dollars.
Because there is virtually no distinction between consumer and
taxpayer, this committee's deliberations should center about the merits
of the proposals rather than on who will foot the bill. The public pays
the public will pay, in one manner or another, regardless of
now.
what And
program
is adopted.
Now let us discuss the merits of H.R. 22.
National health security has at its heart the philosophy that quality
health care is a right of all Americans.
The Congress recognized, in the Comprehensive Health Planning
Act of 1966, "that fulfillment of our national purpose depends on promoting and assuring the highest level of health attainable for every
person." The purpose of that act is, and again I quote, "to assure comprehensive health services of high quality for every person."
Only.H.R. 22 of all the bills before this committee would fulfill this
expression of purpose of the Congress.
Accomplishing this goal requires: A comprehensive benefit structure; effective cost controls; quality standards; fair and equitable financing; increased development of health resources; strong consumer
representation, and national administration.
The benefits in H.R. 22 were carefully structured to balance the
total health care needs of the Nation with available resources and
financial capabilities. These benefits include:
All necessary physician services including preventive medicine,
early diagnosis and treatment, and surgery.
All necessary hospital services including care in hospital-affiliated
skilled nursing homes, approved out-patient services and home health
care.
A broad range of active psychiatric services to help return people
to a more normal life.
Dental care for children under 15, which most dentists agree is of
primary importance, including cleanings, fillings, diagnostic and therapeutic services and orthodontic work to correct handicapping
problems.
Medicines furnished to inpatients and outpatients by a hospital and
drugs provided to persons enrolled in comprehensive group practice
plans, sometimes called health maintenance organizations or HMO's.
Also, drug coverage for chronic conditions requiring long and costly
drug therapy.
A single standard of comprehensive benefits for all Americans would
eliminate the need for costly, separate programs for the poor (medicaid) and the elderly (medicare).
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There would be no deductibles, no coinsurance, no exclusions, and
no waiting periods. There would be no cutoffs in dollars, age or numbers of days for the most important elements of health care, physicians'
services and hospital care.
All payments for covered services will be made directly by the
health security program under continuing congressional oversight.
H.R. 22 provides for different methods of payment. For example,
doctors can receive fee-for-service payment in accordance with established fee schedules and a fund set up to pay all fee-for-service claims.
Or a doctor can choose payment on a capitation basis for the number of patients he serves. Capitation payments give a doctor financial
incentive to practice preventive medicine and keep his patients well.
Doctors in an area could establish a foundation that would receive
a capitation payment for that area, and, in turn, pay physicians on a
fee-for-service basis. The foundation would be entitled to share in savings realized through reduced hospitalization.
Or, best of all, doctors could join prepaid group practice plans,
which offer comprehensive health care for patients. Group plans
would be paid on a capitation basis.
Other benefits include therapeutic devices, professional services of
optometrists, podiatrists, pathologists, and radiologists and ambulance
services.
In plain language, what H.R. 22 provides is one standard of benefits for all Americans.
Capitation payments reduce paperwork to a minimum, one form
a year, and allow the doctor to provide for the complete range of
health care for his patient.
Prepaid group practice is a far more rational method of delivering health care than solo practice, fee-for-service. It is less costly,
more efficient and better for doctor and patient alike.
We consider prepaid group practice such a sensible and rational
approach that it will be the coming thing in medical care. But this
bill does not undertake to force doctors or patients into prepaid group
practice plans. So the bill quite carefully provides for the freedom
of choice of both doctors and patients to select solo practice, fee-forservice if they want.
Hospitals would be required to establish yearly budgets and live
within those budgets. They would have incentives to eliminate inefficiency, duplication, waste and unnecessary hospitalization since these
practices would reduce the funds available for providing necessary
services.
Health security would mean an end to "usual and customary" charges
and cost-plus reimbursement for medical care.
It would be financed nationally. The tried, proved and accepted
method of Social Security taxes would provide half the revenue needed.
Employers, employees and the self-employed would contribute to
the health security trust fund on this basis: employers, 3.5 percent of
payroll; self-employed, 2.5 percent of income up to $15,000; employees and other individuals, 1 percent of income up to $15,000.
As you know, Mr. Chairman, employers and employees now pay
six-tenths of 1 percent of the first $7,800 for medicare. H.R. 1, which
has been passed by the House, calls for increasing the medicare tax,
to 1.2 percent of the first $10,200.
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Since H.R. 22 would provide more complete health benefits for
all Americans than medicare, the need for a special program for the
elderly and a separate tax for it will be ended. The tax that is now
used to help finance health care at age 65 would be used to help finance
health care for all.
On top of contributions from employers, employees, the self-employed, and the present level of Federal expenditures for medicare
and medicaid, this bill would require a large Federal contribution.
The total Federal payment would match the contributory taxes.
The trade union movement believes this is a wise expenditure. We
aren't here to apologize for it or to make it appear smaller than it
really is. Because, Mr. Chairman, a cheap health care program would
be just that-cheap.
This committee must determine the critical question of value versus
price. You will hear many witnesses whose sole concern will be price.
But the health of the American people demands that value be the
No. 1 concern. And health security is, without question, the best value.
Let us remember that only national health security would fulfill
the congressional commitment to providing comprehensive health services of high quality as a right of all Americans. The "cheap" alternatives come nowhere close to that goal.
Even at that, H.R. 22 would not mean an increase in the total amount
America would be spending for health care. Rather, it would change
the method in which health care is purchased.
In many ways, Federal, State, and local treasuries would benefit
from this change. Income tax deductions for medical care would be reduced, thus increasing income tax revenue. Municipal hospitals, many
of which are now operating at a deficit, would no longer have charity
patients, since all patients would be covered by Health Security. Large
State and local payments for medicaid would be eliminated.
Dollar for dollar, Health Security is the best value on a cost basis.
In the long run, Health Security will cost less than the other proposals.
In addition to the savings for State and local governments, Health
Security would cost less to administer than group plans or individual
health insurance policies. HEW estimates that group plans under
national health insurance would require 10 percent of benefits paid for
administrative purposes. That is 10 cents of every health care dollar
that wouldn't go for health care. The total would be in the billions
of dollars.
The experience of two Canadian provinces, Saskatchewan and Manitoba, with administrative costs for their health care programs shows
an average of 2 to 3 percent. The provinces administer health care
programs directly, without fiscal intermediaries. Therefore, they have
achieved a substantial saving over what it would cost to administer
such a program through private insurers.
Health Security would be administered through a Health Security
Board under the Secretary of Health, Education, and Welfare. Regional and local offices would administer the program in local areas.
These offices would encourage regional and local flexibility, while
meeting the national goal.
H.R. 22 provides for close congressional scrutiny in these areas: Annual report to Congress on all phases of the Health Security program,
advice and consent of the Senate for all appointments to the Health
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Security Board, congressional determination of the amount available
for administrative expenses, immediate report to Congress of extraordinary budget needs, and reports from the Advisory Council directly on any administrative recommendation made by the Council
that is not implemented by the Board.
We believe that the Congress, the elected Representatives of the
people, constitutes the best and most proper body for continuing review of the Nation's health program. This responsibility is now dispersed among some 1,500 private insurance companies, 230,000 doctors, 8,000 hospitals, 10,000 union health and welfare funds, 50 States,
and, of course, the Federal Government.
In other words, the financing of health care is so fragmented that
no one group can exercise the leverage to control costs and institute
reforms. And so nothing is done.
While Congress is the proper body to review the operation of the
program, the medical profession, in our opinion, is the proper group
to review the quality of medical care, through a systematic program
of peer review.
The American people must have confidence in the quality of health
care they receive. And H.R. 22 would establish strong quality controls throughout the program.
Implicit in any national health insurance program is the promise
of health care for millions of Americans. That promise would be
empty indeed if the system for delivering health care collapses, as
President Nixon has predicted it might.
No national health care program can be developed in a vacuum.
Benefits, quality standards, and the like are meaningless unless a
great deal of effort is made to restructure the health care delivery
system.
H.R. 22 would begin that long overdue process through the Health
Resources Development Fund. This fund would begin operation immediately upon enactment of H.R. 22. In the 2 years before benefits
begin, $600 million would be made available for development of resources.
When benefits begin, a specific percentage of the Health Security
Trust Fund will be set aside to expand existing resources and develop
new ones. This is in addition to presently funded programs.
By 1976, the Health Resources Development Fund could provide
approximately $2 billion a year for education, training, group practice development, and other innovative health programs to improve
the delivery of health care. It would supplement existing programs
to increase the numbers of doctors, dentists, nurses, and paraprofessionals. Doctors would receive financial assistance to locate in medically deprived areas and would be eligible for help in organizing into
H.R. 22 stresses ambulatory care to reduce reliance on hospitalization. Hospitals will be encouraged to expand home health services and
skilled nursing home care facilities to provide more complete care for
the patient outside of the hospital itself.
Consumers would have incentives to join comprehensive prepaid
group practice plans because of the expanded benefits provided group
plan subscribers. These benefits are available because of the built-in
incentives in group plans to avoid unnecessary expenses.
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These benefits include: Unlimited skilled nursing home care; broadened drug benefits; and unlimited outpatient mental health care, and
supporting services for out patients. In addition, group plans could
expand other benefits, such as adult dental care, by utilizing the savings achieved through reduced hospitalization and other efficiencies.
In benefits, financing, funding-in fact, throughout the health security program-reforms are built in to begin developing the type
of health care system America needs and must have.
That, in brief, is National Health Security. It is more than an insurance program. It is a health program-a national health program.
And that emphasis is the difference between H.R. 22 and other proposals which allege to be national health insurance.
H.R. 22 and these other proposals should be examined closely in
five critical areas: Benefits, financing, cost controls, reforms, and cost.
Mr. Chairman, we are not frightened by the cost of Health Security.
But we are frightened by what medical care may cost in this county
if we do not enact this program.
Health Security would cost approximately $56.7 billion in 1974.
It would cover 70 percent of personal health expenditures. The 30
percent that is not covered includes over-the-counter drugs, custodial nursing home and psychiatric care, and dental care for adults.
It is not our purpose today to dwell on the complicated costs question. However, the committee will later hear complete, detailed testimony on this question by the Committee for National Health Insurance. We have examined this testimony and wholeheartedly commend it to the committee as an expert analysis.
The total cost of personal health care is going to continue to grow
until we get National Health Security and real controls on cost.
One way or another, health consumers are going to continue to pay
for health care, be it through taxes or premium payments or out of
their own pockets. The difference is that the health consumers are no
longer going to keep quiet about costs. It is the health consumers' turn
to be heard as to what type of system is needed. The doctors and the
insurance companies have run things too long by themselves.
So the health consumers say: Redirect the way in which money is
spent for health care in order to provide maximum benefits at lowest
cost.
Examine what the proposals of the administration, the insurance
companies and the American Medical Association would do. They
would all just pour new money into the present health care delivery
system
is a failure.
Whilewhich
the AMA's
proposal, "medicredit," represents a major
shift
in direction for organized medicine, for America it is little more than
a continuation of the present, unsatisfactory system of delivering
health care.
It would use income tax credits to offset part of the premium cost
of private health insurance voluntarily purchased by the taxpayer.
Those who have no tax liability, for example, would receive a certificate for full payment of the allowable premiums.
This means that the millionaires who pay no taxes because of loopholes in the tax laws could receive money from the Federal Government to purchase sickness insurance.
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For example, Mr. Chairman, the late Mrs. Dodge, who had an
annual income of $1.5 million from tax-free municipal bonds, would
have had private health insurance purchased for her by the Federal
Government.
Further, the tax credits would be allowed for the purchase of individual policies onl . These policies pay out in benefits only about
half the amount collected in premiums, because the insurance companies use the other half for advertising, profits, commissions, overhead, and duplicate paperwork, all of which would be eliminated by
National Health Security.
Although the Federal Government would be paying for health care
through tax credits, it would have no say in the distriution for those
funds. Insurance companies would continue their present methods of
payment, unaccountable to anyone. There would be no improvements
in the delivery of health care. And, most importantly, this proposal
is utterly void of cost controls.
The insurance companies on the other hand, want the Federal
treasury to bankroll the high risk policies keeping the lucrative lowrisk policies to themselves.
The bill introduced by Mr. Burleson follows the traditional insurance industry pattern of "experience rating."
It attempts to slough off high risks on the Government, while preserving the profitable market for the insurance industry.
Employers who hire older workers would be forced to pay higher
rates than those who hire younger workers. This pattern runs counter
to the philosophy of genuine national health insurance where the risk
of illness is spread over the entire population.
The concept of "risk" insurance requires additional paperwork for
employer, doctor, and patient. The goal must be to simplify, not complicate, the procedure by which patients receive medical care.
There is no Federal regulation of insurance companies provided in
the bill, even though Federal revenues, through tax deductions for
employer-paid premiums and direct payments for the poor, would
be used to purchase health care.
The insurance industry bill would continue the burden on State
governments for medical care for welfare recipients at a time when
there is general agreement that the States must be relieved of this
or
burden.
Initially, the required benefit levels are very low for both the public
and private plans. Reasonably adequate benefits would not be phased
in until 1979. The health of the American people can't wait until 1979.
What the AMA and the insurance companies would do is divide up
the multibillion dollar pie of health care expenditures to best protect
the same vested interests that have brought health care to the brink
of disaster. And the administration proposal is not that much different
despite the liberal rhetoric of the President's health message to
Congress.
With all due deference to Mr. Byrnes, the bill which he introduced
on behalf of the administration, which is different from the administration bill introduced in the Senate, is shockingly inadequate. It would
further fragment the system of health care into many different classes,
with differing standards, and each with separate forms that must be
filled out.
-"
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Benefits for the poor are very limited. For example, those covered
by the employer-employee plan would have catastrophic insurance.
the poor would not.
The bill would not change the present practices of reimbursing hospitals on a cost-plus basis and doctors on the basis of "usual and customary" fees. This only invites further escalation of medical costs, as
experienced under medicare and medicaid.
The President's message subscribes to the philosophy that "good
health care should be readily available to all of our citizens." But, in
practice, this bill provides no coverage for the unemployed, part-time
and seasonal workers, employees of State and local governments and
religious organizations.
The administration proposal would benefit private insurance carriers; in fact, employers would be compelled to purchase policies from
private insurers.
The public has been promised that there will be some federal regulation of insurance companies. But until these regulations are known,
and proven to be effective, we do not see how the Congress could consider giving such a financial windfall to an industry which is not federally regulated and which has proven itself incapable of providing
protection against illness to all Americans at reasonable costs.
The AFL-CIO Social Security Departinent has prepared a more
thorough analysis of each proposal. I ask that this analysis be included
in the record as an appendix to my testimony.
Mr. BURLESON. Without objection it will be included.
Mr. MEANY. The fact is, Mr. Chairman, that neither the administration proposal nor the insurance industry proposal nor the AMA's
proposal would control costs or protect the consumer.
Only H.R. 22 protects the health consumer's interest and health
consumers demand controls on the cost of medical care.
Cost control starts when Health Security starts. The effects will
multiply as the program continues operation.
Let me point out what in our opinion are just five wasteful hospital
practices which last year cost $4.5 billion or 7.5 cents of every health
dollar:
(1) Too many people are hospitalized when they could be treated on
an out-patient basis.
(2) Acute care hospitals; which provide the most expensive treatment, are overused because there are too few extended care facilities.
(3) Operation of hospitals on a 7-day week, full-service basis, would
reduce the average patient stay by half a day.
(4) Too often tests are performed in the hospital when such testing
could be done outside the hospital at much lower cost.
(5) Consolidating hospital maternity and pediatrics services into
fewer hospitals would allow conversion of the presently unoccupied
facilities to 8,000 adult beds.
And there are many more examples of wasteful practices that are
arbitrarily driving up the cost of medical care.
There are savings, too, for State and local governments. In fiscal
1970 an estimated $3 billion of health care expenses of State and local
governments would have been paid by national health security.
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Mr. Chairman, you have been an articulate spokesman for providing
financial assistance to State and local governments in a manner consistent with Federal responsibilities.
National health security is one method by which the Federal Government can relieve the State and local governments of a financial
burden without falling prey to political gimmickry. In addition to
saving local funds now spent for personal health care, H.R. 22 would
provide health benefits for State and local government employees without taxing these governmental units for the employers' contributions.
This is a potential additional saving to State and local g(Nernments
of $3.2 billion.
All elements must be considered when we are talkin,,_r about the
cost of a program: What it would cost patients; what it costs the
Federal Government; employers; State and local governments.
These are proper questions. The costs of national heal ti security are
out in the open. We do not hide them, nor will we shriiik from them.
The true costs of the administration proposal, the AMIA bill and the
insurance industry's legislation are hidden.
They hide behind the words "deductibles," "coinstirance," "copayments," and the like.
The President has even invoked these words in -he cause of controlling medical costs. He calls it "cost consciousness."
Well, Mr. Chairman, working men and women have been conscious
of the cost of medical care for years. But until now we haven't been
able to do anything about it. That is why health s, curity is the health
consumer's program. And that is why there ar, no deductibles, coinsurance, or any of the other fancy words that rmean the patient pays.
The fact is that deductibles, coinsurance, and copayments do not
control medical costs. They have never worked. We don't think they
will ever work. And wishing they will work, even wishing by the
President, won't make them work.
The hope is that deductibles and coinsurance will hold down the
costs of the insurance companies and the Federal Government. The
fact is they are financial barriers to proper medical care. And they
drive up medical costs for everyone.
First of all, most people do not seek medical care immediatelv if it
is not covered by insurance. There is a general fear of the high cost.
of medical care.
Every medical expert agrees that it is far cheaper and less dangerous
to treat an illness as soon as possible. Th e later the treatment, the more
expensive the care. That is a fact of life of medical care.
People do not have regular physical examinations because the cost
is prohibitive. As a result, serious conditions go undiagnosed too long.
Second, insurance company practices tend to emphasize treatment in
the hospital instead of in a doctor's officee where just as good treatment
can often be provided at less cost.
Third and most importantly, th, patient really has very little to do
with medical costs except to pay them.
It is the doctor, not the patient;, who decides which patients should
be treated, and where, and for what fee.
It is the doctor, not the patient, who decides who should enter the
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It is the doctor, not the patient, who prescribes what drugs the patient purchases.
If we want to control medical costs, and we must before it is too
late, then it is apparent that we must begin with the doctor and not
with the patient. This means the doctor must be given a stake in holding down costs.
This means we must put a halt to the scandalous practice of the
Federal Government writing blank checks for doctors and hospitals to
fill in pretty much as they please.
It mean that "usual and customary fees" must be replaced by a rational system of determining professional charges.
For hospitals it means that cost-plus reimbursement and outdated
billing procedures must be replaced by comprehensive charges, fairly
and openly determined, and budgeted in advance.
There are no shortcuts to quality medical care. But neither should
there be waste and inefficiency that drives up the cost of medical care.
One wasteful cost we cannot afford is a continuation of separate programs for the poor or near poor financed by general revenues, while
the financing for the rest of the population comes from premium
payments.
This leads to a whipsaw of both the private and public sectors by
the providers of medical care. Under a dual private-public program, it
is quite easy for providers to raise charges in the private sector. These
additional costs are passed on to subscribers by the insurance companies. The public sector then must match the higher rates or cut back
on serices to the poor.
A national health care budget must be established that will adequately provide necessary health are for all Americans and at the
same time force the health care system to purge itself of inefficiency
and waste.
This is cost control. This is national health security.
I was utterly dismayed at a Wall Street Journal report that private
insurance companies have discovered a new method of controlling their
costs. Their solution is to cancel policies of subscribers who get sick
too often.
Mr. Chairman, you may recall, as we do, the wholsesale cancellation
of insurance policies of senior citizens in the early 1960's.
This is not cost control. It is callous profit motive.
Mr. Chairman, the AFL-CIO Community Services Department is
ompilin and documenting cases of the failure of insurance companies
to province adequate coverage and their arbitrary cancellation of policies. There are other cases dealing with high cost, fragmented care,
and human tragedy. These will be completed shortly. I ask permission
to submit this study before the committee closes its record.
BURLESON. Without objection it will be included.

(The study referred to follows:)
The AFL-CIO Community Services Department received and examined hundreds of cases dealing with high cost, fragmented care, excessive red tape and
problems with private insurers. Approximately 100 typical cases were selected
for this study. Many cases are submitted without identification of the individuals involved to protect the individual's privacy or because the material was
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given us by doctors, nurses and welfare workers who are barred from revealing
names.
This document does not make very comfortable reading. Human tragedy never
does; yet human tragedy Is the direct product of the failure of our health care
system. Many myths are shattered by this study-that people on welfare receive
high quality medical care; that no matter how broke a person is he will always
get medical care; that most Americans already have adequate private medical
insurance; that concern for the patient Is dominant.
These cases have been divided into four major sections:
Section I contains 43 cases involving problems with insurance companies or
inadequacy of insurance.
Section II consists of 32 cases demonstrating the devastating effect of illness
on people without proper medical insurance.
Section III, 15 cases, deals with the problems of the poor in obtaining medical
care.
Section IV, 5 cases, shows the fragmentation of the present system of paying
for medical care.
What the cases add up to is an indictment of the entire health care system.
For example:
A 57-year-old steelworker who is disabled and unable to work but is
ineligible for help from Social Security.
A 47-year-old woman whose weekly medical bills are approximately $90
and her husband's take home pay is $94.70 a week.
A Terre Haute family that must make the choice between eating and payIng its medical bills.
A Jacksonville, Fla., man compelled to file for bankruptcy because of
medical bills and close to a nervous breakdown because of harassment by
collection agencies for doctors and a hospital.
A 23-year-old man struggling to pay the medical bills of his deceased
mother.
Premium increases for insurance that have wiped out the small pension of
an Indiana woman.
Insurance policy cancellations, including one while the subscriber was in
a hospital.
Retirees, too young for Medicare but whose pension disqualifies them from
Medicaid, who face mounting medical bills.
A man who was advised that the only way he could receive assistance for
his medical bills was to quit work.
An Indian who was advised to quit work and go back to the reservation in
order to get help for his wife's medical bills.
A St. Paul widow who is contemplating suicide because she can't pay her
medical bills unless she sells her house.
A 59-year-old man who receives Medicaid but cannot afford the transportation costs to get to a doctor.
A mother without insurance was sent home from a hospital two days after
a difficult delivery despite a severe infection.
A 21-year-old woman who died two weeks after she was refused admission
to a hospital for the birth of her baby. She had no insurance and the hospital
wanted cash in advance.
An Ontario, Calif., woman who cannot find a doctor who will accept her
as a patient.
A doctor who added a charge onto a patient's bill because the insurance
would pay it.
A New York woman hospitalized for nine hours at a cost of $319.
As you can see, Mr. Chairman, this study is not very pleasant reading. But it is
important, for the one thing in common in each case is America's fragmented,
outdated, wasteful health care system. That is what Health Security, H.R. 22,
will correct.
For as President Meany stated in his testimony:
"American needs-and must have-a national health insurance program that
provides quality health care for all Americans, that controls escalating costs,
that institutes quality standards, that begins the long overdue job of reforming
the systems, and is fairly financed and effectively administered. America needs
National Health Security."
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SECTION I

Case No. 1
Mr. and Mrs. Tim Olson of Sacramento, California, are too well off for MediCal, and too poor to pay their medical bills. They face bankruptcy, have applied
for welfare, and are unable to pay for the medical care Mrs. Olson needs.
Mrs. Olson has been sick for three years, going from doctor to doctor to learn
what was wrong. Finally, after one surgery, five kidney infections, and a growing
numbness in her torso, the doctors diagnosed multiple sclerosis. Medical bills
will multiply as the disease progresses.
The Olsons incurred $10,824.75 in medical expenses from 1968 to 1970. Of that
total, $5,509.86 was paid by Blue Cross for hospitalization, and EME paid $573.13.
The Olsons have been trying to pay the balance of $4,598.10.
Case No. 2
An eight-year-old boy was seriously injured In an automobile accident which
killed his mother. The boy, paralyzed with a spinal injury, was not expected to
live. Because of his injury, he required a therapist and an inhalation machine
which has to be operated by a special technician.
The boy is still alive almost a year later. His hospital bill for the first six
months was $45,000, of which the insurance paid $16,000. He was then transferred
to'a children's hospital, where his bill is $25,000 to date. His medical bills average $5,000 a month.
His father earns $24,000 a year, and has paid $3,000 of the bills. Because of
these facts, the hospitals claim the family is not medically indigent, and must
pay the remaining $50,000 in bills.
Case No. 3
Samuel Terry, a steelworker from Hueytown, Alabama, has been iII and unable to work since March, 1970. After four months out of work he began receiving disability payments from the compauy. They then counseled him to apply for
his Social Security. He was turned down because they felt his disability was
not severe enough to be out of work.
Sam later reported back to his doctor for advice about his Social Security and
his disability. His doctor re-examined him and reported to Social Security that
his arthritis, low blood pressure and diabetic condition prohibited him from
holding any type of job. He then reapplied for Social Security and was again
turned down.
During another visit to his doctor's office, he suffered a severe gall bladder attack and was rushed to the emergency room of the hospital. Three days later,
his gall bladder was removed. His ten days in the hospital cost him $1,767, of
which his insurance paid $460. His $300 savings also went toward paying the
medical bill.
He sees no way that he will be able to pay the remaining $1,000 of the bill. He
is 57 years old, unable to work, physically disabled, and In pain most of the time.

Case No.

4

A 47-year-old woman from Cadillac, Michigan, is suffering from intersictel
fibrous, a lung and respiratory disease.
Her hospital expenses are fully covered by her husband's insurance. However,
the insurance does not cover other iriedical expenses, and the couple's bills are
mounting rapidly.
The woman requires 6 to 9 tanks of oxygen a week at $10 a tank, and medicine
runs $10 to $12 a week. Back bills amount to approximately $900. Her husband
nets $94.70 a week. They do not qualify for Medicaid I; and Medicaid II, which
they could receive, only pays for hospital care.
Case No. 5
Ruth Endinger of Akron, Ohio, has been ill since September of 1965, when she
was forced to quit work at age 54 with a heart condition and excess fluid which
was affecting her lungs and making her legs swell.
Since then she has been hospitalized four times, for a total of 93 days. The
bills have totalled $6,288.60, of which $1,722 was paid by insurance, leaving
$4,566.60 for the patient to pay.
Her total income is $189.80 per month. She is a widow and has two children
who are unable to help her. She visits the clinic one to three times a month.
She has been assisted by United Fund In paying for her medical care.
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Case No. 6
Eithel Thomas, a widow, suffers from a heart condition, epilepsy, dermatitis
and ulcers. She has to care for her widowed mother, who is an invalid. Because
of her illnesses, she must pay a woman $45 a month to help care for her mother.
Her mother receives Aid for the Aged, $302 a month.
Mrs. Thomas has hospital coverage that has paid all her hospital bills, but
she cannot afford to pay a private doctor and buy her medication. Therefore,
she has to go to the hospital clinic, at a cost of $20 or $30 a month.
She will require a great deal of medical care for the rest of her life.
Case No. 7
Albert Lambert of Terre Haute, Indiana, wrote about the hardships he and
his wife face because of their limited income and high medical expenses. They
have a Major Medical Insurance Policy with a $100 deductible clause. Their
monthly income of $158.80, since Mrs. Lambert had to quit working after two
heart attacks.
In 1968 their medical bills amounted to $764; in 1971 they reached a total of
$1,798.
"With these bills and such small income it is impossible to pay the bills and
still be able to eat," Mr. Lambert wrote.
Case No. 8
A child, the family's third, was born with a congenital heart disease, bilateral
glaucoma and Sturge Weber disease. The cost of medical care for the first year
was $12,129, exclusive of transportation, lodging, etc., for the mother when frequent hospitalizations in another city were necessary.
The family was covered by a fairly good major medical policy from the baby's
sixteenth day of life with a maximum of $9,000. With this coverage and as
much overtime as the father could get, the family managed. However, as the
cost climbed and overtime fell off, the family began what up to now has been
a fruitless search for financial aid. The child's cardiac and visual problems will
require constant, expert, expensive care all of her life. Because of complications
during catheterization preparatory to an attempt of cardiac surgery, the child's
leg has to be amputated.
An artificial leg (on rental) must be replaced every 45 days at a cost of $97,
about $700 a year for this alone. Frequent periodic replacement will be necessary
until she reaches full growth.
Case No. 9
A 22-month-old boy from Jacksonville, Florida suffered from an immature
digestive system. He received medical care costing $2,937.30. Insurance paid for
$1,168.50, leaving $1,269.80 for his father, Clyde Walker, to pay. Mr. Walker
already works two jobs.
Case No. 10
A private businessman from Nebraska suffered from Hodgkins' disease over
a period of years. He had some medical coverage, but after it was exhausted,
he still owed over $5,000. As he had no earning ability at this time, the people
of his community raised money to pay part of his bills, and negotiated with the
doctors to forgive part of the bill.
Case No. 11
Mrs. Robert Miller of Jacksonville, Florida became ill in 1967. After intensive
tests, her condition was diagnosed and she was admitted into Baptist Hospital
for surgery. The bill for the tests and the 26-day stay in the hospital was
$6,263.90. The insurance company paid $1,124.25, leaving a balance of $5,139.65
to be paid by the Millers.
Mr. Miller paid on the bills for the next two years, and reduced the balance
to approximately $2,000. During this time the family was subjected to constant
harassment by collection agencies and finally a law suit by one of the doctors.
Being close 1o nervous breakdown and unable to pay, Mr. Miller filed bankruptcy.
The Miller's current medical expenses are approximately $1,000 a year, and
they face the distinct possibility that Mrs. Miller will have to return to the hospital for further surgery.
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Case No. 12
A young couple with three young children is heavily in debt as a result of
medical and related expenses. The husband earns $6,000 a year as a factory
worker, and cannot afford a telephone for their St. Paul apartment.
The wife recently had open heart surgery, and needed help in the home during
her long convalescence. They have some hospitalization, but nothing to help
pay the extra expenses related to her illness. They are not eligible for any
financial aid for their medical expenses.
Case Vo. 18
A steelworker's wife, dying of cancer, requires the services of an LPN. So
far this service has cost the couple $3,000, none of which is paid by their major
medical insurance.
They have borrowed $8,000 by taking out a second mortgage on their home,
but their continuing expenses will rapidly exhaust this fund.
Case NO. 14
Four-year-old Jeff Hall is deaf and retarded. His family's insurance Is exhausted, and they owe $6,000 for hospital and doctor bills.
Case No. 15
Jack McCabe of Sunbury, Ohio, is disabled. His savings and insurance are
exhausted, but he still owes $1,250 for hospital, doctor and the oxygen which
keeps him alive.
Case No. 16
Jordan Luther of Columbus, Ohio, Is disabled and a terminal cancer patient.
His wife Is caring for him at home. They owe a balance of $600 and have an
income of $40 a week. Their savings and Insurance are exhausted.
Case No. 17
Paul Ruzicaska, Sr., is disabled and on Social Security disability. His savings
and Insurance are exhausted, and he was forced to sell his home to pay doctor
and medicine bills.
Case No. 18
A 28-year-old former Lockheed worker at Marietta, Georgia, wrote that his
56-year-old mother suffered a stroke in 1966. She also had to have her left leg
amputated below the knee because of diabetes. Subsequently, her right leg
was amputated. At the same time she was losing the sight In her right eye and
the hearing In her left ear.
She had a little private Insurance and was covered by a small group plan at
her husband's (the young man's stepfather) place of employment. Despite his
mother's condition, his stepfather's low pay and doctor's payments, he was
drafted into the Army. Meanwhile, her bills piled up higher than her limited
insurance could pay.
The youth finally received a hardship discharge from the Army and went to
work at Lockheed to pay off the bills. Last summer he was laid off and shortly
afterwards his mother had to be hospitalized for a severe kidney Infection. His
stepfather died late last August and his mother five days later. He is still struggling to pay off the bills.
Case No. 19
The wife of a union member with cancer had two final periods of hospitalization before death totalling 72 days at a cost of $11,104.30 or an average of
$154 per day. Because of earlier admissions only 14 days were covered by insurance, leaving approximately a $9,000 balance.
The member's Income is $170 a week. He has four minor children to support.
He was not eligible for Medicaid because of his earnings.
One of the hospitals turned the account over to a collection agency. The
agency suggested the following arrangement: on a bill of $6,127.90, the finance
charge is $357.80, bringing the total indebtedness up to $6,485.70 to be paid off
in ten monthly installments of $648.57. His approximate monthly earnings are
$730.
Case No. 20
The wife of a Textile Worker was hospitalized for two weeks, due to a miscarriage with complications. The hospital bill was $1,994, of which the Insur-
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ance paid $1,299. The worker owed the balance of $695. He was eligible for
Medicaid, and received payment for one week. The insurance company took so
long to make their payment that the time limitation for public assistance expired, and Medicaid would not pay the $425 remaining.
Case No. 21
John Wilkinson, Sr., of Groton, Connecticut, recently received notice from
Connecticut Blue Cross that his premiums were being increased. In the notice,
they said: "We fully realize that some members might find the new rates a
financial hardship. For this reason, Blue Cross offers you at this time only, the
opportunity to select lesser coverage." Mrs. Wilkinson marked on the letter,
"Isn't this preposterous?", and sent it back to Blue Cross.
Case No. 22
Mrs. Virginia Staley of Terre Haute, Indiana, enrolled in a group insurance
plan in 1961, at a cost of $7.50 a month. In 1969, she retired and continued the
coverage with a great reduction in benefits, at a cost of $13.55 a month, the rate
for individual membership. She says, "In July of 1970, this premium was raised
to $15.29. I felt at that time that I could not hardly afford it. This year my
premium has raised to $18.22. I know that on the small pension that I receive
that I cannot afford it for the coming year.
Case No. 23
The 15-year-old daughter of a union member had to be taken to the emergency
room of a municipal hospital. She was admitted to the psychiatric service. The
father was asked for and gave all data on Insurance coverage.
After a few days the parents were told that their daughter needed the kind of
care -available at a voluntary psychiatric hospital and that the hospital would
assume responsibility for transfer. The process took almost 4 months.
She was In the voluntary hospital for approximately 3 months. The total
costs for the voluntary hospital stay was $11,660 or an average of $128 per day.
The major medical policy covered the first $9,000-its maximum. The balance
was paid by the father, who a year later is still paying for out-patient care.
Six months after the girl's transfer from the municipal hospital her father
received a bill for her stay in the amount of $10,772.30. Since she had been in a
municipal hospital, no Blue Cross Insurance was applicable and the major medical policy with a top limit of $9,000 had been exhausted by the voluntary hospital stay. Total cost of seven months hospitalization was $22,432.
After months of effort the Central Labor Rehabilitation Council of New York
was able to have the $10,772.30 dropped, but only with the help of the State
Attorney General's office and on the technicality that the hospital, in demanding complete data about insurance coverage, had created the impression that the
hospitalization would be covered. Also no financial inquiry or investigation had
been made at any time to alert the family to the Indebtedness and no bill had
been presented until seven months after the transfer.
Case No. 24
A union member, unemployed, and collecting $70 a week unemployment insurance went for emergency treatment to a local hospital. Several X-rays were
taken and he was sent home with instructions to return the next day. He did so
and was admitted to the hospital where he remained three days. Emergency
room service cost $185; the three-day stay cost $900. Blue Cross would not pay
the bill as the admission was considered to be "for diagnosis only."
Case No. 25
A union member's child was born with multiple defects which necessitated
transfer to another hospital on the day following her birth. She was in the
second hospital for 17 hours before death. The cost: for hospitalization $660;
physicians' fees $1,275; making a total of $1,935 for the 17-hour stay. None of
this cost was covered by insurance because of the limitation on the first 15 days
of life. Some reductions were made after weeks of negotiation by the public
health nurse, but her efforts to accomplish more were thwarted by the member's
fear of "causing trouble."
Case No. 26
When Mrs. Rudy King developed cancer in March 1965, she was insured under
a group plan with Traveler's Insurance Company. (The group plan covered
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employees at the laundromat owned by Mr. and Mrs. King). Travelers paid a
portion of the first medical bills, and immediately refused her coverage under
any insurance plan leaving a large doctor a1(1 hospital bill. The entire group plan
was dissolved.
Mr. King approached several insurance coml)anies, but was refused coverage
on the basis of his wife's medical history.
Mrs. King has had a recurrence of cancer, has had radium treatments, and is
under constant care for problems resulting from the treatment.
Mr. King has now taken a job as a janitor.
Case No. 27
An individual belonging to a group insurance l)lan with Mutual of Onmha
Insurance Company had outl)atient x-rays an(I then entered the hospital to have
his gall bladder removed. While in the hospital he received a letter from the
insurance company stating that they had received his claim for the x-rays, but
that he no longer had insurance with theni as they had not received his previous
quarterly payment.
The man says lie paid the premium, but had not received a cancelled check.
The insurance company did not send a secon(l notice or a notice of cancellation
until he put in a claim.
The State Insurance Commission didia follow-up on the case and reported that
in a group insurance plan the insurance company is not required to sen( these
notices.
The man now has to pay a $1,087 hospital bill, and $84 anesthetist bill, and a
$420 doctor bill. Furthermore, he cannot get individual health insurance coverage
as he has a slight heart murmur.
He writes: "I literally cannot afford to get sick In any way, shape or form."
Case No. 28
Mr. N of Hastings-on-Hudson, New York, had to apply for financial aid to
pay his son's medical bills during 1970. Blue Cross had paid $3,507.95; Mr. N
still owed $1,605.39, and the hospital sent him notice that unless the balance
due them, $135, was paid within 10 days they were turning the bill over to a
collection agency. Mr. N earned about $7,000 during 1970.
Case No. 29
A 53-year-old woman had one cataract removed, and soon after faced an operation on her other eye. Her insurance company cancelled her policy before paying
for
for the first operation-they had discovered she had diabetes. She applied
financial help, but was turned down.
Case No. 80
to
Christopher Cramer is 18 months old and a mongoloid. He is also subject
frequent respiratory diseases, and required a tracheotomy.
His medical bills are:

Doctors:$4
Childrens' hospital clinic ------------------------------------Dr. Stone -------------------------------------------------Dr. Awadalla ----------------------------------------------Dr. Hansel -------------------------------------------------

$40
414
215
150

Total -----------------------------------------------------

819

Children's hospitals:
------------------------------------ .-May 22, 1970; 6 days
June 1, 1970; 43 days ------------------------------------August 17, 1970; 4 days ------------------------------------November 21, 1971, 5 days -----------------------------------

703.45
703
9,114.30
530. 90
868. 80

11,217.45
-----------------------------------------------Total
hospitalization-Continental
family
Because Christopher is a mongoloid, the
Casualty-refuses him hospital coverage.
income of $525.22 per
Mr. Cramer is employed as a fireman, and has a net
$665.63 per month.
total
expenses
medical
including
expenses,
Living
month.
large bills, so
these
pay
to
trying
circumstances
desperate
in
is
The family
assistance.
partial
give
Bureau
Hospital
Central
as
private agencies such
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Case No. 31
A Teamster forced to retire by a severe heart condition cannot get health insurance. His income-a small pension and his wife's pay-is too high for Medicaid. He is not old enough to qualify for Medicare. Last year his medical and
hospital bills were $3,000.
Case No. 82
A 54-year-old Delavan, Wisconsin, woman had to quit work because of arteriosclerosis. Her group insurance coverage is running out and can't be renewed.
Private insurance won't accept her. She is not totally disabled so cannot receive
Social Security disability benefits. She is too young for Medicare.
"What can a person in my predicament do except to urge Congress to pass a
bill for universal health insurance?" she asks.
Case No. 88
A 21-year-old man faces bankruptcy because of medical expenses-incurred
when his wife had a baby. He was discharged from the Navy a short while before the baby was born, and thought that his service insurance would cover the
birth. A new law made this impossible. The couple has a large hospital bill and
two good sized doctor bills.
The husband Is underemployed; making just enough to be over the income
standards set up by the public welfare agencies.
He is now faced with expensive surgery for the removal of a, growth from his
ear, and will not be covered by insurance as he has not had his policy long
enough.
Cases from the Hotel and Motel Trades Council of New York
The Hotel and Motel Trades Council of New York has negotiated complete
doctor care and Blue Cross coverage for union members and their dependents.
In 1970, the cost of maintaining Blue Cross was a little over $3 million. The
cost of their Family Medical Center was $3,600,000. The total cost, almost $7
and 5 per cent of all payrolls in the hotel industry.
million, is between 4
"Even though thousands benefit greatly from this program,"' a representative
of the Council has stated, "we find each year that we are operating at a deficit
and must re-negotiate for additional employer contributions to keep going. With
other unions, we are torn between asking more money for the health fund or for
urgently-needed improvements to meet the rising cost of living."
The following cases come from their records:
a. A telephone operator was hospitalized 21 days for a nervous breakdown.
Blue Cross paid for only two days. The balance of the bill-$2,842.90--was paid
by her husband, an elevator operator.
b. The wife of a maintenance man in the same union was hospitalized for
Parkinson's disease in October 1968 and again for surgery in December. She
was discharged Jan. 16, 1969. Since most of her Blue Cross was exhausted in
October, it covered only $1,234.94 out of a total bill of $2,469.80. This left a
balance of $1,234.86 to be paid by her husband, whose take home pay is $108 a
week.
c. Luciano Valez will spend the next four years paying the balance of a hospital
bill-after Blue Cross and Medicaid had paid their benefits.
His wife was hospitalized in the spring of 1970. Upon her discharge, they were
confronted with a bill for $986.123. Blue Cross had paid $4,599.20. Since he was
over-income for Medicaid, he could only be considered under the "catastrophic
illness program"-whatever remains afted he pays 25 per cent of his annual income. Medicaid, therefore, covered $310.63 of his bill.
Mr. Valez is a 50-year-old worker; his take-home pay is $84.33 a week. He will
pay $20 a month to Mt. Sinai Hospital for more than four years-provided that
he works all that time and no one else gets sick.
d. Sol Edelman is a 63-year-old elevator operator, who required hospitalization
for surgery on four toes. He exhausted his Blue Cross payments and applied for
Medicaid. He was rejected by Medicaid not because of his wages, but because of
his $46 a week disability payments. Mr. Edelman owes the hospital $221, which
he will have to pay out of his $80-a-week take-home pay.
Cases from IBEW Local 640, Phoeni,, Ariz.
Glynn Ross, business manager of IBEW Local 640, Phoenix, Arizona, has
handled many cases in which the insurance company claimed excessive costs for
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medical procedures and refused to cover portions of the bills. Mr. Ross appealed
the decisions on the basis that the patient had no control over the charges and
that it was clearly unfair to penalize him. In nearly all these cases, he was
successful in having the charges or the insurance benefits adjusted. But a great
deal of paperwork was necessary-for the doctors, the medical society's Insurance
review committee, the insurance company and Mr. Ross. These are brief descriptions of some of these cases from the file Mr. Ross sent us:
a. William S. Kantor, Sr., of Glendale, Arizona, was billed $1,373 for 14 days
in St. Joseph's Hospital. Ills insurance company refused to pay $86.50 of the
charge for his semi-private room as It "exceeded the maximum amount allowable."
b. Joe Sandoval was charged $50 because his insurance company claimed his
surgeon's $250 billing exceeded the maximum allowable by that amount.
c. Paul Bellanger received a surgeon's bill for $1,170 for his son's foot surgery.
The insurance company paid only $750 for the procedure performed.
d. Betty Berry was charged $75 for a hospital consultation, $15.50 over the
"usual and customary" fee.
e. Gary Downer's insurance company declined to pay $50 on his hospital bill
because hospital visits after surgery-regardless of need-are not covered.
f. Stephan Wallis was denied coverage on 50 per cent of his $200 surgeon's
bill because it "exceeds policy limitation for this procedure."
Insurance companies claim that refusing to pay charges "above the maximum
amount allowable" constitute "cost control." The Insurance companies costs may
be decreased-at the consumer's expense-and yet the consumer obviously has no
control over the charges. Regardless of whether the doctor or the insurance company Is at fault, the consumer pays. The only alternative Is a complaint which
leads to massive amounts of paperwork for all concerned.
SECTION II

Case No. 1
A 62-year old man developed heart troubles and had to retire. He drew $81
a month Social Security and could not afford medical Insurance.
When lie had to enter the hospital, $400 was the required deposit. His daughter
and her husband paid it out from the $700 they had saved over a 14-year period.
His son paid the rest of the $2,000 hospital bill.
Now he is diagnosed as having lung cancer. His daughter's husband, Larry
Kelley of Austin, Texas writes: "We have been to Social Security and they say
they can do nothing. We went to Welfare. They said that Medicaid does not cover
him. We pay taxes and we stand for Medicaid and then it doesn't cover nothing . . . The children he has have spent all their money. The old man has spent
all his money. What are we going to do now? We can't just let him die."
"It seems to me, when a man has worked for fifty years and paid taxes, he
ought to be able to rest and take life easy without having to worry about having
enough money to pay some hospital or doctor."
Case No. 2
A disabled Vietnam veteran of Spanish-American origin in Albuquerque, N.M.,
sent In a copy of an $11,283 bill he owes a hospital for care of his very ill wife.
He also owes nearly $5,000 to one doctor and lesser amounts to five others. He
wrote:
"My wife just got out of the hospital. I have no way of any kind to pay the
hospital bill. Everyone tells me the bill is too much. I had to take my wife out of
the hospital because the bill was too much. She is very ill. Right now we are
staying with my wife's mother. I need help real bad."
Case No. 3
Clarence and Doretta Kirksey have medical expenses totaling $2,683 and a
monthly income of $433.73. Their regular monthly expenses are $471. Mr. Kirksey
does seasonal work.
They have seven children, two of which are chronic cases. James, age 7, has a
kidney ailment, and Theodore, age 5, has convulsions. Six members of the family
go to an open clinic, as they cannot afford a private doctor. They also have had
several hospital bills.
There is no money In this family's budget for medical care. Yet they cannot
receive any assistance from welfare because their income Is over the budget
allowed for a family of nine.
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Case No. 4
Mr. S had a leg operation and was out of work for two months. He then returned to work, but after two weeks developed hemorrhoids. He had doctor and
hospital bills to pay, and current household bills. The welfare office told him that
he would be eligible for financial aid only if he had to stop work, and received no
income.
Case No. 5
Mr. P-very iII with emphysema-needed oxygen but couldn't afford it. The
nursing home he was staying in demanded money before they would give him
any more oxygen. His wife appealed to the AFL-CIO Community Services office
for help.
She and her husband had a monthly income of $330 from Social Security.
Medicaid was paying most of his expenses at the nursing home, but $37 a month
was deducted from the Social Security payment for the nursing home.
Mrs. P was referred to the city welfare office and was told that she "should
speak with her husband's physician to see if his medical needs could be reevaluated for hospital care since they cannot supplement."
Case No. 6
Mrs. Warren S has been sick-with diabetes, high blood pressure, shoulder and
eye problems. She is unable to work. Her husband earns $1.75 an hour, and is not
always able to work 40 hours a week. They have no insurance, and applied for
financial aid to help with medical expenses.
Their average monthly income of $135 is not adequate to cover their regular
expenses-$225 a month, Including drugs and doctor bills. They also owe back
medical bills of $495.
They had applied for aid previously, and received the following advice:
Welfare: If you weren't working, we could help you.
Indian Agency: Quit work and go back to the reservation and we can give you
some help.
Welfare has since issued them a card to cover their medical expenses and to
pay three months of back bills.
Case No. 7
An elderly woman was transferred from a hospital to an extended care facility
for rehabilitation following a moderate stroke. At the time of the transfer the
fiscal intermediary's office for Medicare said the care would be covered under
the program. Severel months lataer she received a letter of denial of payment
from the Medicare intermediary. The bill for care came to over $3,000. The elderly
woman committeed suicide. The note she left directed her sister to use the life
insurance money to pay the bill. Suicide was the only way she could see for
the bill to be paid.
Oa8e No. 8
Mary Toe was admitted to the hospital for surgery for a blood clot in her
lower left leg. Two days later the right leg had to be operated on also for blood
clots. Further examination showed that she had a faulty valve In her heart
that was causing the trouble. Heart surgery corrected the problem, and left Mary
with $13,000 in medical bills.
Case No. 9

Mrs. Donald Nelson of Sioux City was admitted to the intensive care unit
of a hospital with a rare disease known as "Gullian Barre Syndrome". The
disease has affected every muscle in her body, leaving her weak and helpless.
Medical expenses total $400 per day in the Intensive care unit. After three
weeks she was transferred to a regular hospital room for perhaps two months
at a cost of $50 a day.
Sioux City residents are trying to raise funds to help the Nelsons with medical
expenses.
Cmo No. 10
A. 58-year-old widow from St. Paul is suffering from severe anxiety and depression, brought on by fiLanclal difficulties and health problems.
She gave up her job as a cleaning woman because of illness six months ago.
She owes $9,000 on her house and says she will commit suicide if forced to leave
it. Veteran's Assistance pays her $80 a month while she is ill, and she receives
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welfare payments. She is not eligible for welfare assistance for medicines or fees
for a private physician, and faces high unpaid medical bills.
Case No.. 11
John Absten, Jr., wrote about the financial problems created by his wife Susan's
Illness. Susan suffers from a bone disease, dysplasia, and was hospitalized four
times for surgery over a year and a half. At the time he wrote, Susan was about
to be sent to the Mayo Clinic for treatment. A trust fund had been set up in
Tacoma, Washington, her home, to raise the necessary money.
Mr. Absten writes: "A great deal of money (all that I have been able to earn),
has been spent on related bills.
"Our creditors keep pressing us for payment, so we have a continual output
to doctors, hospital, anesthetist, X-ray and lab technicians, and drugs.
"My work as a carpenter apprentice is seasonal, so any extra money must be
saved to live on during the winter. However, we haven't had any extra money,
so with our two children we are living In a small one bedroom rental.
"I'm afraid this isn't going to get much better in the near future, as more
hospitalization for my wife is imminent."
Case No. 12
A man with no insurance had a coronary and was taken to the hospital and
given emergency treatment. The doctor wanted to place him in intensive care but
the patient did not want to enter the ICU because of the high cost. The doctor
agreed, against his better judgment.
Case No. 18
William Pender had cancer for 21/2 years. When he died in November 1970
he left medical bills totaling $8,418.10. The most recent bill was for 28 days at
the City Hospital, $6,228.15. There was no hospitalization insurance.
His wife now faces years in debt to pay all these bills.
Case No. 14
Aaron Carroll of Columbus had cancer of the brain. His hospital bill was $831
and miscellaneous medical bills were $170, a total of $1,001, before he was transferred to a Veterans hospital. He had no savings and no insurance.
Case No. 15
The Alexander family has faced serious medical problems and high medical
expenses since their first baby was born in 1960, with a very small income. Mr.
Alexander passed away In 1969 from tuberculosis, leaving Mrs. Alexander with
seven small children. The family received ADC'until Social Security was approved.
Their income from Social Security Is now $369.90 per month.
The children all receive medical care at the Children's Hospital Clinic. Janet,
age 10, has a kidney Infection. Marvin, age 9, has asthma. Donald, age 8, had
warts on his hand that became Infected. Darla, age 7, spent time in Children's
Hospital, and In the Intensive care unit for a tracheotomy. Carol, age 5, has
stomach trouble, and Karen, age 2, had an eye condition. Valerie died of burns
in early 1970. Mrs. Alexander had a hysterectomy, and was hospitalized for 9
days. She was also being checked for TB and cancer. The bill was $773.85.
Due to low income, this family will always need free medical care. Yet their
income from Social Security is too high for them to receive welfare.
Case No. 16
Carter Wyatt, age 19, works at a laundry. He takes home $278 per month. Mrs.
Wyatt, age 18, bore two children in 1970. Carter, Jr., (2/1/70) and Matt
(10/13/70).
They owe the following medical bills:
Doctors ----------------------------------------------------$355. 00
Hospitals:
January 29 to February 5, 1970 (Mrs. Wyatt) -----------------532.85
February 2 to February 12, 1970 (Carter, Jr.) ------------------233.00
October 13 to October 16, 1970 (Mrs. Wyatt) ------------------230. 00
October 13 to November 12, 1970 (Matt) ----------------------2, 872. 00
Total

-------------------------------------------------

4,222.85
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Case No. 17
The Sellers family has a total monthly income of $442-which includes daughter
Leatrice's pay, Mr. Seller's sick 'pay from Carpenter's Union, and Mrs. Seller's
earnings from day work. The family's living expenses, including payments on bills
is $679 a month.
Mr. Seller's has a kidney condition, ulcers and is anemic. The last hospital admission was for gastro-intestinal bleeding.
Medical bills:

Doctors: $529.00, $688.86.
Hospital; $3,276.45 (December 4, 1970 to January 4, 1971).
Including other bills, this family owes $5,991.31.
Case No. 18
A 59-year-old man-confined to a wheelchair with peripheral neuropathyhas high medical expenses, low Income from Social Security, and no medical
coverage.
He should have a monthly medical check-up, has a bill of $600 with a neurologist and a large bill with a surgeon. He had much difficulty obtaining a medical
checkup which he finally obtained by personal contact with the neurologist, who
did not agree to continue treatment.
He can obtain Medicaid for hospitalization, but not for transportation (he has
no car), doctor's visits, medication or appliances.
Case No. 19
Mrs. Russell Tooze of Fresno, California, entered the hospital March 6, 1970
for surgery. She caught a cold while in the hospital and was sent home to recover
(her husband was billed for this period although it was the hospital's fault she
couldn't undergo surgery). She was hospitalized again on March 18 and discharged
April 8. She became ill immediately and reentered the hospital on April 10. She
was discharged April 13. The bill for these days was $2,000.56, not including
doctor's fees.
She was admitted to the hospital again on May 7, and died May 24 of cancer.
The bill this time was $3,737.92.
Case No. 20
A student with Hodgkin's disease requires medical care which is expected to
cost about $35,000. His family has exhausted its income on medical care for his
mother to the point that they cannot afford health insurance. The doctors will not
take the case until $25,000 is assured. The community and fellow students at the
University are putting on benefit drives to help raise the money.
case No. 21
A couple from Detroit, Michigan face medical expenses they cannot possibly pay.
The husband, age 59, suffers from arthritis and must visit a physician twice a
week for gold salts injections. The wife had a mastecomy in 1962 and still requires some drugs. Medications alone cost $900 a year-of which one-third is
paid by the Michigan Cancer Foundation's Colony Club.
The couple is unemployed. Their monthly income of $341.30 comes from a pension and Social Security disability payments.
Case No. 22
Rudolph Gottfried of Columbus, Ohio, is totally disabled and has been bedridden for nine years. His wife cares for him at home as a nursing home is too expensive. No Insurance, no savings. Their total income Is $177 per month. They still
owe the hospital $350.
Case No. 28
The Claar family visits public health facilities because a private doctor will
not take this family due to low income. Yet the Claars still face medical bills they
can't afford to pay.
Mr. Claar has been disabled since 1962, received welfare benefits until 1969, and
since then has received Social Security. Mrs. Claar has a fifth grade education and
has never worked outside the home.
The family's monthly Income from Social Security is $306.80; their monthly
expenses In the home $364.26.
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Mr. Claar suffers from emphysema and bronchial asthma. Mrs. Claar has high
blood pressure, a thyroid condition and a kidney infection. She has had surgery
three times since 1967. Terry, age 13, has a spinal condition and eye trouble. He
wears corrective shoes and needs his glasses changed every year. He may have
muscular dystrophy.
Their medical bills are:
Children's hospital (March 29 to April 4, 1970) ---------------------Clinic visits
-------------------------------------------------Total
--------------------------------------------------

$408.00
350.00
758.00

Case No. 24
A 28-year-old woman who had been receiving care from a private physician
during pregnancy went into a private hospital in the last stages of labor and delivered. The husband had abandoned her and the three older children a month
or so prior to delivery. The hospitalization Insurance was no longer in effect and
she had no funds. She was discharged from the hospital two days postpartum
despite the fact that she had had a difficult delivery. She went home with $22
worth of prescriptions and with what appeared to be severe draining perineal
Infection. She had no money either to buy the medications or food for the new
infant.
Case No. 25
A child had open heart surgery in December 1970. Hospital and doctor bills
amounted to $4,000. The family had no hospitalization, and no agency could assist
with the bill because of the family's income. Therefore, the family will be paying
the bill for many years.
Case No. 26
The 23-year-old son of a postal worker was Injured and was not covered by
the family hospitalization policy. Doctors sa3 he will never leave the hospital.
The father signed to pay the doctors and hospital. The bill is now over $10,000
and still growing.
Case No. 27
Mrs. 0 has asthma and a bad back, and has had a cancer operation. She wants
to work but has not been able to find a job. Her husband earns $75 a week. Their
medical expenses have been very heavy-and they are now three months behind
in their rent and are running out of food. The city welfare told them that their
income was too high to receive aid.
Case No. 28
Mrs. E's two children were seriously burned, one died soon and the other was
not expected to live when the appeal for aid was made. Mrs. E had no insurance,
and a friend was trying to help with expenses by putting out a contribution
jar in her store.
Case No. 29
A woman with seven children and
for financial aid so she could pay for
Ill for five months. When he went to
away. The wife's take home pay was

two granchildren living at home appealed
medical care for her husband. He had been
the mn dical center for care, he was turned
$92 every two weeks.

Case No. 30
Mrs. P had an auto accident in 1967. Her medical bills were very high and
she couldn't work. Her husband earned $400 a month. They had one child sick
with a brain tumor. Their credit rating was poor, they needed better housing, and
they owed two loan companies plus the hospital and doctors; so they were
forced to apply for welfare.
Case No. 31
Officer C-a police officer for 12 yearv-needed financial aid to help pay his
wife's expenses on a kidney machine, and her hospital bills. She has been hospitalized for 32 days. The kidney dialysis machine will cost them between $3,000
and $4,000, and maintenance runs at least $150 a week. The Order of Police has
been helping with the doctor bills, but cannot keep up with the huge expenses
for the machine.
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Casc No. 32
Mabel Colvin of Addlson, New York, entered the hospital oii November 30,
1969 with a broken hip, and was discharged March 7. Three-and-a-lhalf months
after discharge, she received a letter from the hospital saying Medicare had
paid her expenses from November 30 until February 5, but that the final month
of her stay was ineligible for Medicare benefits. Therefore, she owed the hospital
$1,094.40.
Her daughter, :rs. Doris Bliss, wrote to Medicare to find out why they
wouldn't pay. Thoy replied that "she did not require skilled nursing care on a
continuing bas, according to the Medicare regulations." Yet Mrs. Colvin's
physician had refused to release her because she had developed a heart condition. The daughter appealed the decision, but Medicare stubbornly maintained its
original position.
Mrs. Colvin passed away in early 1971, and the daughter now faces paying
her hospital bill of $1,094.40. Mrs. Bliss wrote to a local union, saying "perhaps
with the help of a union like yours working on this, something can be done. It
is hard for older people with little or no money to be stuck with a bill of several
hundred or thousand dollars."
SECTION III

Case No. 1
Mrs. Marily Osborne-age 21-died two weeks after she was refused admission-although she was in active labor-to Prestonburg, Ky. General Hospital.
Her baby was born at home 15 minutes after she returned from the hospital.
She said the hospital would not accept her insurance or a personal check. "I
think it was awful to call the city police and run us off," she wrote before her
death.
Case No. 2
'*When you don't have any money or insurance, they can give you lots of
advice but you won't get any help." These are the words of a woman who should
know-she is now a widow because no one would help her husband.
Her problems began in November when her husband, an alcoholic became
seriously Ill. She called a hospital clinic and was told to bring him there. She
didn't have a car or the money for an ambulance, and the fire department refused to take him to the hospital because the situation was not an emergency.
A friend helped her carry her husband to the friend's car. When they arrived
at the hospital, they learned that there would be a long wait and a $5 fee.
They did not have $5 and so they left.
A few weeks later she took him back to the hospital emergency room, although she had no money, because he was so sick. A doctor gave him a shot and
sent him home. She wasn't able to pay that bill.
In January her husband became desperately ill. "His stomach was swollen
so he looked like he was nine months pregnant. He was yellow and was so weak
he couldn't get out of bed," she said.
She called a doctor. He came and looked at the patient, and said he had a
"sick liver" and wouldn't live a month unless he was in the hospital. The doctor
told the woman to call the welfare department.
The welfare department told her that her income of $1.75 an hour disqualified
her for aid. "I told them I didn't want nothing for myself I just needed help for
my husband," she said.
The next day her husband appeared to be getting worse. She called a hospital
again, and was told to make an appointment the following week at a clinic.
She tried another hospital but was referred from one number to another. Finally
she reached a woman who offered to help. This hospital worker attempted to
reach a doctor who specialized in treatment of alcoholics, but he was out of
town.
A few hours later her husband died.
"I didn't know where to turn," the widow said. "I was stopped and always
referred back to welfare."
Case No. 8
United Auto Worker's Local 863 purchased a kidney machine for one of their
members because there was none available in Cincinnati at the time. The machine was set up in the hospital where he was a patient. Supplies to use the
machine amounted to approximately $100 a month. The hospital refused to
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furnish these supplies until a standing bill of $400 was paid. Another collection
had to be taken from his fellow employees to pay the bill. The machine was
donated to the hospital after the man's recovery.

Case No. 4
An Ontario, California, wife in a family of limited income, reports that for
five years she has tried to find a doctor who will accept her as a regular patient.
Medical Association officials in the area have told her they know of no doctors
accepting new patients.
Very concerned, her children sent her back to her former doctor in New York.
He found she had a sprained back, abdominal tumors and a cyst on her face.
Armed with the New York doctor's written diagnosis and prescriptions, she
tried unsuccessfully to get five different doctors near her California home to
accept her. She couldn't even get her New York prescriptions filled on grounds
the New York doctor was not licensed in California.
Case No. 5
Mrs. D. is an 18-year-old expecting her first baby. She has no private insurance. She has been seeing a private pliysician and planned to deliver at a private
hospital. When she realized she would not have enough money to pay a private
hospital bill, she attempted to discuss the l)ossibility of delivery at the county
hospital with her physician. He told her she would not be allowed to deliver
there since she had already been seen by a private doctor. He became so angry
with her that he left the room without continuing the discussion or even telling
her when she should return to see him. She was advised by the public health
nurse to telephone the hospital's social service office.
Case No. 6
Mrs. H.'s 2-week-old infant was seen two times at a county hospital and
told he had a "fungus infection". He became worse, sounded congested to the
mother. She had an older child also who "sounds like she has bronchitis". She
had called ten doctors. She was either told they didn't take patients on such
short notice, or wouldn't take Medicaid recipients. She was given three physicians to call and instructed to call the public health nurse if she had no success.
Case No. 7
Mr. P. is in a work training program. He had only been in Polk County for
six weeks when his wife developed acute abdominal pain. He was told by the
County Hospital personnel that she could not receive treatment there because
they are not Polk County residents. He had a list of suggested physicians from
the County Medical Society. He had called all of the physicians the Society
suggested and none of them would see the patient. He was given the names of
three doctors the public health nurse was certain would see her and instructed
to call back. One of the physicians finally did agree to see her. (The husband
wasted approximately four hours in his attempts to locate a physician.)
Case No. 8
A Des Moines widow in her early 60's was injured in an auto accident in
Minnesota. She was hospitalized there for a month with both legs fractured
in several places.
The legs were in casts when she returned to her Des Moines apartment by
ambulance. The physician who cared for her in Minnesota was supposed to write
a letter of referral to a Des Moines physician, but he left for Europe without
sending the referral. For days she called physicians' offices but no one would
make a home visit. She was told to come into the office.
In desperation she called the public health nurse who made a home visit.
The nurse personally contacted the Medical Society. A physician finally did
make a home visit and prescribed needed medication and took the responsibility for getting medical records from Minnesota.
Case No. 9
A 58-year old man with a radical stomach and bowel resection due to cancer
was discharged from University Hospital in Iowa City. A social worker referred the patient to the Public Health Nursing Association via telephone.
The patient was on his way to Des Moines by ambulance at the time. The nurse
arrived along With the ambulance and the patient. The ambulance attendants
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were unloading him onto a mattress on the floor. The apartment was in deplorable condition and his wife was in an alcoholic haze.
Somehow the medication for pain had been left behind in Iowa City.
The couple were not receiving public assistance. He had been unable to hold
a regular job for over 9 months because of his health. No one had told them
about applying for Social Security disability.
The County Hospital had no report from University Hospital as to the type
of surgery or necessary medications. In any case, they would only prescribe
medications for patients examined there. Numerous physicians were called,
but no one could or would make a home visit. The Social Worker sought unsuccessfully for several hours to contact a staff physician in Iowa City.
The patient's pain became so severe by late afternoon that he had to be
sent to the County Hospital by ambulance to receive medication for pain relief.
Case No. 10
The police called and asked for public health nurse assistance in getting a
patient upstairs to her apartment. The nurse found 2 policemen and 2 ambulance
attendants attempting to lift a 300-pound, 38-year-old woman up a narrow staircase. She was discharged from a local hospital 10 days following bilateral
hernia repair. The abdominal incisions were both open and draining green purulent drainage. The woman was receiving ADC, and because Iowa Medicaid was
a 10-day hospital inpatient limitation, she was sent home from the hospital.
The woman had a severe staph infection. The public health nurse talked with
the physician and lie ordered that the wounds be Irrigated daily by the nurse
with Hydrogen Peroxide. After several days the nurse could see little improvement. She called the physician again. He reported that there had been no laboratory culture and sensitivity of the drainage done in the hospital. In order
to prescribe antibiotics which would be appropriate this should be done. The
nurse took drainage specimens and arranged for a laboratory to run the needed
tests. On the basis of the laboratory reports, antibiotics were finally ordered
8 days after her hospital discharge. It took another month of daily irrigations
to get the abdominal incisions healed.
Case No. 11
A woman from OakLont, Pa., is desperately in need of a kidney machine, but
Is unable to purchase the machine, due to its cost. The hospital told the woman
she must have 20 percent of the $15,000 cost before the machine can be delivered.
The family has major medical insurance, but does not have the cash to buy the
machine.
Case No. 12
A member of the Glass Bottle Blower's Association Is being treated for allergies, at a cost of $33 per treatment. The state of Illinois would pay $17 on each
treatment, but the doctor insisted on cash payments.
The patient has been sick and out of work for a year. He receives a Social
Security pension, has applied for a disability pension and needs the State aid.
Equally as tragic are the cases of people who don't even try to obtain medical
care. They don't know what help Is available, and those agencies and medical
facilities that might be able to help don't know they exist.
Improving the coordination of welfare agencies and developing neighborhood
health centers might save some of these people. When the idea that health care
is a right becomes a reality, the poor will know enough to seek help when they
need it.
Here are a few cases of tragic and unnecessary neglect:
Case No. 18
Robert Ellis-a nine-year-old Louisville Boy-died of starvation on Thanksgiving Day, 1969. He weighed 30 pounds. His five brothers and sisters were all
undernourished and drastically underweight. Police took the dead boy and the
five other children to General Hospital. The five will be sent to a home for
dependent children when they leave the hospital.
The mother, Mrs. Ellis, receives a monthly welfare check for $179. Her husband said lie makes between $4 and $10 a day as an odd-job repairman. The
parents said they have little money left for food after paying the bills.
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Case No. 14
A 9-month-old girl's toe was gnawed off by a rat in a Louisville apartment
in April, 1970. She also had deep rat bites on two other toes and suffered from
an apparent malnutrition problem, in the form of anemia. The mother, Rose
Ellis, said she had never had a job and had been turned down by welfare because
the man who shared her apartment made too much money.
Case No. 15
In February, 1970, elderly Mattie Davis died of pneumonia. She weighed 80
pounds, was partially blind and deaf, and had been ill, without receiving care,
for about three weeks.
"I couldn't believe that nobody was aware of her condition," a social worker
remarked. "Everyday, all around us in this neighborhood, people are dying slow,
quiet deaths."
SECTION IV

Case No. 1
Luis, a Puerto Rican Steelworker, was hurt in a mill accident resulting in the
loss of three toes. He received workmen's compensation, and the company doctors performed the amputation and gave satisfactory treatment.
Five days after the amputation, Luis' family doctor, a fellow countryman, heard
of Luis' misfortune and visited him at the hospital. Almost every day, for the
next 34 days, the doctor had a friendly visit with Luis. A week after Luis was
released from the hospital, lie received a bill of $340 from his good friend.
Case No. 2
Mrs. Charles Admuas lost her husband in February of 1970. Medicare paid
for all the hospital costs, yet in August she received a letter from a collection

agency In another town stating that a doctor was about to sue her for a bill
owed by her husband. She said he had not seen a doctor there or even visited
the town. She says of the incident, "I have heard from others that they too have
had the same things happen to them and I think that more people should be
aware of this practice."
Case No. 3
William Adams of Terre Haute, Indiana, accidentally burned his hand. He
went to the hospital for treatment, and his insurance paid the hospital. Later
Mr. Adams received another bill from his doctor for $18 for an office call to change
the dressing. Mr. Adams says: "I'm sure the doctor knew that I had insurance
when lie sent me the bill. When I asked him about the bill he made the statement that I shouldn't worry about it since he was sure the insurance would
pay for It, which they did."
Case No. 4
Edna Dean was sick with vomiting and entered St. John's Episcopal Hospital
In Brooklyn as an emergency case. She spent 9 hours in the hospital and was
charged $319. The hospital refused to supply a detailed Itemization of this bill
and said a court subpoena would be necessary.
Case No. 5
A man in his early 40s, with three small children was admitted to a municipal
hospital where he remained for 251 days at a cost of $23,887.43, an average of
$95 per day. His insurance provided a flat daily rate which covered only Y3 of
the cost.
The patient and his family's distress was aggravated by their Inability to collect disability benefits because of the hospital's failure to send the necessary
reports. The reason given was that no diagnosis had been established. Through
the efforts of a medical consultant, an intensive work-up was done which revealed a malignant tumor of the hip with metastasis.
The patient died within five weeks and the Central Labor Rehabilitation Council of New York negotiated for a cancellation of the bill. Their medical consultant's criticism of the quality of care was so severe that the hospital feared a possible suit for malpractice.
Mr. MEANY. Thank you.

These cases, which we are culling dc .A
n to approximately 100, constitute the sorry record of health care ii America. Many will be submitted without identification of the individuals involved so as to pro-
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tect their privacy. Others were submitted by nurses, doctors, and others
who are barred from revealing the names of patients.
The withholding of names, for legal or personal reasons, in no way
lessens the impact of these tragic stories. Indeed, Mr. Chairman, these
cases are the American people calling out for a comprehensive health
care program.
I would like to turn now to the benefits provided in the various other
proposals.
These proposals advertise how little they would cost the Federal
Government but not how they keep that figure down. They keep that
figure down by minimizing benefits, thus increasing the out-of-pocket
cost to patients. This approach fails to face up to the medical care
needs of the American people, and in no way would keep medical costs
down.
We urge this committee to consider the value to the American people
of each program. Are the benefits comprehensive and across-the-board?
Is there adequate control of the costs of medical care? Will the delivery
of medical care be modernized? And, most importantly, will the standard of health of the American people be improved?
These are the questions this committee should apply to any health
care program. Only Health Security can answer "yes" to every
question.
Some have said that organized labor needn't worry about the minimum standards of benefits provided in the bills submitted by the
AMA, the insurance industry and the administration. These people
say labor can always negotiate something better for its members.
We reject that philosophy.
The idea that the strong take care of themselves and pass along a
few crumbs to the weak is repulsive to us and runs counter to the
philosophy of the American trade union movement.
Secondly America is not going to solve its medical care crisis as
long as we have multiple classes of medical care, one for the rich, one
for the poor, one for trade union members, another for the elderly,
still another for unorganized workers and so on.
The trade union movement is committed to the philosophy that
quality health care is a right of all Americans. And we are coinmitted to H.R. 22 because it would guarantee. that rilit.
No other proposal before the Congress does that.
There are many arguments advanced by proponents of other bills
which simply are not valid.
The argument that insurance premiums will be cheaper if there is
heightened competition among carriers runs counter to the facts.
So long as the system for payment of services is not changed, then
insurance companies will have to keep increasing rates to cover benefits and overhead. The alternative is to cut benefits. Neither choice is
good for America.
So long as insurance companies arc not adequately regulated, let the
buyer beware.
Additionally, Mr. Chairman, the competition among insurance companies today is over the highly profitable group life and disability
packages, not health insurance. Medical costs are so high that the
only way for insurance companies to compete is through the sale of
low-benefit, inadequate policies that provide little protection for the
policyholder.
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There are those who say the health care system does not need reform
or that reform must be taken slowly.
America will never be able to provide quality health care for all
of its citizens unless reforms are begun immediately.
There are those who advocate continued blind allegiance to "usual
and customary fees" and the "fee-for-service, solo practice" system
of medical care which threatens to bankrupt this Nation and anyone
who has the misfortune to get sick.
Consumer-oriented prepaid group practice plans are the best method
of providing medical care. That is why they are a keystone of the
health security program. The administration professes great admiration for these plans, but its appropriations request for development
funds for HMO's is woefully inadequate.
There are those who say that the health care system cannot be
restructured because there are not enough doctors. The truth is that
there will never be enough doctors so long as medical care is structured solely along the lines of the solopractice, fee-for-service
physician.
H.R. 22 provides for increased training of health care personnel
through the Health Resources Development Fund.
We have all heard cries about governmental paperwork. Consider,
however, the added paperwork resulting from proposals that continue
multiple classes of medical care with differing standards for different
population groups. For example, the administration proposes complicated new means tests to determine eligibility for the family health
insurance plan. These means tests would be added onto the 1,500
different private insurance forms and benefit schedules. The result
would be chaos.
Varying sets of deductables, patient payments, and limitations lead
to confusion. Policyholders have difficulty keeping track of who pays
what, and, so, each year millions of dollars of policy-covered benefits
are not claimed by policyholders. That must not be allowed to continue.
Contrast that with National Health Security. There would be one
standard of comprehensive benefits for everyone. Paperwork would
be eliminated if the providers selected capitation payment for medical
services. There would only be one form a year covering the complete
care for the patient.
It has been argued that this would require a new Federal bureaucracy. True, but turn the coin over. Reliance on private insurance would
require a large and much more expensive private bureaucracy. And
we find nothing in the performance thus far of the private insurance
bureaucracy to commend itself.
The administration, insurance companies and the AMA have reached
into the same old dark and dusty corners for most of their arguments.
It sounds like an old broken record, "socialized medicine," "doctors
will refuse to work," "the insurance companies will go out of business."
We have heard them all before, and each time that we have heard
these cliches the prophets of doom were wrong. They have got a new
cliche now, "monolithic system." And the new cliche is just as false
as the old cliche.
The object of their wrath this time is National Health Security.
In the early 1960's it was Medicare. And before that it was the social
security system. In fact, Mr. Chairman, we even heard some of these
arguments used against the first indemnity health insurance plans.
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And if you substitute the words "health care" for "public education," then these arguments sound amazingly similar to those used by
opponents of public education before the Civil War.
Health security is not socialized medicine. It is not Government
ownership and operation of the health care system. It would not hire
doctors.
But we readily admit that there is "socialized medicine" in America
today, Veterans' Administration hospitals, Public Health Service facilities, and the care provided for Armed Forces personnel and their
dependents.
They are examples of socialized medicine, supported by virtually
every Member of the Congress, Democrat and Republican, liberal and
conservative.
So Presidents Eisenhower, Kennedy, Johnson, and Nixon, all veterans of World War I, were eligible for socialized medicine.
The success of this kind of socialized medicine in America is significant when you consider the critical area of cost control. Using avance budgeting and operating under the close scrutiny of the Congress, VA hospitals report their per day costs for general hospital
care are $49.22. Public Health Service hospitals estimate their costs
at approximately $60 a day.
The average daily hospital rate that workingen and workingwomen pay is $80 a day, and more than $100 a a in many metropolitan areas. We would have advance budgeting and the close scrutiny of Congress under health security.
Now, we have particular distaste for the remarks of those who say
this country would face a "rebellion" by doctors if H.R. 22 is enacted.
This is irresponsible fear mongering.
It is obvious that these people have less faith in America's doctors
than do America's working people. The vast majority of doctors are
dedicated, proud professionals whose basic concern is for the sick and
the ailing.
Some people threatened that doctors woul(l not work uider Medicare. But they did. We are confident physicians will find that health
security will provide them sufficient financial rewards and substantially increase their professional rewards.
The argument that the insurance companies will go out of business
has been around a long time. They said it when social security was
first enacted; they said it when survivors benefits were added; they
said it when disability benefits were added; and they repeated it
before Medicare became law.
And what happened each time? People become more insurance conscious. The insurance industry, relieved of the burden of high risk
policies, was able to write new and better and more profitable policies.
"Medigap" policies are a good example. We think the same will happen if .R. 22 is enacted.
Before I conclude, I would like to turn to the question of catastrophic illness insurance.
Catastrophic insurance is only a partial answer to a small segment of
the health insurance problem in America. And it is not a very good
answer at that. The word "catastrophe" applied to all Americans defies definition.
What is a "catastrophe"?
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Even routine medical bills today can be a catastrophe for the workut catastrophic proposals require that rich man and poor man

inVamily.

pay the same dollar amount out of their own pocket before they are
covered. To the rich man, a $500 medical bill is not a catastrophe. But
an $80 a week worker views a $500 medical bill as a disaster.
We believe that national health security offers a better way. By protecting against all medical bills, the small ones that mount up and the
big ones that lead to bankruptcy, families would not face financial
ruin from medical expenses.
There are many families in America with large medical bills that
would not qualify for catastrophic insurance. The children get throat
infections. The father has a bad back and the mother has another baby,
but they will get no help from catastrophic insurance.
Nobody as yet has eliminated medical catastrophes, but a comprehensive solution to the health care crisis would eliminate the need for catastrophic insurance. And H.R. 22 is the comprehensive solution.
We repeat that the trade union movement is firmly committed to
H.R. 22. We believe it is reasonable, rational and sound. We believe
that it is financially achievable, administratively possible and badly
needed. And we believe national health security to be, without question,
the best proposal before this committee.
Our minds are not closed.
We recognize that any legislation can be improved and strengthened. We welcome constructive suggestions.
However Mr. Chairman, we are completely serious about this matter. We wili vigorously oppose any effort to dilute H.R. 22, to strangle
it, or to back away from the basic right of all Americans to receive
quality health care.
The trade union movement is no stranger to the fight for national
health insurance. This isn't the first time that we've been before the
Congress on this matter. I hope and I firmly believe that we won't
have to come back in the next Congress. But if we have to, we will come
back again and again until the health security program is enacted.
And if we have to we will take this issue to the people in the elections
of 1972.
America needs, and must have, a national health insurance program
that provides quality health care for all Americans, that controls
escalating costs, that 'institutes quality standards, that begins the long
overdue job of reforming the system, and is fairly financed and effectively administered America needs national health security.
We are proud to support H.R. 22, and we urge this committee's very
careful attention to its provisions. Moreover, we urge your quic
action on this vital legislation. The hour is late and the cause is great.
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A number of National Health Insurance proposals have been introduced into
the Congress. All of them except National Health Security suffer from one or

more of the following deficiencies:
1. Coverage is not universal.
2. Benefits are not comprehensive.
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3. There are separate programs for the poor thereby negating the principle that health care is a right for all citizens.
4. Cost controls are non-existent because there are multiple sources of
payment by government, private insurance companies as carriers, intermediaries or both.
5. Payments are provided for sickness but not for routine maintenance
of health nor for preventive care.
6. Incentives are lacking to bring about a better distribution of health
manpower.
7. Incentives to change the system are absent.
Three decades of experience with private voluntary health insurance which
suffer from all of the above seven deficiencies demonstrate that these proposals
cannot resolve the health care crisis. Medicare and Medicaid which, except for
limited cost and quality controls, also suffer from the same deficiencies, have
simply intensified the crisis. Any legislation enacted by Congress should include
provisions to deal with all of these problems simultaneously. Absence of even
one element will have an adverse effect on health or cost or both. The importance
of each is as follows:
Coverage
The public acceptance that access to health services as a right carries with
It concomitant obligation that the patient should not be denied health services
because lie is unemployed, poor, a household domestic, a part-time or seasonal
worker, a government employee, or because an employee or his employer cannot
afford a group health insurance policy.
Where coverage is not universal, substantial and unnecessary administrative
costs are involved in determining whether an individual is eligible or not eligible
for benefits. The administrative cost burden is multiplied where premiums and
benefit cost sharing provisions vary with income.
Comprehensive benefits
Partial benefit packages necessarily distort the optimum patterns of delivering
health services. For example, where the benefit only includes hospitalization
but no payments for physician out-patient services, both the physician and the
patient have an economic incentive to unnecessarily utilize the expensive acute
hospital bed for services that could be provided more economically on an outpatient basis. Likewise coverage for surgery, but not routine physician office
calls, encourages surgical intervention where less costly medical treatment may
be more appropriate.
Comprehensive benefits enable the physician to choose the most appropriate
form of treatment as indicated by the patient's medical needs, not his pocketbook. The experience of the Prepaid Group Practice Plans or Health Maintenance
Organizations have conclusively demonstrated that comprehensive benefits are
less costly than partial coverages supplemental by out-of-pocket expenditures.
Separate programs for the poor
Segregated schools are inherently unequal. Likewise separate financing mechanisms: one for the poor and near poor and another for the employed or for
the middle and upper classes, are inherently unequal. This is particularly true
when the financing for the poor or near poor is from general revenues and the
financing for the rest of the population comes from premium payments. The
providers of care are able to literally whipsaw the private and p blic sectors.
Under a dual private-public program it is quite easy for the providers to raise
charges in the private sector passing these additional costs to their subscribers
through third patties. The public sector must then match the higher rates or
suffer the threat or actual withdrawal of services for the poor.
Experience under Medicaid indicates the pressure of increased costs on the
public program is resolved by reducing benefits and services to the poor. This is
akin to placing the victim rather than the robber in jail. To state that the goal
of national policy is to provide equal access to health services to all people and
then to establish one financing mechanism for the poor and another for the nonpoor is a cruel deception of the American people.
Cost control
Cost containment becomes impossible when the source of payment to the providers is divided between 1500 insurance companies and Blue Cross, Blue Shield
plans. No one insurer has sufficient financial leverage on the system to contain
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costs. While expenditures for physician services represent only about 20 percent
of total expenditures for health, physician directed health services account for
approximately 80 percent of national expenditures for health services. It is the
doctor, not the patient, who decides whether the patient needs treatment and
where and for what and for how long. It is the doctor who orders the laboratory
and other diagnostic tests, either in the hospital or on an outpatient basis. It is
the doctor who decides whether the patient can be cared for in a nursing home
or hospital. It is the doctor who leaves instructions to the hospital nursing staff.
It is the doctor who prescribes what drugs the patient should purchase and
whether the price will be $5 for a brand name product or $1 for a chemically
equivalent generic drug.
If national health insurance legislation is to accomplish control over medical
costs, financial incentives must be provided to physicians to control costs. There is
no possibility of containing the escalation In costs unless this is done. Significantly, the Griffiths-Corman bill is the only bill that recognizes that it is the physician and not the patient who controls utilization and cost.
Alternate proposals before Congress claim to control costs by imposing deductibles and co-insurance on the patient. Such provisions are ineffective because
doctors, not patients, control cost. By placing financial deterrents to early diagnosis and treatment deductibles actually increase total cost if out-of-pocket expenditures by the patient are taken into account.
tSicknes8 insurance
Alternate proposals to the Griffiths-Corman bill are sickness insurance programs, not health programs. The concept of "insuring" against the risk of illness
stems, In part, from the experience of the insurance Industry with life and accident coverages which experience was then applied to the health field. The result
has been that the delivery of health services has been distorted to fit the concepts of risk Insurance rather than adopting methods of payment which would
conform to the requirements of delivering health care to the patient at the right
time, in the right place and in the most efficient and effective way.
Payment to physicians under the Blues and commercial insurance is for sickness. No one who is healthy and symptom-free can legitimately enjoy any benefits
from either commercial Insurance or the Blues. As long as the only way a physician can support himself and his family is to wait until somebody becomes sick
it is understandable if his driving force in life is not preventive medicne.
On the other hand, where a single payment or capitation to physicians is paid
for the assumption of responsibility for total health, come what may, periodic
check ups and preventive services are emphasized as physicians are given a financial Interest in maintaining the health of their patients.
Sickness Insurance has led to widespread use of deductibles to deter utilization.
This risk Insurance concept is applicable to fire insurance to prevent individuals
from burning their house down to collect full payment for the cost of their house.
But in health care, there should be no financial deterrents to early diagnosis and
treatment of a symptom to avoid high cost Illness. Deductibles are incompatible
with an effective health program. The application of the principles of "risk"
Insurance have resulted in a massive distortion of the delivery of health services away from preventing illness and maintaining health. All of the other bills
under consideration by this Committee are sickness Insurance plans. Only Griffiths-Corman is a health program.
Distributionof health manpower
Most alternate proposals provide no incentives for physicians to practice in
under-doctored areas. The Griffiths-Corman bill provides powerful incentives to
physicians to locate In shortage areas because the allocation of money to local
health service areas would be based on the number of persons to be served
(capitation). The under-doctored health service areas would have more money
to spend on physician services than the over-doctored areas. The economic Incentives would therefore bring about a migration of physicians to rural counties.
In addition, the Health Resources Development Fund would pay supplementary
stipends to physicians who practiced-in shortage areas.
Organizationof the delivery system
Almost all of the National Health Insurance proposals except Medlcredit,
provide incentives to stimulate the development of organized delivery systems or
Health Maintenance Organizations. But most of the others provide very little
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funding for this purpose and they do not provide a benefit package consistent
with the HMO approach.
Following is a summary of the main provisions and a critique of the eight
major proposals before this Committee.
H..

7741

BYRNES

(R.

WIS.)

H.R. 7741 continues the insurance approach to the financing of health services.
It is inconsistent with the President's White House statement on health which
states: "If more of our resources were invested in preventing sickness and accidents, fewer would have to be spent on costly cures. If we gave more attention
to treating illness in its early stages, then we would be less troubled by acute
disease. In short, we should build a true 'health' system-and not a 'sickness'
system alone."
The heavy deductibles imposed on medical services place a financial deterrent
to early diagnosis and treatment.
The program establishes a dual private-public system of financing, one private
program for the employed (and individuals) and another for the poor. The
public program is a three-level program: one program for the aged (Medicare),
one program for the aged, disabled and blind (Medicaid), and the Family Health
Insurance Plan for poor families. A significant number of single poor persons
who are neither aged, disabled nor blind will not be covered by the program
at all.
The program for poor families has very limited benefits. Dental care is not
covered.
Cost control is imposible under this program. Sources of payment for health
services for the poor and aged are split three ways with three Federal and 50
State bureaucracies (Medicare, the Federal-State Medicaid program and the
Family Health Insurance Plan). For the employer, employee plan, sources
of funds are split between hundreds of private carriers. No one agency or carrier
will have sufficient leverage on the providers to contain costs. The bill continues
the current practice of reimbursing hospitals on a cost plus basis and pays
physicians usual and customary fees thereby inviting a continuation of the current escalation in medical costs.
Those unemployed for more than 30 days would have to use their meager
resources to purchase individual policies to maintain their insurance coverage.
The unemployed may therefore lose coverage when they need it most. Other segments of the population who are not covered include employees of state and
local l governments.
Under Medicaid, families are either eligible or not eligible for benefits depending upon income. Under FHIP, the means test is a complicated arrangement
whereby determinations of what premiums, deductibles and coinsurance payments
must be made by eligibles depends on family income and the number of members in the family. The administrative cost of this cumbersome eligibility test
would be enormous and would involve mountains of paper work. Every six
months a redetermination would have to be made to verify in what income class
the family belonged. Before benefits could be paid, different deductibles would
have to be met. The amount of coinsurance would also vary with income. For
families just above the limit for free service, doctors and/or insurance companies would have to process small claims.
H.R. 7741 is largely a catastrophic insurance bill for the private sector providing a limit of liability for sickness of about $1,800 for the millionaire and the
same limit of liability for a family of four with an income of $5,000. The catastrophic coverage does not apply 'o FHIP, Medicare or Medicaid eligibles.
Under this program, the Federal government would turn over Federal funds
to the insurance industry to administer the program. Effective implementation
of Congressional or Federal policy in the health care field would be difficult, if
not impossible, to achieve.
H.R. 4960 (MEDIOREDIT), FULTON (D.-TENN.)

AND BROYHILL (R.-VA.)

Medicredit reflects the economic interests of the American Medical Association,
the principal backers of H.R. 4960. The proposal would provide tax credits against
individual income taxes to offset, in whole or in part, the premium cost of qualified private health insurance policies.
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Benefits under H.R. 4960 are subject to heavy deductible and coinsurance
provisions which would require substantial out-of-pocket expenditures by modcrate income families. Dental care is not covered.
Under this program, hospitals would continue to establish, their own costs
which would be fully reimbursable under the bill. Physicians would also be
free to continue to charge their usual and customary fee. Because the source of
payment to the providers would be divided between about 1,500 insurance carriers, Blue Cross and Blue Shield, no one health insurance carrier would have
sufficient financial leverage to negotiate with the providers to control cost. Because physicians and not patients control utilization and cost of health services,
the deductibles and coinsurance payments levied on patients are inappropriate
and ineffective as a means of controlling medical costs.
The catastrophic insurance coverage under H.R. 4960 would be a catastrophe
for a family of four persons with an income of $8,000. For a major Illness costing $5,000 the family would have to pay out of pocket a total of $1,130 in premiums, deductibles, and coinsurance. Catastrophic coverages favor the rich.
By basing the financing of the program on income tax credits, the medical profession and the hospitals would be completely unregulated with regard to cost
and quality of medical care. The functions of the Health Insurance Advisory
Board would be limited to prescribing regulations for insurers and not the providers. The Health Insurance Advisory Board of eleven members would include
nine public members, a majority of whom would be practicing physicians. The
word consumer is mentioned only once in the bill. Among the duties of the Board
would be to consult with "carriers, providers of services and consumers" with
regard to "maintaining the quality of medical care, and the effective utilization of
available financial resources, health manpower, and facilities, through utilization
review, peer review, and other means which provide for the participation of the
insurance carriers and the providers of services."
The necessity of developing organized systems for delivering health care is
now widely recognized and is reflected in almost all National Health Insurance
proposals before Congress. Significantly, H.R. 4960 does not reflect this concern.
As stated by Elliot Richardson, Secretary of the Department of Health, Eduon
cation, and Welfare, in his testimony before the Senate Committee on Finance
April 26, 1971:
"* * * the Medicredit, AMA proposal is essentially a financing approach which
would have little effect on the organization and delivery of medical care or on
it
controlling rising costs. The proposal would inflate demand for services yet
to help
does not promote appropriate ways to use the leverage of new funds
influence the quality and efficiency of services."
individA serious defect of H.R. 4960 is that it would promote tile expansion of
individual
ual health insurance policies in contrast to group insurance. In 1969,
$1 colhealth insurance policies paid out only 50.8 cents In benefits for every
cost of
lected in premiums. H.R. 4960 would contribute not only to the rising
health care but to the cost of administration as well.
H.R. 4349 (BURLESON,

D.-TEXAS)
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H.R. 4349 follows the traditional insurance industry pattern established under
workmen's compensation which sloughs off high risk groups (the poor and uninsurables) on the government and reserves the better risks for itself. The bill
perpetuates the vicious practice of experience rating whereby older and disabled
persons, the so-called uninsurables, will have to pay high rates for the same coverage provided to younger and healthy persons. The present practice of experience rating groups would not be changed. This will lead to discrimination in employment against older workers. Under a national health insurance program, the
risk of illness should be spread over the entire population. The establishment of
separate risk categories only adds to administrative expense which could be better spent on health services.
The bill would be expensive to administer. Benefit payments under individual
insurance policies are only one-half of premium charges, For small employers
which is the predominant group not now providing insurance coverage for their
employees, insurance company retentions range from 25-35% of premiums. Were
H.R. 4349 to become law, operating expenses of third parties would be substantially higher than the present 14.5 percent of premium income. In contrast, in
the Canadian provinces of Saskatchewan and Manitoba where their program is
administered directly by the province without fiscal intermediaries, the cost of
administering the hospital coverage was 2.1 percent of income for Saskatchewan
and 1.5 percent for Manitoba in 1969. For their medical coverage (principally
physician services) the administrative cost for Saskatchewan was 4.94 percent
of Income and in Manitoba it was 4.08 in 1969. In 1970, administrative costs for
Saskatchewan were 1.6 and 4.96 respectively for their hospital and medical programs. In 1970, the administrative costs for Manitoba for the hospital and medical program combined were 2.7 percent. By way of contrast, Blue Cross administered hospitalization for 4.8 of premium income and Blue Shield administered
medical services for 11.5 percent of premium charges in 1969. Insurance companies administered their group policies for 13.2 percent and their individual
policies for 45.6 percent of premiums in 1970.
While the bill provides for prospectively approved rates for hospitals and
other health care institutions, the charge for services would be subject to approval by a State Health Care Institutions Cost Commission completely dominated by those to be regulated. Only two of eight members would be required to
be consumers. The bill would also continue paying for physician services on the
basis of usual and customary fee.
The AFL-CIO from the inception of the Medicare program pointed out that
the reimbursement formula for physicians was biased in favor of escalation of
costs and against adequate cost controls. Reimbursement of physicians based on
"prevailing" charges is an open invitation to doctors to escalate their fees so
that the new higher level of charges will have to be considered "prevailing." Better results would be obtained by contractual relationships with providers of
medical care or negotiated fee schedules. Thus, there is no effective cost control
under H.R. 4349.
The operation of State Health Care Plans for the Needy and Uninsurable
would be under the supervision of the various State insurance departments. With
few exceptions, these departments are sympathetic to, if not dominated by, the
insurance Industry. The interests of the patient-consumer are totally ignored
under this proposal.
over funds,
Because the insurance industry would have effective fiscal control administraof the
both from the private and public sector, the implementation
tion's policy to develop Health Maintenance Organizations will be at their discretion. The public program as well as the private employee-employer and individual health care programs would all be fiscally administered by third parties.
This Is, at best, a highly Ineffective method of implementing public policy in the
health field.
Because of the escalation in medical costs, the insurance industry has had
difficulty in keeping premiums in line with costs. In 1970, insurance companies
lost approximately a half billion dollars on their health Insurance coverages.
H.R. 4349 is designed to relieve the insurance companies of further loss. It accomplishes this by assuming the good health risks under the private plans and
requiring Federal and State government revenues to pay for the needy and
"uninsurables."
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(S.

703, PELL

(D.-R.I.)

AND MONDALE

(D.-MINN.)

S. 703 continues the dual system of financing health care. The program would
require employers to provide a minimum health benefit package for their employees. The Medicare and Medicaid programs would be continued for the aged
and for the poor. The employee benefit plans would be paid entirely by the employer allowing the providers to increase costs in the private sector thereby
exerting pressure on the public programs to increase taxes or reduce coverage
and benefits or both.
A progressive feature of S. 703 is that it does not provide for the use of third
parties in the administration of the program. Employers could provide health
benefits directly themselves, by prospective contracts with providers of health
services or by contracts with comprehensive prepaid care plans. Because there
would be many employers and only one medical society in many health service
areas, the employers could not baragin on an equal basis with the medical
profession.
Coverage under S. 703 leaves much to be desired. Both full time and part time
employees would be under the employer plans but there is no provision for the unemployed, dependent families not eligible for Medicaid or single persons who
are neither aged, disabled, blind or eligible for family assistance.
While the minimum health benefit package provides a wide range of outpatient
services including annual physical examinations and drugs without specific limitations, the institutional benefits are meager. The benefit package includes only
12 days of inpatient hospital care beyond the first two days. Extended care is for
only 10 days. There is no dental or mental health coverage. The professional services of chiropractors would be a benefit. Because chiropractors have no general
medical training and too often prescribe treatment for conditions they cannot diagnose, the inclusion of chiropractic services is unfortunate. Medical costs which
exceed 25 percent of an employee's annual gross income would be covered as prescribed by regulation. A family with a gross income of $4,000 could be subject
to the catastrophe of a $1,000 bill. There is no catastrophic coverage for Medicare and Medicaid eligibles.
The main thrust of S. 703 is to promote the development of both nonprofit and
profit making community health and education corporations. While eligibility for
federal construction grants under the Hill-Burton program would be limited to
nonprofit corporations, the profit-making health maintenance organizations would
be eligible for the following federal grants-in-aid:
1. Funds for the initial organization and operation of such corporations.
2. Payments for health care services for those unable to pay.
3. Federal subsidies for employees of small businesses and charitable organizations where determination is made that the cost of the minimum health benefit
package would cause undue financial hardship on such businesses and organizations.
4. Subsidization of the cost of medical education for health care personnel.
5. Grants for construction and staffing of new facilities.
6. Payments for research and development of improved methods of health
care delivery.
In short, S. 703 would use public money for the purpose of creating and maintaining profitmaking health enterprises.
The Board of Directors of each corporation would have 15 members, eight of
whom would be appointed by the Secretary and seven elected by the stockholders
of the Corporation. Among the eight appointed by the Secretary, only one would
represent the interests of the patient-consumer.
The bill would establish new Regional Planning Councils in addition to the hospital planning councils, the state and local planning bodies established by the
Comprehensive Health Planning and Public Health Services Amendments of 1966
and the planning councils established under the Regional Medical Program. The
addition of a new planning body to those already existing could only result in
further complication to the present inadequate delineation of responsibility and
authority among the existing planning agencies. The new Regional Planning
Councils would be in the nature of a super planning council with authority to approve plans developed by other planning bodies and authority to approve the
budgets of the health services corporations that might be established under the
authority of the bill.
Like the Griffiths-Kennedy bill, S. 703 would establish requirements for continuing education of medical practitioners and major surgery and other spe-
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cialty services could only be performed by physicians who hold specialty
certification or who meet standards established by the Secretary of HEW. However, these standards would apply only to physicians associated with community health and education corporations. The standards would not apply to
private solo practitioners.
S. 836,

JAVITS,

(R.-N.Y.)

S. 836 is one of the more comprehensive bills before Congress. It extends the
current Medicare program to the entire population 2 years after enactment.
Benefits under Medicare would be broadened to include annual physical checkups, dental care for children under age 8 and prescription drugs for chronic
illness.
The bill continues the limited benefits of the current Medicare program.
Hospital benefits are cut off after 90 days with a lifetime reserve of 60 days.
Copayments are required after the 60th day of hospitalization. Extended care
is limited to 100 days with copayments required after the 20th day.
S. 836 continues the concept of sickness insurance and perpetuates the deductible and coinsurance provisions of the Medicare law for personal services.
The Javits bill is not therefore a health program which places emphasis on
eliminating financial barriers to the early diagnosis and treatment of disease.
The deductible and coinsurance features of the expanded Medicare program
would not control costs as it is the doctor who controls utilization of health
services except for the initial contact the patient makes with the doctor. If
treatment is indicated, the question of the place, method, frequency of therapeutic
measures are all determined by the doctor.
While S. 836 recognizes the importance of placing fiscal controls on physicians rather than patients, the bill would continue the present Medicare practice of paying hospitals, extended care facilities and home health agencies
on a reasonable cost basis for two years. Doctors would be paid on the basis
of "appropriate and reasonable charges" rather than on the basis of "reasonable charges" as is the case under present Medicare law. The bill fails to provide
any guidelines as to what "appropriate and reasonable charges" means. After
two years, during which time the cost of medical care would rise approximately
15 percent, the Secretary of the Department of Health, Education, and Welfare
would be required to promulgate regulations prescribing the methods of payment for services. The bill therefore passes the responsibility for establishing
effective cost control measures to the administration.
The Javits bill has incentives to restructure the delivery system. Grants and
subsidized loans would be made available for comprehensive health service
organizations or health maintenance organizations. Funds would be made available, as well, for the payment of operating deficits of new HMO's up to a maximum of 5 years. However, while on the one hand the bill encourages HMO's
on the other, it would require that new HMO's be approved by the comprehensive state health planning agency and be in accord with the local area agency
plans. Unfortunately, most of the state and local area planning bodies throughout the country are dominated by the providers of health care. Most planning
agencies can be expected to resist the development of comprehensive health
service systems.
S. 836 would continue to utilize fiscal intermediaries as in Medicare. Thus,
the source of funds for reimbursing providers would be split between many
carriers. This makes it impossible to negotiate with providers as equals. The
provision in the bill that would permit the establishment of a federally-chartered
quasi-governmental corporation to replace the fiscal intermediary if such intermediary does not perform its duties adequately is meaningless. No intermediary
would have enough financial leverage on the system to promote change.
The provision in the bill that authorizes the states to administer the entire
program will lead to further fragmentation of payments, strengthen the bargaining power of the providers and continue the inflation in medical costs.
I.R. 48, DINGELL,

(D.-MICH.)

H.R. 48 would establish a National Health Insurance program covering
almost all residents of the United States. Eligibility is determined, however, on
attachment to the labor force. The earnings test is minimal, but workers unemployed for more than a year and not eligible for public assistance would not
be covered. Students who are not dependents of an eligible beneficiary and with
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no prior attachment to the labor force would also not be eligible for benefits.
See. 105(a) of the bill provides that benefits may be provided to individuals
and needy persons not otherwise eligible provided reasonable assurance has
been given to the National Health Insurance Board that equitable reimbursements will be made by public agencies of the United States, the several States, or
their political subdivisions in accordance with agreements negotiated with such
public agencies. Coverage under the program would not therefore be universal
as with H.R. 22 and S. 3.
Benefits under the program are quite broad, but skilled nursing home care is
not a covered benefit, a major benefit omission.
Limitations on other institutional services include the following: (1) general
hospital inpatient care is for only 60 days and payment would be made only
for ward care accommodations. Care in a mental or tuberculosis hospital is for
only 30 days. There are no limitations for services provided by the hospitals for
outpatients and the personal services provided by physicians, dentists, home
health agencies, optometrists, podiatrists and physical therapists are also without limitation. Periodic medical and dental examinations are also a covered
benefit as are unusually expensive drugs.
Primary responsibility for administering the program would be granted to the
States. Each State would have to develop a health care plan satisfactory to the
five-member National Health Insurance Board. If a State did not administer
its plan satisfactorily, the Board would have the authority to step in and administer the plan in that State. The bill therefore establishes a Federal-State
program which would result in variations in coverage for the unemployed and
the needy from state to state. The states would also have the responsibility for
establishing standards of participation by providers which would mean that the
quality of care would vary from state to state.
H.R.48 would finance the program by a wage tax on earnings similar to Social
Security. This would be supplemented by funds appropriated for the various
Federal-State health care programs such as Medicaid for the unemployed and
needy. There is, therefore, a single standard of benefits for all covered persons
but the source of financing is split with the likely result that the poorer states
would be under financial pressure to reduce coverage of the unemployed and
needy.
A major weakness of H.R. 48 is that it does not include any funding or Incentives to change the present system of delivering health care or for bringing about
a better distribution of health manpower.
The bill does provide for consumer representation at all levels of administration to the Kennedy-Griffiths bill.
S. 1598,

SOOITT

(R.-PA.)

AND PERY

(R.-ILL.)

S. 1598 would establish two programs. The first would be a plan covering inpatient services and would be administered by the Federal government. All
citizens, including aliens admitted as permanent residents or for employment,
would be covered for inpatient services. The second plan for outpatient services
would be based on voluntary enrollment and would be administered by private
insurance carriers. All persons eligible under the inpatient plan would also be
eligible to enroll in the outpatient plan.
Most benefits are provided without limits in days or dollars except inpatient
mental health services are subject to a lifetime limit of 180 days. The outpatient
plan would have a lifetime limitation of 104 visits to a psychiatrist and a limit
of 100 visits for home health services. Dental services, except orthodontia, would
be a benefit for children under age 12. Physical checkups would be a covered
benefit.
However, the bill would require substantial co-payments by the patient under
both the Inpatient and outpatient plans. A family with a total family income of
$6,000 would have to pay $327 out-of-pocket toward the cost of a hospital bill
that amounted to $500 or more. Outpatient services are subject to a deductible
of $50 per person per year where total family income for a family of four is
$5,500 or more. The amount of the deductible is reduced for low income families,
but even a family of 4 with an income of only $2,750 would have to pay $10 per
person per year. The Scott-Percy bill is therefore a sickness insurance program
placing financial deterrents to the early diagnosis and treatment of disease.
The inpatient plan would utilize the current payroll tax for Medicare's hospital insurance program and supplement these taxes from general revenues. The
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outpatient plan would be financed by premium payments with the Federal Government paying all or part of the premium cost for low income families. The
amount of the Federal payment would depend on the size of the family and the
total family income. Only the very poor would qualify for 100-percent payment
of premiums by government. For example, a family of four would have to have
an income below $2,750 to qualify for full payment.
S. 1598 would continue the present practice of reimbursing hospitals and other
institutional providers on the basis of "reasonable cost." While the bill states the
regulations that would be authorized under the law "may provide for determination of the costs of services on a per diem, per unit, per capita, or other basis,
* * * ." it is unlikely that such alternative methods of payment would materially
alter runaway hospital costs. Significantly, there Is no provision for a prenegotiated budget for institutional services.
Medical and other outpatient services would also be paid on the basis of "reasonable cost" as with Medicare. What would be the "reasonable cost" for physician
services would presumably be usual and customary fee for medical practitioners.
S. 1598 does not, therefore, establish any cost control over hospital costs nor
over physician charges.
The cost of administering the program would be enormous. The amount of
payments that would be required for inpatient care would be based on a formula
that takes into account both income and the size of the family. Even families
with large incomes would be subject to the income test. For example, a family of
4 with an annual income of $20,000 would be required to pay $1,090 of a $2,000
bill. The amount of premium each family would have to pay for the outpatient
plan varies with family size and income as well. The amount of the per person
deductible varies with income. The delivery of medical care would be drowned
in mountains of red tape.
The source of payment for inpatient care and outpatient care would be separated as If there were no interrelationship between the two. Insurance carriers
would collect premiums and pay claims as they do now. Presumably, rates would
vary according to the size of the group and the individual policies would be sold
to nongroup eligibles at high cost. Nothing in the bill would preclude experience
rating of individual or group policies.
S. 1598 would establish regional or subregional Health Services Review Committees with a maximum of 9 members which committees would be composed "of
representatives of the medical, dental, mental health and allied health professions
providing health care In such area, and of representatives of consumers * * * "
Clearly, consumers would be in a minority on these committees. There is no
provision for consumer representation at any other level of administration.
The bill provides for the establishment of Health Maintenance Organizations.
HMO's would be eligible for grants of up to 50 percent (70 percent in underdoctored areas) for development. Loans at 3 percent interest are also authorized.
There is no provision for paying the operating deficit of new HMO's during the
first years of its operation and until the organization can become self-supporting.
Financial aid for the development of organized delivery systems is therefore
minimal. The deductibles and large co-payments for hospitalization which the
bill provides are not compatible financing provisions for HMO's. Up until 1974, at
least, existing HMO's would receive per capita payment for outpatient services
only, and this payment could not exceed the average payments made by individuals and the Federal government to the carriers in that region for the benefits
conferred by the outpatient plan. This provision would, In fact, eliminate HMO's
from the program until 1974. After 1974, the bill only states that the Secretary
of the Department of Health, Education, and Welfare would be authorized to
enter Into contracts with HMO's to provide both inpatient and outpatient services,
but there Is no provision for paying for hospital services on any basis other than
reasonable cost. Unless HMO's are able to retain savings that accrue because of
lower hospital utilization rates, HMO's could not survive under S. 1598. HMO's
provide more outpatient services and fewer institutional services. This mix
enables HMO's to provide a broader scope of benefits for the same cost as the
traditional fee-for-service, solo practice method of delivering health care or
alternatively can provide the same benefits at lower cost.
The Scott-Percy bill would liberalize the medical and nursing student loan
programs under the Public Health Service Act, but there are no provisions
to
provide incentives for physicians to relocate in underdoctored areas.
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H.R. 8351, COTTER (D.-OONN.)

The benefit as well as the phasing in of the benefits are identical to the
Burleson bill (H.R. 4349). In addition, like H.R. 4349, the bill would establish
a 3-level program to include (1) an employee-employer plan, (2) an individual
plan, and (8) a State plan for the poor and uninsurable. The bill would establish Armed Forces medical and dental academies to train physicians and dentists.
This provision is not in H.R. 4349.
The Cotter bill has a number of improvements over the Burleson proposal.
The principal improvements are:
1. Medicare would have to provide at least the required standard benefits
called for under the Employee Health Care plan. This would ultimately provide
a broader scope of benefits for the elderly when H.R. 8351 is fully phased in.
2. The employee proportion of the total premium for the minimum benefits
package is limited.
The most important improvement over the Burleson bill is that the Cotter
bill would grant substantial authority to State Health Planning Councils of
15 members composed of nine public representatives, two, physicians, two hospital representatives, and two insurance representatives. In contrast, the Burleson bill establishes State Health Care Institutions Cost Commissions dominated
by providers. The State Health Planning Councils established by the Cotter
bill would administer all Federal Funds for health facilities and health care,
certify all health care facilities, establish the schedule of rates for providers
under the program and regulate private health insurance carriers. There is,
however, no provision in the Cotter bill for the Department of Health, Education, and Welfare to review or reduce the schedule of rates approved by a State
Council as it contained in the Burleson bill.
In general, the same comments with regard to the Burleson bill are equally
applicable to the Cotter bill.
CATASTROPHIC INSURANCE

A number of bills have been introduced into the Congress which are designed
to provide protection against catastrophic costs associated with expensive acute
episodes of illness. Typical of this approach are S. 1376 introduced by Senator
Long (D.-La.), H.R. 817 introduced by Representative Hogan (R.-Md.), and
H.R. 177 introduced by Representative Hall (R.-Mo.). All of these bills do not
purport to establish a national program to provide health services to all or a
substantial proportion of the American people, but are designed to financially
assist those persons who incur high medical costs.
All such proposals have common features:
1. There is a deductible that must be met before any benefits are payable.
2. When benefits are payable, the beneficiary must pay a proportion, usually
20 percent of the total bill.
ANALYSIS

Catastrophic insurance is a rich man's program.
A $1,000 medical bill is not a catastrophe in the home of a corporation president making $50,000 or more a year. To a $100-a-week worker with a family to
support a $1,000 medical bill is a.catastrophe.
Although large numbers of people with relatively low Incomes would derive
no benefit from the program, they would be subject to payment of the Social
Security tax. or private insurance premiums. Thus, adoption of the program
would result In the strange situation that low income people would be contributing toward a program which would largely benefit those at higher incomes.
It is now widely acknowledged by most authorities, including the Nixon administration, that the breakdown in the delivery of health services is caused by
the lack of organization of the system, by a shortage as well as a distorted distribution of health manpower, by inefficient use of allied health professionals
and by a lack of teamwork among the 35 specialties in medicine. Any program
that limits its function to channeling more money into the already overburdened
delivery system will only add fuel to the fires of inflation and increase private
and public expenditures for health.
Medical care in the United States is characterized as oriented to the exotic,
unusual, interesting or medically challenging type of treatment. Where the
United States has failed is in the arena of preventive and routine medical treat-
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meant for commonplace illness. The commonplace sickness of today often becomes
the catastrophic illness of tomorrow because of the lack of access to preventive
and health maintenance services for millions of Americans. Catastrophic insurance coverage will inevitably lead in the direction of less productive use of highly
skilled manpower in short supply. It will encourage a disproportionate number
of physicans to specialize in the more "dramatic" areas of medicine such as
open-heart surgery and organ transplantation.
Catastrophic insurance does not address itself to controlling either the cost
of medical services nor the quality of care provided.
[The Wall Street Journal, Wednesday, March 10, 1971]
INSURANCE ILLS-HEALTH AND ACCIDENT COVERAGE MAY BE CUT BY MANY
CONCERNS; LOSSES ON POLICIES CITED
(By Priscilla S. Meyer)
New York-Your automobile insurance was canceled last year, but you said
"oh, well, things could be worse." And, sure enough, they've gotten worse. Now
your health and accident coverage might be cut.
Car insurance was canceled for thousands of motorists because the insurance
companies two years ago had a dreadful year and wanted to eliminate as many
risks as possible. Now, health and accident insurers are reporting that they
Just finished a dreadful year. And some of them say they are changing policies
to pay a flat weekly amount rather than actual costs of a hospital stay; and
that flat amount, of course, would be far less than the real costs.
And nearly every insurer says it is going to bring intensive pressure on doctors
and hospitals to reduce costs-or at least not to increase them.
A spokesman for the Health Insurance Institute estimates that health and
accident insurers ended 1970 with underwriting losses of $600 million. This reflected losses in almost every kind of individual and group policy, the insurers
say. Losses were gigantic at a few firms: Connecticut General Insurance Co.,
for instance, says its group accident and health business lost more than $34 million in the year.
RAISING THE RATES

Most health insurers have already moved to increase rates. But they say that
increased costs have already outrun the higher rates. Thus, they say, they will
either have to alter the policies or somehow persuade medical men to hold down
the costs.
Doctors in the Minneapolis-St. Paul area have already agreed to cooperate
with Insurers by drawing up guidelines for how much health care should cost
and reviewing any "questionable" bills submitted to insurers by their fellow
doctors. Federal authorities acknowledged last year that similar pressure from
insurers on auto makers accelerated introduction of design changes aimed at
reducing repair costs.
It isn't clear how many Americans will be affected by the change in policies.
The various Blue Cross organizations, which cover about one third of the 170
million Americans with private health insurance, say they won't switch to the
so-called hospital-indemnity plans. But the Blue Cross groups, which had a net
loss of about $119 million last year, have sought several rate increases. (Blue
Cross, a nonprofit organization, needs approval from states before it can raise
i ates. Companies that aim to make a profit generally don't need such approval.)
The hospital-indemnity plans generally pay $100 to $200 to an insured person
who is hospitalized-regardless of the actual costs. In some instances, the week's
check would cover only one or two days' costs.
INA SWITCHES

Within the past few weeks, INA Corp.'s life-insurance subsidiary has informed
agents that the company was withdrawing its basic hospital and surgical policy
and replacing it with the indemnity plan. And an official of CNA Financial Corp.
confirmed that beginning June 1 the company will start withdrawing its existing
individual major hospital coverage and replacing the policies with hospital indemnity coverage. This insurer, which writes nearly $15 million in annual premiums in such policies, indicated earlier that it could lose as many as 25% of
the current policyholders if it decided to make the switch.
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(Major medical coverage usually pays 57% to 80% of covered medical expenses up to a maximum, such as $10,000. Most major medical expenses are
written to exclude expenses that would be covered in the basic-hospital policies.)
Most health insurers say they won't cancel policies without at least offering
policyholders some alternative, such as the indemnity policies. Any wholesale
termination without alternatives would be far more serious than it was in the
auto-insurance industry, where a flood of cancellations occurred last year.
NO REFUGE FOR THE REJECT

Nearly all states operate "auto pools," or assigned-risk plans under which
insurers must grant insurance to motorists who are refused by the individual
companies. But there isn't any such refuge for health-insurance rejects.
Health insurers feel they are under the gun to reverse the trend and recoup
their losses before 1974, when many expect enactment of some form of President
Nixon's newly proposed National Health Insurance Plan and accompanying regulation of all health insurance. They expect any regulations will hold down their
profits.
Currently the insurers are scurrying to reduce the length of all health policies
to one year. They thus hope to better combat inflation in health-care costs and to
initiate accounting changes that make use of any future losses for possible tax
benefits.
Insurers are also changing some of their guidelines. While they have been paying just for expenses in a hospital, some insurers now will also pay for care
while recovering outside the hospital. Although such a change might appear to
mean a rise in payouts, officials say it won't. They feel the previous coverage
tended to keep patients in high-cost hospitals longer to take advantage of the
insurance benefits. Blue Cross is among those attempting to lower hospital
costs through broader use of outpatient benefits.
THE EFFECT OF THE MARKET

Insurers would probably need an average rate increase of 15% in 1971 to
reflect increased health-care costs during the year, a spokesman for the Health
Insurance Institute estimates. But he says rates will probably go up only about
10% to 12% "because the market couldn't take a bigger increase."
The demand for huge increases seems most pressing in major medical coverage.
During the past year, CNA Financial Corp. raised premiums for its individual
major medical lines 50% to 100%, according to David G. Scott, executive vice
president. But even this wasn't enough to make the line profitable.
"Early this year we reluctantly came to the conclusion that this kind of
policy is impossible to provide on a profitable basis in today's fast-changing
world," Mr. Scott told securities analysts recently. "Rate increases aren't
enough. The more you raise rates the more you squeeze out the average risks
and end up with the bad ones that will buy coverage at almost any cost."
CNA has just completed a two-year-long switch In its basic hospital and major
medical coverage that it offers to members of trade groups. It, too, has moved
from standard reimbursement to hospital-indemnity policies.
LOSSES

ON

LONG-TERM

DISABILITY

Losses on long-term disability coverage are rising, too, but few insurers are
moving to increase disability rates. Long-term disability coverage reimburses
the policyholder during periods in which he is unable to work because he has
been disabled. Deficits in this coverage have risen along with recent layoffs and
increasing unemployment. Insurers say that in such times false disability claims
increase, as well as emotionally related illnesses, like nervous breakdowns.
But the insurers aren't raising the rates apparantly because the market is
competitive. The push for long-term disability business is being accelerated by
indications that this coverage won't be controlled under the proposed federal
health-insurance program.
Besides including broader use of outpatient benefits in their policies, insurers
are quietly making other moves to hold down medical costs. Some companies
are experimenting with policies that include a free physical exam, aimed at
cutting expenses through preventive medicine. A number of firms are also moving
toward sponsorship of prepaid group-practice plans. Under these proposals, patients make regular premium payments to an insurer and in exchange receive
all health care at a group-practice center.
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Blue Cross is also introducing incentive programs for hospitals. Under these

plans, Blue Cross pays a hospital an extra amount if its charges are lower

than estimated costs. On the other hand, Blue Cross penalizes the hospital if the
charges are higher.

Mr. BURLESON. Mr. Meany, we thank you very much.
Mr. MEANY. Mr. Chairman, with your permission, I would like to
leave. I have a very tough schedule.
Mr. Biemiller and Mr. Seidman can, I am sure, answer any questions about our proposal for the benefit of your committee members.
Mr. BURLESON. Mr. Biemiller advised the committee before your
testimony that it was necessary that you leave and, if it is agreeable
with the committee, we thank you for coming and Mr. Biemiller will
remain for questions.
Mr. MEANY. Thank you.
Mr. BURLESON. Mr. Byrnes?
Mr. BYRNES. I have no questions.
Mr. BUL'ESON. Mr. Burke?

Mr. BumE. I have no questions.
Mr. BURLESON. Mr. Rostenkowski?
Mr. ROsTNKowsKi. I have no questions.
Mr. BURLESON. Mr. Corman?
Mr. Corman will inquire.
Mr. CORMAN. Mr. Chairman.
Mr. Biemiller, the principal objection to H.R. 22 expressed by Secretary Richardson was that it cost too much. I think it was brought
out in the testimony that we are not talking about how much medical
care costs. It is going to cost either through taxes and the establishment of a trust fund or through medicare and medicaid and county
hospitals and insurance premiums and out-of-pocket dollars on the
part of the consumer.
It is your view that the American people are willing to pay more
taxes if they are relieved from the other expenses that are incurred
for medical care.
Mr. BIEMILLER. I think we have made that position quite clear in
previous appearances before the Congress, Mr. Corman.
I would also point out that we have repeatedly brought before the
Congress what we consider to be a sound tax program for increasing
the income of the Federal Government.
Mr. CORMAN. The other point that was made by the Secretary was
that if we undertake this expenditure that we would have to rob all
of our other social programs in the field of education, slum clearance,
and the broad range of this the Federal Government is involved in.
It is the position of some of us who support H.R. 22 that we would
not anticipate financing medical care that way but rather do it through
increased taxes. We would not want to buy the Nation's medical care
at the expense of the many other things we need.
Is that your position too?
Mr. BIEmILLER. We have repeatedly testified, most recently when
President Meany was before this committee on taxes, that we believe
what is needed in the United States very badly is a broad program
of public development and that to accomplish that the tax structure
of the Nation should be revised so as to bring tax justice into the tax
laws of this country.
We have proposed, for example, that to eliminate the 50 percent
taxation instead of 100 percent taxation of capital gains would in it-
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self bring somewhere between $10 billion and $12 billion into the Federal Treasury just as one example of what we are talking about.
Mr. CORMAN. Even if we had to increase the rate paid by the average
working man, wouldn't that be money well spent on his part if he were
relieved from the probability of substantial expenditures either for
health insurance premiums or for doctor bills when a disaster hit him?
Mr. BIEMILLER. We are still of the opinion that there are untapped
resources that should be taxed first. However, if the overall needs for
public development of the Federal Government should become so
great we have made it clear that we are willing to consider the necessary increases on a proportional basis maintaining a true system of progressive income taxation.
Mr. CORMAN. I share your hope for a more equitable tax structure.
We have tried to set that out in H.R. 11058 but it does seem to me that
H.R. 22 can stand on its owp feet and that the average American taxpayer would be willing to pay higher taxes in part through a tax similar to social security, the 1 percent we have talked about, the three
and a half percent of the employer and, in part, in an increase in his
regular income taxes, because we are talking about the need for substantial additional revenues.

Mr.

BIEMILLER.

The 1 percent payroll tax, assuming that the Senate

some day passes H.R. 1, would not be a great increase for most workers
and I am sure that other workers would be perfectly willing to pay the
extra 1 percent, that is, those earning up to $15,000 a year.
Mr. CORMAN. Thank you.
Mr. BURLESON. Mr. Collier?
Mr. COLLIER. Mr. Biemiller the vast majority of wage earners in the
country today expect to pay a reasonable percentage of their earnings
for the basic necessities, food, clothing, and shelter. Health care or
health insurance is certainly a basic necessity.
What percentage of a man's taxable income on a minimum basis
would you think he should establish as essential to his and his family's
health care?
Mr. BIEMILLER. We have made it perfectly clear that in this proposal we are saying 1 percent with the rest of the moneys to come from
a payroll tax on employers and the remainder to come from the Federal Treasury.
Mr. COLLIER. One percent you think places health care in the proper
priority in the basic human needs of a man's family.
Mr. BIEMILLER. You have to remember among other things Mr. Collier that many workers today are paying more than that. Furthermore,
the employer's tax in effect is taking money out of the employee's
pocketbook because the tax which the employer pays is really taken out
of what otherwise would be wage increases so that in that respect it is
a 4.5 percent tax.
Mr. COLLIER. I understand that. That is going all the way around the
barn three times and passing up the door, but so be it.
Since the statement that we just heard would indicate that there is
a total inadequacy in the administration's proposal, let me ask you if
you can think of any instance where the administration's proposal
would leave any individual in the country without necessary health
care and under what circumstances would this happen?
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Mr. BIEMILLER. Perhaps Mr. Seidman can answer that.
Mr. SEIDMAN. The administration's proposal leaves large groups
of people without any coverage for health care.
Mr. COLLIER. What large groups?
Mr. SEIDMAN. In the first place it leaves all unemployed people after
a 90-day period unless they can somehow themselves purchase the
medical care at a time when they are deprived of income.
Mr. COLLIER. No, they would immediately move in under that proposal to the provisions in the bill which would treat them exactly the
same as those who had no employment in the first place. Is this or is
this not correct?
Mr. SEIDMAN. They could do this only if they qualified for this.
There are many unemployed people who would not be able to qualify
for it although their incomes would be greatly reduced.
Mr. COLLIER. Under what circumstances could they not qualify?
Mr. SEIDMAN.

If they became unemployed for example toward the

end of the year and their income for the year did not qualify them
for coverage under the family health insurance plan, and there would
be many such people.
Mr. COLLIER. I can't think of an instance, even if a man was employed only part, of the time, that under that proposal he would not
be picked up as part of the group that didn't buy insurance in the first
place.
Mr. SEIDMAN. There are the two programs. There is the national
health insurance standards program for employees and there is the
family health insurance plan.
If a man at the time he became unemployed did not have an income
which was low enough for him to be qualified to come under the family health insurance plan, then he would not be covered at all. But
there are other groups that are not covered by the administration
proposal. State and local government employees would not be covered by the administration proposal. The migrant workers and parttime workers would not be covered by the administration proposal.
Moreover, as a matter of fact, while the proposal requires the employer to make available to his employees a certain level of private
health insurance, if the employee could not afford to pay for the premiums, then he would not be covered either so that in effect this is a
kind of voluntary program. It would depend on whether or not the
employee could afford to pay the premiums, not to speak of the deductiles and the coinsurance which would be required, for him to get
any medical care under the program at all.
Mr. COLLIER. What percentage of State and municipal employees
presently have no medical insurance at all?
Mr. SEIDMAN. I don't have that figure at hand Congressman Collier.
We could try to furnish it to the committee.
(The information referred to follows:)
The latest information available comes from the U.S. Bureau of the Census,
Census of Governments, 1967, Compendium of Public Employment. It shows only
50.2 percent of full-time employees of State and local government were covered
by a health or hospital insurance plan to which local government made a contribution. This figure therefore excludes group plans where the local government
employee pays the entire premium. However, unlike most plans in private industry, very few local government plans are non-contributory.
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Mr. COLLIER. In those instances would not a municipality as an employer be permitted to participate on the same basis as a private employer in the event they do not already have, which over 90 percent
do, health insurance?
Mr. SFDMAN. I doubt very much that 90 percent of them have anything like comprehensive health insurance. I looked at the figures-and
I don't have them in my head-a year or so ago and at that time the
coverage for employees of State and local governments was considerably worse than it was for employees in private industry.
There are many gaps for employees in private industry.
Mr. COLLIER. That is all the questions I have, Mr. Chairman.
Mr. BURLESON. Are there any questions on my right?
Mr. GIBBONS. Mr. Chairman.
Mr. BURLESON. Mr. Gibbons.

Mr. GIBBONS. Mr. Biemiller, when Mr. Meany was outlining the socialized medicine that some people received I guess he politely left out
Members of Congress up here on Capitol Hill. Of course ours isn't
completely socialized. We have to pay for our own hospitalization.
Mr. BIEMILLER. You have to pay for your own hospitalization as I
well recall.
Mr. GIBBONS. I think you have made a comprehensive and complete
statement here and I appreciate it.
Mr. Chairman, was the appendix included?
Mr. BURLESON. It was included.
Mr. GIBBONS. Fine. It is in the record.
Mr. Biemiller, on page 14 you hit the subject of professional fees and
this is something that is going to haunt us for a long time. How do you
envision under your program setting professional fees? By what
method?
Mr. SEIDMAN. All of the present methods of reimbursement would
also be available under the health security program. Doctors could
be paid on a fee-for-service basis. They could be paid on a capitation
basis. They could even be paid on something which is quite rare in this
country which is a per case basis and, if they were members of a prepaid group practice plan, then they could be paid on a capitation basis
as part of that plan.
The plan itself would be paid on. a capitation basis. Those doctors
who were paid on a fee-for-service basis would be paid on the basis
of a fee schedule which would be established in consultation with the
representatives of the professional organization.
Mr. GIBBONS. In effect, though for these solo practitioners we would
have to have and administer a price schedule; is that right?
Mr. SEIDMAN. You would establish a fee schedule. For example

there is such a schedule for the State of California which is used for
Medicaid and for the Blue Shield and so on. This is the type of fee
schedule which world be established in consultation with the representatives of the professional organization of the providers.
Mr. GIBBONS. Mr. Chairman that is all the questions I have.
Mrs. GRIFFITHS. Would the gentleman yield?
Mr. GIBBONS. I would be glad to yield.
Mr. BURLESON. Mrs. Griffiths.
Mrs. GRIFFITHS. I must explain that there isn't any socialized medi-

cine for women in the Congress. This is for men only and as soon as
we pass the equal rights amendment we are going to change that.
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There has been a bitter battle during the time I have been in Congress over the right of women to have a physical examination at Bethesda or Walter Reed and the doctor at the Capitol denied the right. I
think we finally had to go to the superior to get something done about
it.
From the moment I heard of the battle I have never participated in
an of the socialized medicine available here.
MAr. GIBBONS. Mr. Chairman, I didn't mean to start that battle.
Mrs. GRIFFITHS. I am delighted.
Mr. GIBBONS. I know I never found the gentlelady in the swimming
pool or anything like that.
Mr. BURLESON. Are there further questions?
Mr. Carey?
Mr. CAREY. Thank you, Mr. Chairman. I don't want to be too simplistic in light of this very extensive statement. If the choice before
this committee is between a basic benefit package to everyone we could
possibly reach who is not now covered or a comprehensive health care
to a smaller number, which choice would you favor?
I hope we don't have to make that choice but suppose we do in the
light of fiscal considerations?
Mr. BIEMfILLER. I would hope so too, Mr. Carey. To use an old cliche,
that is a bridge we will cross when we come to it. We expect to be in
touch with the committee if that matter develops.
We are still of the opinion that the only way that you are going to
cure what we consider the grave ills in the American system of the
distribution of health care is by complete comprehensive coverage.
Mr. CAREY. I would agree on that philosophically but in my brief
experience on the committee of less than a year I have been taught
that when there are perhaps more or fewer experts in the room in
executive session we will be confronted with a dollar figure. They will
run a figure up the pole and say "This is what we are going to give
you to spend," talking to the people downtown, and maybz we could
violate that by $500 million or something less than that depending on
what is ahead of us in terms of a deficit.
We will then have to fit into that budget perimeter what we want
to put in the bill and, if we put in something that we want, we take
out something that costs less. It seems to me that is inevitable. It has
happened every time. It happened on H.R. 1 and it is pretty hard to
ignore the argument of the fiscal considerations.
Do you then think that at some point you might start picking and
choosing from a basic benefit package up to some degree of comprehensive health care in terms of what benefits are more attractive than
others to fit the money figure that will be thrown at us. You will agree
that we will be working with a money figure at some time.
Mr. SEMMAN. Congressman Carey, I would just like to emphasize
the point that Mr. Meany made in his testimony and that is that the
amount of money that the American people are going to spend on
health care at the time that any program gets started would be approximately the same. There are estimates that have been made by the
Department of Health, Education, and Welfare and I don't necessarily subscribe to their estimates. But they show a very narrow variation between, for example, the health security bill, the total health
care costs of the American people if we were to enact the health security
bill and the AMA medicredit bill, the Buileson bill, and the adminis-
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tration bill. So that the question is not how much money we are going
to spend on health care but how are the costs going to be financed in
the first place and, second, how is the program going to be
administered.
It seems to us that the important consideration in the health security bill is that health services would be provided on the basis of the
doctors' judgment as to the health needs of patients rather than on the
basis of financial considerations, the amount of money that the patient can pay for premiums or that he can pay out of pocket at the time
that he becomes ill.
We would hope that you would keep those considerations in mind
at the time that you are writing up the bill.
Mr. CAREY. Isn't there one other factor that should be recommended
at least in terms of what the patient should get and what the degree of
care is.
Don't you favor more of a consumer review in the policy considerations that affect health care.
Mr. SEIDMAN. Yes, we certainly do, Congressman Carey, and the
bill provides for consumer representation in advisory councils from
the national level down to the local level.
Mr, CAREY. Some of the consumers I have been talking to feel very
very disturbed over the fact that even your bill does not include any
coverage for the highly expensive and very challenging area of psychiatry. How about that?
Mr. SEIDAEAN. It does include coverage for psychiatric care, for
active psychiatric care. It covers both inpatient care and outpatient
care, the limitations in the bill to the extent that-there are any are those
which were suggested by people from the psychiatric profession because of the limited resources that they thought wouldbe available.
Therefore they thought that the bill should put its emphasis on active
psychiatric care. It does not ignore that area and as a matter of fact,
it covers it-to a greater extent than any of the alternative proposals.
Mr. CAREY. What concerned me frankly was the paragraph on
page 8 where it said health security would cost $56-point billion in
1974 and 30 percent of what is not covered includes over-the-counter
drugs, custodial nursing home and psychiatric care.
Mr. SEIDMAN. It should have read "And some psychiatric care."
Mr. CAREY. All right. That was my concern because I do think
that, among workers' families particularly, the high cost of psychiatric care, especially among young people who become drug affected
or drug exposed, is something we have to examine. Many workers'
families are in dire straits now because, for the first time in our
history, families that have never had this need before have need
of skilled active psychiatry.
I think this is something at which we should look very hard as
to what is a basic benefit. I think psychiatric care for those who don't
have it now is a basic benefit that we have to provide.
Would you agree?
Mr. SEIDMAN.

Yes. As I stated, there is provision for both in-

hospital and outpatient active psychiatric care in the bill. You will
probably be hearing from representatives of the psychiatric profession and I think that it would be good to question them closely
as to whether in fact they would be able to provide services beyond
those which are provided in H.R. 22.
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We certainly would want to consider them if they are feasible at all.
Mr. CAREY. I think you are as gratified as I am that the chairman at the very first day of hearings asked Secretary Richardson
why it was all right for the administration bill to allow a physician
to prescribe for physical medicine where he detected a psychiatric
condition but the same physician who is also a psychiatrist couldn't
go any further than that even if it might cure the patient.
That is a clear-cut deficiency of the administration's approach.
Mr. SEWMAN. It certainly is. As I stated, there is provision for
a considerable amount of psychiatric care in H.R. 22.
Mr. CAREY. Thank you, Mr. Chairman.

Mr. BURLESON. Are there further questions?
Mr. GIBBONS. May I have one, please?
Mr. B URLESON. Mr. Gibbons.

Mr. GiBBONs. Let me ask the witness this:
I am trying to find out more about this cost matter that you were
talking about. As I understand your theory or your belief, it is that
really the cost of all these programs is about the same; the consumer
is going to pay the whole cost anyway, is that correct?
Mr. SEIDMAN. Well, we think that on day 1 the cost of all these
programs would be the same. But we think that there .are much
better and more effective cost controls in H.R. 22 than in any of
the alternative proposals and so from that time on, we think that
the costs would be lower under H.R. 22 and for more comprehensive
care than under the other proposals.
I don't mean necessarily that the cost would go down but it certainly
wouldn't go up as fast as it would under the other proposals which do
not have effective cost controls.
Mr. GIBBONS. You mentioned some HEW figures on cost estimates.
Today the chairman was having a little trouble getting HEW to estimate the cost of its own programs. Have you cost figures that the
committee perhaps hasn't seen?
Mr. SEMMAN. The only figures I have are in the committee print,
Congressman.
Mr. GIBBoNs. Thank you.

Mr.

BURLESON.

Are there any further questions?

May I ask this question. What happens to your union welfare funds
under this proposal when the burden is more or less shifted from the
employee and employer by and large to the Federal Government?
You have a number of welfare funds under Taft-Hartley. They
must be drastically affected. What happens to them?
Mr. BIEMILLER. Obviously the coverage of this bill would take over
the coverage of almost any plan I think that exists today.
Most of the existing plans are not as adequate as the coverage provided in H.R. 22. Furthermore, it is entirely likely that in some instances the employer would argue and most of them are strictly an
employer plan and there is no employee contribution in most of them,
that his contribution to those plans should become his contribution to
the national health insurance plan.
Where the amounts are greater, and there are some in that category, then I assume that we would continue to bargain for additional
benefits, not necessarily always in the health and welfare field. We
might be bargaining for example for the establishment of child care
centers or bargaining for additional workmen's compensation benefits.

288
Thereprograms.
are all kinds of areas. We might be bargaining for adult
dental
Mr. d URLESON. It would make your bargaining stance a little different than it is at the present time with the pension and welfare fund?
Mr. BIEMILLEi. Any change in the basic structure of the distribution of health care would be bound to have some effect in that area,
certainly.

Mr.

BuRLEsoN.

What would happen to the employees who adminis-

ter your various funds?
Mr. BIEMILLER. Mr. Seidman is more familiar with that than I am.
Mr. SEIDMAN. I would just like to supplement what Mr. Biemiller
said about the role of the health and welfare funds under the health
security program.
In the first place, although the health security program is more comprehensive than any other of the proposals, as Mr. Meany indicated
in his testimony there are certain areas which it does not cover and
they could be subject to bargaining by unions for coverage through
health and welfare funds.
A good example of this would be adult dental care which is already
covered in some health and welfare funds but not by very many.
Second, as Mr. Biemiller indicated, there are all sorts of nonhealth
benefits which health and welfare funds are beginning to be interested
in such as child care, scholarships, payment to workers when they
are sick, and others.
Third, under this bill, the health and welfare fund instead of simply
financing medical care could if it desired to, as some have done, become
a provider of medical care becoming a contractor with the Health
Security Board for the provision of comprehensive benefits to its
members and others in the community.
So that there is a continuing role for health and welfare funds although obviously a modified role in the health security program.

Mr.

BURLESON.

In a few unions the fund acts as a provider at the

present time; is that correct?
Mr. SEIDMAN. The fund actually.

Mr.

BURLESON.

The trust fund for health under the Taft-Hartley

to be specific and in the health area you already have some which act
as a provider.
Mr. SEIDMAN. Yes; there are some where this has already taken
place.
Mr. BURLESON. Would you anticipate that these organizations in
your organization continue?
Mr. SEIDMAN. I would expect that there would be a movement in this
direction especially since, as Mr. Meany indicated, there are special
incentives for the organization of these HMO's and that is really
what we are talking about under the health security program.
Mr. BURLESON. Would you anticipate that your locals would be bargaining for so many days out of the year for hospital care?
Mr. SEIDMAN. No; they wouldn't have to bargain for so many days
out of the year for hospital care because the health security program
would provide this as one of its basic benefits so that this would be an
item which would be removed from collective bargaining. But they
might be bargaining for adult dental care, for example, because the
health security bill covers fAr dental care only initially up to the age
of 15 and eventually up to the age of 25 unless it is expanded in future
years.

289
Mr. BURLESON. I don't recall, but some reference was made by Mr.
Meany to the number of days of hospital care. What was that?
Mr. SEIDMAN. In the health security bill?
Mr. BURLESON. Right.
Mr. SEIDAIAN. There is no limitation on needed hospital care in the
health security bill. But there would be peer review which would mean
that nobody should be kept in the hospital any longer than is absolutely necessary. There would also be an emphasis on the skilled nursing home which would mean getting people out of hospitals into a
lower level of care as soon as possible.
Mr. BURLESON. There is provision for outpatient or the number
of calls to the physician's office or calls by the physician at the home.
Is there anything in H.R. 22 on that?
Mr. SEIDAi . No; again, as Mr. Meany said, we think that these
controls have to rest with physicians.
Mr. BURLESON. What I am getting at, if you will excuse me for
interrupting, is this an area for bargaining?
Mr. SEMMAN. No; it is not an area for bargaining because the health
security program does not have a limitation as the other proposals
do in terms of a specific number of physician visits per year, for
example. This is something which should be determined, in our opinion,
and would be determined under health security, by medical need and
not on any arbitrary basis.
Mr. BURLESON. I was interested in the emphasis Mr. Meany placed
on the accuracy of the estimates of cost. As high as the figure is, I
understand the experts are unable to estimate cost with any very great
accuracy.
In other words, you criticize this fee basis or the solo practitioner.
This is something that is set by custom in the area and the community
and how can you get a specific'cost for this entire program on the basis
of these estimates? And then what happens when, if they have capitation arrangements or HMO's or whatever, and I understand there are
some choices in the two, those funds run out.
What happens if they run out in the fiscal or calendar year whichever this is put on
Mr. SEIDMAN. With respect to the first question that you asked, Mr.
Chairman, as Mr. Meany said, the representatives of the Committee
for National Health Insurance will be appearing before the committee
in the near future. They have done the detailed work on developing
the cost estimates.
I am familiar with them, but I would prefer that you hear an explanation of them from them rather than from us.
On the question of if the money were to run out in any particular
year, we don't think that this is 'something that is likely to happen.
But there is a provision for a contingency fund to meet this purpose
both nationally and on a regional and area basis in the event, that
there were minor variations from the estimates that had been estimated.
If you were to have some kind of a national catastrophe which
would result in a particular year in a tremendous increase in medical
costs, and this is something which is difficult for me to envisage, but if
this were to happen then this would be brought to the attention of the
Congress.
You would have the same problem with the fixed premiums under
private health insurance and other types of programs.
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Mr. BuRLEsoN. Except the difference is, that fixed premiums would
be under a contract for a period of time-a year. The carriers, the
providers are obligated during this period of time to furnish the
protection; is that not true?
Mr. SEIDMAN. That is true.
Mr. BuRLESON. And if they came up at the end of that period with
a deficit then presumably they would say, "Look, we have underestimated this thing" or "We have had an epidemic out here some place
and our cost has been greater" and they would contract for another
period of coverage. But under your proposal, under the Griffiths proposal, you would have a situation if you came up at the short end of
the stick, is to go to the Federal Treasury; is that not true?
Mr. SEIDMAN. You would have exactly the same situation as you
describe with the insurance companies. That is, in the first place a
large part of the provision of medical care would be contracted for
under this program on an annual basis with hospitals, with skilled
nursing homes, with prepaid group practice plans, with medical
foundations.
The only part which would not be contracted for on an annual basis
would be with doctors who chose the fee-for-service method of
reimbursement.
Now, in the event that, you had the situation that you have talked
about and you exceeded the contingency funds which*would be available for this purpose, then you would have to do the same thing as you
are suggesting the insurance companies would do. That is, you would
have to go back and get more money. But this is not something which
I would expect would happen under any ordinary circumstances.
Mr. BURLESON. I ask this because I don't know. Is there a place for
the solo practitioner in the HMO plan in H.R. 22?
Mr. SEIDMAN. There is no place for solo practitioners in those HMO's
in any plan, whether it is the administration bill on HMO's or H.R.
1 or H.R. 22. There is no place for solo practice almost by definition
in prepaid group practice plans because these are group practices.
But if you extend the term 1HMO to cover a medical foundation,
then there is a place for solo practitioners in that kind of HMO under
all of these proposals.
Mr. BuRLESON. Is there anything further?
If not, thank you very much for coming.
Mr. BIEMILLER. Thank you very much.
Mr. BURLESON. The next witness is Mr. Tony Dechant, president
of the National Farmers Union.
Mr. Dechant, we are very happy to have you. You have been before
this committee before, and we are always pleased to have you. For the
record will you introduce the gentleman who is with you.
STATEMENT OF TONY T. DECHANT, PRESIDENT, NATIONAL FARMERS UNION; ACCOMPANIED BY DR. WELDON V. BARTON, ASSISTANT DIRECTOR, LEGISLATIVE SERVICES
Mr. DECHANT. Mr. Chairman, my associate is Dr. Weldon Barton,
who is assistant legislative director in our Washington office.
Mr. BURLESON. We are glad to have you, Dr. Barton.
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Mr.

DECITANT.

John Stencel, the president of the Rocky Mountain

Farmers Union. who is listed oil your scedule of witnesses, will not
be here toddy.
Mr. BURLESON. We had word that he would not be able to attend.
Does he have a statement that you wish to include?
Mr. DECHANT. He is sending it from Denver, and we will send it
to the committee.
Mr. BURLESON. Would you like it inserted in the record following
your statement?
Mr. DECtJANT. That would be fine.

Mr.

BURLESON.

Without objection, that will be done.

(The statement of John Stencel, president, Rocky Mountain Farm-

ers Union, to be supplied, follows:)
Mr. BuRLESON. You may proceed, sir.
Mr. DECILANT. Thank you.
I am gratified at the opportunity to testify before this committee
and crucial need for such legislation.
The National Farmers Union is deeply concerned with the need to

replace the existing health care situation in the United States with a
more workable system for financing and delivering health services.
The Committee of One Hundred for National Health Insurance, on
which I am proud to serve, has worked hard to formulate legislation

that is required to do this and to inform the public on the meaning

and crucial need for such legislation.
On February 24-27, Farmers Union held its 1971 national convention here in Washington, D.C. Incidentally, it was our 70th annual
convention.
We included a plenary session on health as a part of that convention; the health session was designed to explore in a bipartisan manner
some of the vital issues involved in the health crisis. Our membership
heard alternative approaches to the health problem discussed by Leonard Woodcock, Roger 0. Egeberg, and other spokesmen.
Following this plenary session, the delegates to our 1971 convention
adopted the following statement of policy on health:
Comprehensive national health insurance promises to be a major issue of
the 92nd Congress. Farmers Union reaffirms its recommendation for phasing
out the Welfare Medicaid system, and for replacing It with a comprehensive national prepaid health care and medical facilities insurance program' under the
auspices of the Federal Government. The new program should enable everyone to receive fully adequate medical, dental, hospital, and health services.
It should provide regular preventive health care services rather than just an
attempt to remedy severe illnesses as they occur.
In considering national health legislation, we urge the Congress to go beyond
the question of financing of medical care in rural areas. Even if prepaid health
insurance is made available to all Americans, shortcomings in the health delivery system can serve as a bottleneck preventing timely and effective care from
reaching the medically needy. Among other programs, federal scholarships and
other assistance to students in the health professions are needed to increase
the number of doctors and health personnel with special provisions to encourage
these people to serve in the rural areas. Federal grants and loans are needed
for the operation of community mental health centers and construction of facilities for direct service health plans.
We urge the Congress, the Administration, and the medical profession to put
top priority on reducing the cost of medical care.
We call upon the Public Health Service and state departments of health to
give greater attention to the extension of health services to rural areas, including a rural health corps, expanded use of medical aides, and new communications, transportation, and organization of medical services.
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The Hill-Burton program should continue to serve rural areas in providing
funds for hospital construction and modernization of existing hospitals.
The medical profession should be asked to encourage and to allow more stu-

dents to study the field of medicine.

Our delegates placed special emphasis on enactment of national
health insurance, by including the following recommendation in Farmers Union's "Legislative Target Program" of top-priority legislative
goals for 1971:
Enactment of national health insurance legislation, with provision for expanding manpower and facilities as required for effective delivery of health services
to rural areas.

On May 2 to 4 of this year, about 150 Farmers Union members came
to Washington, D.C., from a number of States to work on the health
issue. These members visited virtually all offices of the House and Senate during this 3-day period. They urged early enactment of H.R.
22 and S. 3-the Health Security Act.
Mr. Chairman, there is no better time than now to superimpose a
more systematic and functional national health financing and delivery
policy upon the existing patchwork of Federal-State-local-private arrangements that now exists. America truly faces a crisis in health services, a crisis that shows up statistically in at least three ways:
1. It shows up in a comparison of the United States with other
modern industrial nations in terms of health care. The United States
is now 14th among industrial countries in the death of infants during
the first year of life; 11th among industrial countries in the percentage
of mothers who die in childbirth; 22d in life expectancy of males, and
seventh among females; 16th among industrial countries in the life
expectancy of its males between 40 and 50 years of age.
2. The crisis is indicated by the huge inflation in costs of medical
care in recent years. Medical expenses in America increased almost
300 percent during the last 10 years, and almost two-thirds of this increase, or 20 percent a year, can be attributed to inflation rather than
to more expensive equipment and improved care. During the past 20
years, expenditures for health care rose even more steeply than the
rapidly growing gross national product. Total expenditures for health
were 4.6 percent of a GNP of $263 billion in 1949-50; 6.7 percent of a
$900 billion GNP in 1968-69; and 7 percent of a still larger GNP of
$956 billion in 1969-70.
3. There is also a maldistribution of professional health personnel
that is of crisis proportions. Rural and core city areas are seriously
short of health professionals, as compared to the Nation generally.
Rural areas, where almost 27 percent of Americans live, have less than
12 percent of our physicians, 18 percent of nurses, 14 percent of
pharmacists, 8 percent of pediatricians, and 4 percent of psychiatrists.
The maldistribution of specialist physicians is particularly critical.
Whereas the metropolitan counties of the United States with 1 million
population have an average of 137 specialists per 100,000 population, the most isolated rural counties have an average of only eight
specialists per 100,000 people.
Almost everyone agrees that we are faced with a health care crisis,
and that something must be done without delay. Although there is
general agreement on the problem and the broad goals of health re-
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form, there is much less agreement on the details of specific programs
that are required to cope with the problem.
We must have national health insurance legislation that will: (1)
assure access to health care for all Americans; (2) promote quality
and efficiency in the delivery of health care; (3) control inflation in
health costs; and (4) improve distribution of health personnel and
facilities. Furthermore, because all of these problems are closely interrelated, insofar as possible the problems should be attacked through
statutory provision for a single comprehensive health security system.
H.R. 22, introduced in the House of Representatives by Congresswoman Martha Griffiths and Congressman James Corman on this
committee along with 79 additional Members of the House, is the kind
of legislation that is needed. H.R. 22 is a comprehensive bill, which
sets forth a health security policy for the United States to replace
the existing nonsystem of 'fragmented activities. The bill authorizes
specific, workable programs that, we think, will come to grips with
the several elements of the health care crisis more successfully than
any other proposal currently before this committee.
I will briefy discuss H.R. 22, and compare it to other proposals
pending before this committee, with respect to the way that it will
help to achieve several goals of health care:
1. Access of all Americans to health care services. Under H.R. 22,
every individual residing in the United States will be eligible for
benefits. There are no means tests, no past contribution or coinsurance
requirments, and no deductibles.
The lack of deductibles in H.R. 22 is very important as a way of
assuring access to medical care. Deductibles such as those in medicare
and private insurance policies prevent many people who need medical
care from getting the care at an early stage when it is most effective
and least costly. Deductibles force people of limited financial means,
and rural people who face the additional barrier of transportation
costs and difficulties, to "store up" health care needs far beyond the
proper time for prevention or treatment.
All of the other plans that are pending before this committee intentionally erect deductible and copayment barriers to health care.
The,e are based upon the premise that people will "waste" health care
resources in the absence of such disincentives. We think that on balance this is a false premise, in that any wastage due to overuse of
resource will be more than compensated for by the greater efficiency
that results from early treatment and preventive care. We are convinced that the nondeductible approach of H.R. 22 is the correct one.
2. Inflationary costs of medical care. As a part of "phase Ir, of
the so-called new economic policy, the Nixon administration is establishing a Committee )n Health Service Industry. This is recognition
on the part of the President that inflation in medical costs is out of
control. Apparently, however, this committee will not exert direct,
mandatory controls on health care costs, but instead will be restricted
to indirect, "educational" attempts to slow down price rises in
medicine.
Farmers Union is convinced that, if any segment of the economy
warrants direct controls to halt inflation, it is the health services area.
H.R. 22 provides such controls. Under this bill, a Health Security
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Board in HEW will regulate prices charged by physicians, hospitals,
nursing homes, and other providers of health services-and compensation for services rendered will be directly from HEW to providers.
The bill includes controls on prescription drugs covered by the health
security program.
The other bills pending before this committee lack effective controls
on inflation in health services. We think that this is a compelling
reason for early enactment of H.R. 22.
3. The quality and efficiency of health care. H.R. 22 contains provisions to assure that the quality of health care for Americans generally will not suffer due to strain on the delivery system when benefits are extended to those who previously were deprived of good care.
The bill creates a new health resources development fund to
strengthen the health delivery system. This fund, which would become operative 2 years prior to the beginning of benefits, would provide financial assistance for "tooling up" the personnel, facilities, and
institutional arrangements for health care.
The fact that benefits would necessarily begin within 2 years, following creation of the resources development fund, will force action
in the meantime to fill gaps in health manpower and other areas of
health delivery. Furthermore, there are incentives in this bill-incentives with real teeth in them-to move the health care delivery system
toward organized, group-practice arrangements for patient care, and
to encourage preventive care and the early diagnosis of disease. Financial assistance through the resources development fund is sufficiently
high to bring group practice arrangements into existence; grants of
80 to 90 percent of costs-and, Mr. Chairman, that is a correction,
where my statement said 70 to 80 percent of costs-as well as low
interest-3-percent loans, are provided for planning and establishment
of organized group -practice arrangements.
H.R. 7741, the legislative proposal supported by the Nixon administration, also contains provision for the expansion of organized arrangements for patient care ("health maintenance organizations").
However, the amount of financial assistance that would be available,
particularly grant funds, would be smaller, and there would not be
the pressure toward creation of health care organizations that would
result from the comprehensive coverage in H.R. 22. With the exception
of the administration's legislation, the other pending bills contain
little in the way of strengthening health delivery.
4. The rural health situation. H.R. 22 is designed to alleviate the
shortage of professional health personnel in rural areas and in core
city areas in at least two ways:
(a) By placing health care purchasing power into the hands of all
Americans-thus enabling them to demand health services when in
need-H.R. 22 can serve as a powerful inducement toward the acquisition and proper geographical distribution of manpower and other
resources.
H.R. 22 provides that, wherever necessary to assure the availability
of services in an area where health personnel are scarce, a fulltime
stipend can be paid to a physician who practices in the area. Practitioners in such areas could also be reimbursed for the special costs f
continuing education and for maintaining communication linkages
with other physicians and other health service providers.
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(b)By creating a permanent resources development fund to improve
and strengthen health facilities, manpower, and planning, H.R. 22
can directly strengthen and improve the health delivery system.
Mr. Chairman, these provisions of HR. 22 can go a long way toward
alleviating the financial impediments to getting physicians and other
health personnel and facilities into scarcity areas.
To some degree, financial assistance to allow physicians to keep up
their contacts with their colleagues could relieve professional isolation
as an impeding factor as well.
Where core city areas are not held down by the distance factor that
is so difficult to overcome in rural America, these provisions may be
sufficient, if enacted into law, to overcome health personnel shortages
in the center cities.
But even more is needed in rural areas. Indeed, we must try every
possible means that offers any promise in helping to bring health care
to rural people, or to make it easier for rural people to come to physicians so that health care can be secured.
In order to emphasize the critical shortage of health care personnel
and facilities in rural areas, I would have included at this point some
information comparing the health situation in rural and urban areas.
At this time, Mr.Chairman, I will summarize briefly the tables on
pages 12 and 13 of my prepared -atement.
Mr. GIBBONs (presiding). W. chout objection, we will put the tables
in the record.
Mr. DECHANT. In a February 1970 report, "Rurality, Poverty, and
Health," the Department of Agriculture's Economic Research Service
used a five-group classification of U.S. counties to document rural-url)an differences in manpower and facilities. The county groups ranged
from the most urban and densely populated (group 1) to the most isolated and sparsely populated (group 5):
(The table follows:)
MEDICAL PERSONNEL AND HOSPITAL FACILITIES PER 100,000 POPULATION, 1966
Specialists
plus hospiGeneral
practitioners
Metropolitan counties (1,000,000 or
more) .............................
Metropolitan counties (50,000 to
1,000,000) ---------------------Counties next to metropolitan areas.-_
Semirural counties (at least I township
with 2,500) ----------------------Isolated rural counties -----------------

Dentists

Active
nurses

Specialists

Hospital
Hospitals
beds

tal-based
physicians
per 100
beds

34

70

328

137

1.8

401

34.2

28
35

52
39

340
254

95
38

1.9
4.0

381
323

25.0
11.8

36
33

39
27

243
127

45
8

5.3
6.3

412
209

11.1
3.8

Mr. DEOHANT. The ratio of specialist physicians, dentists, and nurses
declines sharply as rurality increases. Only for general practitioners
is the ratio between medical personnel and population roughly identical in urban and rural areas. Rural counties have more hospitals than
urban counties in relation to population but the rural hospitals are
usually smaller, more often inadequately staffed, poorly equipped, and
lacking outpatient and extended care facilities.
Furthermore, even when allowances are made for the greater proportion of older persons living in rural areas, the incidence of activity70-174 0 - 72 - pt.

2

---

6
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limiting chronic health conditions is greater in rural than urban areas.
The February 1970 report of the Department of Agriculture reported
the following:
PERCENTAGE OF PERSONS WITH ACTIVITY-LIMITING CHRONIC HEALTH CONDITIONS,' BY PLACE OF RESIDENCE'
1963-65
Age
Residence
Large metropolitan areas
---------------------------------------------Other SMSA -------------------------------------------------------------------Outside of SMSA:
Nonfarm ------------------------------------------------------------------Farm ----------------------------------------------------------------------

Unadjusted

Adjusted 2

9.8
11.4

9.8
11.9

14.6
16.5

14.1
15.4

'Includes heart conditions, arthritis or rheumatism, mental and nervous conditions, high blood pressure, visual impairments, and some orthopedic impairments.
2Age adjusted means that the effects of uneven age distribution among residences have been removed.

This table shows that even when allowances are made for older
persons living in rural areas, the incidence of activity-limiting health
conditions is greater in rural than urban areas.
In addition to the greater incidence of health impairments in rural
areas, the danger of these and other health impairments is compounded
by the relative paucity in rural areas of transportation facilities by
which either the ill can be rapidly taken to a treatment center, or
effective treatment can be brought to the residence of those in need.
Rural people, moreover, are less prepared financially to cope with
ill health. Only about 40 percent of farm workers are covered by any
type of health insurance compared with coverage of 80 percent for the
population as a whole. Further, relatively few rural residents have
sick pay or other income maintenance benefits.
In sum, rural America, as compared with urban areas and the
United States generally, is deficient in professional medical personnel,
physical health care facilities, and ability to afford the financial costs
of illness.
Mr. Chairman, in light of the health care situation of rural people,
we urge you and your committee to do all that you can to support catchup programs of health care for rural areas. As I have already noted,
much can be done through the resources development fund and other
provisions of H.R.22, the Health Security Act. We also need supplementary legislation further to encourage physicians to practice in
rural areas. In addition to writeoffs of medical students' educational
expenses in return for commitments from them to practice in a rural
area, which is authorized in present law, we must try such inducements as greater recruitment of medical students from rural areas and
provision for a full year of sabbatical leave with a stipend paid by the
Federal Government for physicians who continue to practice in rural
areas.
These kinds of inducements to get physicians to locate in rural
areas are, of course, rather ad hoc and stopgap in nature. Judging from
the experience with writeoffs of educational expenses of medical students, which has been in the health manpower legislation for several
years, they will not be very effective. Only a token number of doctors
have practiced in rural areas due to the educational expenses writeoffs.
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Nevertheless, the stopgap measures should be continued and expanded, if for no other reason than to encourage rural people not to
give up hope until more substantial and effective steps can be taken.
In a real sense, however, I am afraid that a coordinated and adequate system of rural health care services will not come until it can
be a part of general redevelopment of rural areas and communities.
Only as we revitalize and rebuild our smaller communities and rural
areas will we overcome the cultural, social, technical, and economic
factors that work collectively to impede the natural flow of health
services throughout the countryside areas of the Nation.
Although some progress can be made, there is only so much that"
can be done to improve rural health services by working within the
health system alone. Generally speaking, specialist physicians and
other health professionals will live and work in rural areas only if
they have close at hand the amenities of life which they and their
families desire-such as progressive educational systems, cultural op-.
portunities, and social activities.
These kinds of life amenities can be secured and maintained in rural
America only if we revitalize our open country areas and our small
towns and rural communities.
Mr. Chairman, if we are to stem the senseless migration of people
out of rural areas, and in so doing help to provide a climate that will
bring health professionals into the countryside, we must place primary
emphasis upon strengthening the agricultural sector. Particularly in
the Midwest, farming is the nucleus around which any sustainable
rural development effort must be built. The economies of these States
revolve around agriculture and the income and purchasing power
that is generated by agriculture. And cultural and social activities
cannot thrive in an area unless the economic base is sound.
With farm income today at only 68 percent of parity, and that is
the lowest except for 3 years in the last 6 years, we have a long way to
go in providing a sound agricultural base on which to improve health
services and to build the other elements of rural renewal.
This concludes my statement, Mr. Chairman. I will be pleased to
respond to any questions from you or other members of the commi+,Mr. GIBBONS. Mr. Schneebeli?
Mr. SCHlNEEBELI. I have no questions.

Mr. GIBBONS. Mr. Burleson?
Mr. BURLESON. I have no questions.
Mr. GIBBONS. Off the record.
(Discussion off the record.)
Mr. GIBBONS. I can certainly sympathize. I know how hard it; is
to get a doctor in an urban area. I am sure it must be very hsrd in a.
rural area.
Mr. DECHANT. It is practically impossible.
Dr. BARTON. May I add one thing, Mr. Chairman?
I would like to emphasize that all of these catchup programs wo
have been advocating could come about through the Resources Development Fund provided for in H.R. 22. I think this is something we
did not emphasize enough in our prepared statement.
We are saying that we should do this: Pass the Health Security
Act as soon as possible, get the Resources Development Fund underway, but at the same time hit with other manpower legislation and
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other kinds of supplementary legislation wherever possible, to speed
up the catchup kinds of programs for rural areas.
This just occurred to me as President Dechant went through the
last part of the statement, and I wanted to get that into the record.
Mr. GIBBONS. I think that is a very good statement. I appreciate
your coming.
Without objection, the committee will recess until 2 o'clock.
Whereupon, at 12:05 p.m., the committee recessed, to reconvene
at 2 p.m. the same day.)
AFTER RECESS
(The committee reconvened at 2 p.m., Hon. James A. Burke
presiding.)
Mr. BURKE. The committee will come to order.
Our leadoff witness here this afternoon is Mr. Fred Poole, director
of Government relations of the American Farm Bureau Federation.
Is Mr. Poole here? If you will identify yourself, you may proceed.
STATEMENT OF FRED POOLE, DIRECTOR, GOVERNMENT RELATIONS
('ECONOMIC SERVICES), AMERICAN FARM BUREAU FEDERATION
SUM MARY

Farm Bureau appreciates the opportunity to appear today on the subject of
National Health Insurance. Our organization is composed of some two million
American families, thus our interest is clear. The segment of the American
public we represent particularly before this Committee is the farm and ranch
families.
We believe the American medical situation is essentially sound but like all
human institutions it has problems. The problem of our medical situation divides
into two parts, (1) its cost and (2) its accessibility, or delivery.
The solution to any cost problem divides into two parts or a combination
thereof: Costs must be (1) financed or (2) controlled. Financing mechanisms
for medical costs already exist, viz: private health insurance and the government medicare and medicaid programs.
The insurance financing mechanism provides few controls; government programs rely heavily upon them.
Most of the bills before your Committee recognize these elements. They include their use with other features including provisions for an increase of medical
personnel and facilities and the organization and control thereof.
We would comment upon these bills as follows:
The proposed increases in the supply of (1) doctors and (2) hospitals will not
guarantee an Improvement in our medical situation. Maldistribution of both
is more of a problem than inadequate supply. This is the problem of the rural
areas and the urban low-income areas.
Government sponsored financial incentives for medical people have failed to
attract them to rural areas. Other ways must be found. Farm Bureau Is active
in this area.
In the meantime better organization of the medical system, increased efficiency,
and expanding technological resources are improving the situation. The rural
problem was years in developing. It will take time in its solution.
We think the American medical problem is a complicated and delicate matter
involving intricate relationships. We would counsel against the panacea and in
favor of patience and caution in its solution.
For example, a powerful bureaucracy of great scope and sweep is clearly not
required. Such a choice would not only be unwise in its own terms, but might
well be irreversible. Government control and bureaucracy is the essence of the
Kennedy-Griffiths plan. Its great reliance on appropriations out of the general
fund is unsound, and its confidence that costs can be controlled through budgeting
would prove illusory. It would represent in its magnitude still another danger to
an already shaky budgetary system.
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We, like many, do not repose unlimited faith in the government as a social
organizing force. We regard its role as best in this area when it serves as an
agency of last report. We support the system of private health insurance we now
have and would encourage its utmost efforts in helping restrain rising medical
costs. We believe that the insurance system will by invention and innovation continue to improve, The government should make provision for the poor within that
system.
Government financial support for health care should otherwise be indirect,
through a system of tax credits for private health insurance.
We do not recommend a wholesale supporting of the so-called HMO's. They
have not yet proved themselves.
Philosophically we look with concern at this whole Issue of national health
Insurance. It reflects the growing tendency in this country to politicize all of the
people's problems. Here we may be in danger of creating a political medical
system.
It is this process of politicizing all problems that may in the end destroy our
government through a loss of credibility and public confidence. This loss of credibility and confidence has already advanced too far.
A government, undertaking to do too much, may well wind up pitting the citizen
against his government.
Mr. POOLE. My name is Fred Poole. I am director of Government

relations of the American Farm Bureau. There is a parenthesis after
"Government relations," including the words "economic services."
Mr. BURKE. You may proceed.
Mr. POOLE. The American Farm Bureau Federation appreciates the
opportunity to appear here today and to testify on the several proposals before this committee with respect to national health insurance.
Our appearance here today is in the role of consumers of health
services. Our organization is composed of almost 2 million families,
thus our interest in such legislation is broad and natural.
This committee will be hearing from representatives of a vast number of groups, representing perhaps all the recognizable segments of
our society. Ours is that of farm and ranch families.
Nevertheless, it should be made clear that we are not taking a narrow or parochial approach. Too much is involved for that. Health
legislation will affect us all, as consumers, heads of families, businessmen, young folks, retirees, as legislators and officials, and of course, as
taxpayers.
And now to the problem.
In our study of health care needs, the matter clearly divides itself
into two parts: (1) costs, and (2) accessibility of the care system.
The problem of costs varies with personal income. The poor always
have the biggest problem, though charity or welfare usually takes
care of them. On the other end of the scale are those who can bear
all but catastrophic costs. In the middle we find the bulk of Americans. They are able to pay, to a point; financially harmed by anything
beyond routine costs; and ruined in the case of catastrophic illness,
unless well insured.
The problem of costs can be approached in two ways: We must (1)
finance the costs of health care, or (2) control them.
As to financing, there are two obvious mechanisms: private insurance and Government programs.
Private insurance has been the most used financing device for those
able to pay.
In the mid sixties, the Federal Government introduced medicaid
and medicare-medicaid for the so-called financially disadvantaged,
medicare for those qualified on the basis of age.
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In the matter of cost control, the private insurance companies have
necessarily had a limited role and so far a limited effect. On the other
hand, Government mechanisms may include strong cost-control
features.
These principles appear in the bills before your committee. Modest
controls of costs and procedures are proposed iii some, stringent ones
in others. Some bills would retain the private insurance system. Others
would practically obliterate it. All of them, however, contain the
principles of prepayment, spreading the risk, and third-party payment,
that is, by an insurance company or by the Government.
The third-party payment of medical costs, very little known until
1940, has grown with considerable speed-f romn 35 percent of national
personal health care costs in 1950 to 59 percent in 1969.
Obviously, the most rapid growth has been in the governmental
area. Thirty-five percent of the 1969 total of personal health care costs
was medicare and medicaid. The private insurance share of this business is now 22 percent, down from a high of 25 percent, reflecting
the growth of Government programs.
Now to take a closer look at the matter of costs.
It seems there is no objective standard by which medical services
can be measured in terms of "worth."
One hour of a doctor's time may be far more valuable than another,
depending upon the service he is performing. To an individual undergoing surgery, a surgeon's time can have a very high value. After
recovery, when danger or discomfort has receded, a wholly new perspective is often achieved by the patient. Quite possibly the charges
now are "too high." The same doctor's time devoted to giving a routine
physical examination would be rated a good deal less valuable.
All of this is by way of saying that, perhaps, the real measure of
medical costs, in today's terms, is whether or not the patient can pay.
If he can, without undue stress, then the charges are reasonable. If,
on the other hand, he is financially destroyed, or his standard of living
is greatly affected, then of course the charges are "too high." It is the
occurrence of these circumstances that is the chief cause of concern.
It seems to be of rather incidental interest to many, and perhaps to
the average patient, that he is in truth getting a superior form of
treatment to that available only a few years ago. Sophisticated equipment, more and better trained personnel are available for his case.
Figure s show about 3.5 persons per patient-nurses, technicians,
helpers, et cetera-are employed in hospitals today. Within the memory of most of us here that ratio was closer to 1 to 1.
Nevertheless, the patient gets the bill, and only a few days in the
hospital often can mean a financial problem. Certainly it can for an
uninsured citizen.
So far, we have discussed costs from the viewpoint of the individual. Looked at from the viewpoint of the country as a whole, the
question becomes how much of the Nation's resources should be
devoted to health and its costs.
In round figures, it is estimated that the United States now spends
7 percent of its gross national product on medical costs.
What more might we accomplish by a greater expenditure of money?
Can we justify a higher priority in terms of the Nation's resources?
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The mere expenditure of more money will not, in our opinion, necessarily alleviate the situation. For example? the availability of doctors
is less a matter of supply than a matter of distribution.
We can see, for example, that in counties with less than 10,000 population, there are 2,103 persons per physician. In counties with 25,000
to 50,000 population, the ratio is 1,353 persons per physician. In
counties with a population of 1 million to 5 million, or more, those
figures range from 542 down to 450, as the size of the county increases.
All this is simply to say that doctors are attracted to large population centers that often have better medical facilities. But, once there,
apparently they do not settle in the areas that would guarantee access
to medical care on the part of many potential patients. This gets to
the problem of the urban low-income area. We understand the problem, because we have a somewhat similar one in rural areas.
But, how do we achieve the better distribution that is needed?
Financial incentives have taken many people, including doctors, to
the cities and to the more affluent areas within the cities. Thus the easy
answer would be, let financial incentives take them back to the country and to other areas of need. We have seen this tried, in the case
of doctors, with subsidies, loans, and forgiveness provisions, with few
satisfactory results.
Rural young folks taking up medicine are encouraged to return to
the rural environment. Rural and small town dwellers are being urged
to make their areas and neighborhoods as attractive as possible as
places for doctors and others to live and thus help in the solution of
this problem. Since it has taken years for this problem to develop,
it will no doubt take some time for its solution to evolve.
In the meantime, better organization and technological advances
are providing progress now. These include the obvious and sometimes
the spectacular, such as the air ambulance, the helicopter, and now the
computer for long-range diagnosis and consultations. Integrating services of satellite clinics and hospitals with a central unit to increase
laboratory availability, and such has made improvements in many
areas.
Having said this, we have enlarged the problem to a socioeconomic
one in part, at least. More money, more personnel, and more facilities
may not represent progress unless there is better distribution.
But to return to the matter of economic consideration, let us ask
another question:
What value is to be put upon the national health costs? And what return will be realized from the expenditure of x number of dollars?
It is possible in the first instance to establish what is now being spent
for health costs. We all know the figure most often cited, that is, $67
billion. Whether or not these are good expenditures in terms of true
worth, as we suggested earlier, is unknown. It is less a matter of what
the true value of health costs might be, than simply what is being paid
for them now.
In short, the question might even be raised here whether or not we
are spending too much on health costs as it is. Are there possibly some
accommodations, some luxuries, some fringe services that could be reduced or eliminated? Can we be more efficient?
We are not prepared to say "yes" to any of these questions, but we
would raise the question of whether all of the costs now being met are
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intrinsically valid benchmarks for measuring future changes. Yet that
seems iuphict in much of what is proposed.
'Are also see P,division of opinion, quite clearly, on how much value
will be realized from the vast services to be 1)rovided tinder some of
the bills offered. There are real scientific questions as to whether or
not all those proposed services will actually improve the national
level of health.
There is a certain arbitrariness about the listing of all the services
and the limitations thereon in the various bills that is unsettling to
some people. Medicine and its practice, and if you will, the gentle art
of being a patient, look odd when laid down in a set of proposals of
guarantees and limitations.
That which has always been a matter of individual decision and
mutual agreement between doctor and patient looks strange indeed
in a book of regulations applied relentless to the public at large.
Our problem may simply be that there are values at issue in this
whole discussion that ought to be dealt with, without reference to the
dollars involved.
All in all, we would suggest that in the area of health care, just as
in every human undertaking, endlessly rising expenditures do not
guarantee endlessly rising benefits. To put it in the framework of what
we have offered earlier, and in a homely form, if team doctoring as
we now know it, with two or three doctors including specialists on a
case is better than one doctor, how big may the optimum medical team
be? And at what costs?
If 3.5 to 1 is the current ratio of hospital personnel as compared to
the old 1 to 1, how much better treatment might. be offered by a 5-to-1
ratio or 8 to 1? Rapid progress in medicine as in all areas of technology has driven up costs at a pace that shows clearly that a stopping
point must be reached soon. This is obvious in the economics of the
average patient who almost literally cannot now afford a serious illness if he is uninsured.
But again we say this is a matter of economics. It is not a question
of the quality of the American medical system, as some would have us
believe.
We have not been impressed, for example, by the wide use of infant
mortality figures to picture the U.S. medical situation as somewhat
second rate. As has been pointed out, comparing such figures from our
sprawling Nation, a heterogeneous population, living in widely differing climates and circumstances, to the more homogeneous population
and circumstance of most European countries may well be misleading.
Various sections of our country have varying rates of infant mortality.
There are clear indications that rural areas suffer a higher infant
mortality rate than others.
There is, we believe, further evidence of this possible misuse of figures in the statistics showing the lower rate of hospital days used by
the membershiD of the Kaiser-Permanente plan in California. compared to the rest of California. For some time, these have been cited
in support of many things. But so far as we know, they have never
been measured against the socioeconomic factor.
Do the subscribers to such plans come from the better educated and
healthy groups who naturally tend to use the plan less often? Blue
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Cross figures, in the Pacific States, approach the figures of KaiserPermanente, indicating that socioeconomic factors may indeed be
significant.
In the same sense the figures on life expectancy of both male and
female of the United States are below those of many other countries.
But again there is no way to associate this with a poor medical
system. To do so is to overlook the varying methods of gathering statisties between the countries, the total environment of our society-cultural, economic, physical-and certainly nutritional habits, as contrasted to other lands.
Thus we, like many others, do not lay great store by these mortality
figures as evidence of a poor medical system.
Contrasted to these mortality figures there is a great lack of figures
which we think would be far more relevant dealing with the day-today health of the population as a whole. These would enable us to
compare our national level of day-to-day health with other countries.
The raw statistics areft there, again, due to varying manners of reporting and the differing patterns of life, work habits, et cetera.
What we conclude in all of this is simply that figures and statistics
will not make a clear case for a revolutionary change in our health
system. We can all agree that there is a large problem of cost. We
know this. We also know that there is a maldistribution of medical
personnel and of hospital facilities, and in some cases a shortage.
But these are very complicated problems, and even interrelated.
We would, therefore, counsel against the panacea. It is seldom, if
ever, a realistic solution and often creates greater problems than it
seeks to solve.
It is our recommendation that American health problems, complex
as they are, should be approached most carefully. Patience and caution seem in short supply these days, but they are both needed in
dealing with our health problems. Patience is needed to remind us
that we are dealing with people, and in a most delicate area. Human
health and the treatment of disorder, disease, and trauma touch everyone in our society at ono time or another.
There are relationships which have been built up over a lifetime,
though they are changing as our society changes, and the medical practices change. We can all mourn, for example, the passing of the general
practitioner, the "family doc."
But any radical change in the customs and mores of the doctorpatient system of relationships we have requires careful consideration.
Certainly, intrusion of a vast bureaucracy in this fabric of relationships is a long step, the need for which is not proven.
We think it unwise. This would be by all odds the poorest of the
choices the committee might make. Moreover, it would seem to be a
choice that once made might be irreversible.
Whether the creation of a huge, Government-managed, third-party
system is likely to overwhelm our medical resources as now constituted, is another real question. When people must by compulsion contribute to a program, they are going to use it, wisely or unwisely. Or
when it is a matter without the discipline of financial cost, one is
quite certain to resolve all doubts in favor of the use of the system and
the facilities.
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Here the question is whether under a compulsory Governmentfinanced plan the citizen is not almost certain to avail himself of his
rights and overburden the system to the point of breakdown. In this
case no one is better off in terms of availability of facility.; or
personnel.
Conversely, the question from the doctor's viewpoint is the inclination to resolve all decision in favor of the patient's use of facilities,
et cetera, since there is no patient cost involved. This is a part of what
is now called defensive medicine, the avoidance of any chance of a
malpractice suit by "overdoctoring."
These are not new questions, they have been offered your committee
byInwitness
after our
witness.
this sense,
opinion may be no better than others, nor is it
any
poorer. It is simply a matter of looking at human nature and how
people in given circumstances are likely to perform.
Our general conclusion is that direct intervention by the Federal
Government is not the best choice for an attack upon our medical
problems. It is far better to let the people wrestle with these problems
in their own way. The length and breadth of our country with its
diversity and ingenuity will likely provide a variety of answers far
more acceptable than a universally applied centralized authority.
Government is best, if it is good in any area of social organizing,
only when it functions as an agency of last resort. This should be its
sole function in the general area of medical care. That is, the Government ought to preserve itself as the agency of last resort.
After charity and private resources have played their role, the problems of the poor and welfare should be handled by Government. It
has, at least, a historical acceptance in such cases. Even so, it is not
clearly established that Government can or does do a good job. Witness
our current debate about federalizing the welfare system.
In the case of self-sufficient citizens, the matter of individual health
would be better left to them as individuals, or voluntary associations.
In short, leave this matter to the private sector.
As to the so-called HMO's. of which we hear a great deal in some
proposals before your committee, we have a reservation. Though they
have been around for years in general form, it can hardly be said that
they have attracted overwhelming support. There has been .io real rush
to create more and more of them despite wide publicity and intense
support from substantial quarters.
This we suggest ought to be a clear signal to go carefully indeed
into a program of financing them on a national basis. Far more proving
work needs to be done before substantial national resources are
committed.
We believe the system of private insurance now serving the public
is best equipped to continue, improving, as we believe it will, with
innovation and developing efficiencies to protect the individual.
A system of tax credits represents the fairest manner of making the
Government's contribution to health care. It has the one clear virtue
of leaving the citizen his own choice of participation and manner
thereof.
One of our chief concerns with some of the national health plans
offered is that they represent the continuing efforts of the Government

305
to seize more and more responsibility. This is done by the process of
politicising our every problem, and it is occurring with more and more
regularity. Now health matters are being politicized, and we are seemingly considering the creation of a political medical system.
The danger we see in this, situation is simply that Government tends
to lose credibility and the respect of its citizens by the simple matter
of trying to handle too much. It is a process that in the end pits the
citizen against his Government.
This is not an overnight result, this alienating the citizen from his
Government. It takes years and perhaps decades, but it is a process far
too well advanced in this country not to be recognized. Too much has
been written L.nd said about it these days for us not to understand our
position.
Many who c-)mment upon the public scene agree that the average citizen is (1) lacking in confidence in his Government and (2) that its
powers over the individual are too great, not only in terms of the
money it takes in taxes, but in the absolute control it exercises.
When we speak in terms of an annual tax burden of $1,000 or thereabouts for the average American family for a national health plan,
it is a major issue indeed. Somewhere we are told the tax burden will
become intolerable. It ought not to do so on a matter as important as
health, but it very well can, if an overwhelming revolutionary concept is pushed upon the people and the medical community.
If the Government must help in the financing of health care, and it
very well may to a degree, it will be best if this is done in the more
indirect manner of tax credits.
Thus, in more than a turn upon words, it is with concern for the
health of Government as well as the health of the people that we
recommend that health care not be made a vehicle for expansion of
control over the citizen. This control will be criticized and resented,
and it will become another issue between the citizen and his Government, which it ought not to be. Responsibility demands authority,
according to the old chestnut, but authority of our Government over
its citizens is most effective when it is limited. That is the history of
this country.
What we are really asking for, to be perfectly clear, is a new era
of restraint, by the Congress, by the Government.
Somehow, we have to begin the process of depoliticizing issues.
Our very future as a nation depend upon it, unless we are content to
subside "into a second-class status, wasting the strength and substance of cur people and of their government in interminable political brawling. Answers to problems ought not to divide the public from
its government, but unite them.
Mr. BURiKE. Are there any questions?
Mr. VANIK. There are a number of health insurance programs provided under the aegis of the Farm Bureau; are there not?
Mr. POOLE. Yes, sir.
Mr. VANIK. What do those cover? Give me some idea about what
kind of coverage- you provide in your private insurance program.
Mr. POOLE. The health policies sold by Farm Bureau companies is
a rather limited part of their business. It would represent about 12.5
percent of their premium income. They are fairly limited policies, so
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much so, rather than selling those across the board at all times, the
Farm Bureau is marketing Blue Cross-Blue Shield in a number of
States.
Mr. BANIK. Where you do not utilize Blue Cross-Blue Shield, what

do you cover? What does it cost a family of four to get coverage?
Mr. POOLE. We are only competitive. Rather than give you a dollar
figure for a family of four and so on, I would say we are much like
any other company-no real advantage there. Health insurance is not
a strong part of our policy folio.
Mr. VANiK. My question is: Do you cover doctor and hospital costs
and nursing care?
Mr. POOLE. Yes; it is a full policy.
Mr. VANi. What does it come to as a per capita premium cost? In
your statement you say you advocate an insurance system of private insurance, and you are in an organization that runs a rather large insurance program. So my simple question is: What do you provide
under your program and how much does it cost?
Mr. POOLE. Not having a rate book in front of me, I could not give
you an exact figure right off.
Mr. VAN1K. Give me a figure of what it costs per capita to provide
medical care. You are testifying here as an expert on a national health
insurance program. Your organization has a rather vast, extensive
insurance program, and I just simply ask you a question about what
it covers.
Mr. POOLE. May I ask the privilege of inserting those in the record in
terms of accuracy in dollars and cents, because they would vary from
here to there across the country ?
(The material referred to follows:)
The costs of these policies vary from state to state and within the state as
well. Rural states may well have policies as low as $150 to $200, and, in urban
areas, may run as high as $450 to $500 or more. But again, 'these costs vary

as to the terms of coverage as well.
Actually, the cost of health policies Is in terms of family units, so much for
a family of two; and so much for the children who may be of any number.
Individual policies are, of course, available, too, but again no simple figure can
be given because they range from state to state and area to area.
Premium charges are based on daily charges for hospital rooms in the area.
Again, in rural areas, these daily charges are less than in metropolitan areas
and, hence, the premiums are lower as the assumed risk is lower. The difference
In $35 and $40 room charges against $90 and $100 daily charges in metropolitan
areas, for example.
The charges for doctors' fees follow the same principle employing the level
in that area and has, therefore, the same effect on the premium charges.

Mr. VANIK. The trouble i,. I can't hold mv question open. I can't
ask questions after the record is printed and this information is put
in. It seems to me, information that is not subject to cross-examination does not even belong in the record, but I will appreciate it coming
in if that is the only way I can get it.
I would hope that the information that gets into the record will
provide an explanation as to the premium charges that are made for
health insurance, including doctors services and hospital services, the
limitations of the contract, how many people are reeciving this coverage, what the cost would be for a family of four, a husband and wife
and two children, or a per capita cost, however it is computed in your
rate books.
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If we could have that information, I think we would have something
tangible to guide the committee as to whether or not private insurance
is doing its job or- doing what you say it does in your statement.
You make a coinmitment; you say that private insurance is doing
the jot) very well. Isnt that the substance of your statement?
Mr. POOLE. I l)elieve that is a little stronger than I put it. I believe
we hope for even a better future, though it is doing a good job now.
It will do better in the future.

Mr. VANIK. You say it is still the best way to do it.
Mr. POOLE. As a method, yes.
Mr. VANIK. Do your policies endeavor to pay all or a portion of the
costs or are they like the gambling contract, "We will give you $100 a
day for every day that you are in the hospital"?
Mr. POOLE. They are related to the costs.
Mr. VANIN. Today there are a lot of insurance companies that say,
"We have full paid coverage." They take full-page ads in the paper
and say, "For every day in the hospital, we will pay you $50" or "$100."
They might as well say they will pay you whenever there is a "7" in
the calendar. It has no relation to anything except that they are willing to gamble that if you are in a hospital they will pay you so much
per day while you are there.
It has no relation to the cost of the service. It is really just like a
lottery.
Mr. POOLE. If I am not mistaken, if I properly perceive what you
say, you are talking more about the income replacement policy.
Mr. VANiK. They say health insurance policy, not income replacement. They say, This is a health insurance policy for so many cents a
day you get this tremendous opportunity to get so many dollars for
every day you are in the hospital. Am I correct in stating they advertise it as health insurance?
Mr. POOLE. It depends on whi -h ad you read. The ones that I have
read, and maybe I have not read the same papers you have, but my
conviction is that you are talking there about income replacement
rather than health policies.
Mr. VAN.I. I agree that is the proper terminology. I think most
people read them as health insurance ads rather than as income replacement or a lottery advertisement.
I would like to ask you one other question. I don't disagree with
much that you have said. How would you expect this system of tax
credits to work? You mention that in your statement. How would you
suggest that that operate?
Mr. POOLE. The system of tax credit simply to offset the cost of the
private nolicv with a system of credits against income tax.
Mr. VANiK. Do you mean just to make it a deduction? We have

that now.
Mr. POOLE. The Farm Bureau speaks of a tax credit which would
be a credit rather than a deduction.
Mr. Vanik. You want it from the top of the tax rather than by
deduction?
Mr. POOLE. That is right.
Mr. VANIK. Is the Farm Bureau and its affiliated companies contemplating qnv extension into the health insurance field? You say it
is only about 12.5 percent of your premium. We are in a national crisis.
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Has the percentage of involvement in health insurance been stable, has
it grown, or has it reduced?
Mr. POOiE. It has broken about even. Having brought in Blue Cross
and Blue Shield as a better equipped carrier indicates that few. companies have loanss to expand in the health area, but indicates them
continuing.
Mr. V,\Nxi. Is it because you are not well equipped or is it that it is
not as profitable a part of the business?
Mr. POOLE. I can only go by what, I have been told, and the answer
to that, I really do not have.
Mr. VANIK. Thank you, Mr. Chairman.
Mr. GIBBONS. I did not know the Farm Bureau was in the health
insurance business. How long have you been in the insurance business-40 years, 50,10,15, or what?
Mr. POOLE. I would say it would not be over 20. Close to 10, in fact,
in the health business.
Mr. Grtioxs. What percent of your premium do you return to your
beneficiaries?
Mr. POOLE. Are you speaking here of health policies?
Mr. GIBBONS. Health policies.
Mr. PoOLE. Again, it depend' on the year you are talking about,
though I don't know of any so-called dividends on these policies.
Let me define again our participation in the health area as being
limited and small and in the neighborhood of $24 million worth of
premiums last year.
Mr. GIBBONS. What are the names of the Farm Bureau-related insurance companies we are talking about?
Mr, POOLEi. Most of them come under the name of the State in which
they operate, with the exception of several combined companies, such
as Southern, for example.
Mr. GIBBONS. Do they all operate out of one central office?
Mr. POOLE. No; the States are completely autonomous, and the combined, such as southern, servicing the southern area; and there is a
New England group serving the New England area. They are completely autonomous.
Mr. GIBBONS. Under the administration proposal, I guess you would
advocate that we let the States regulate these insurance companies,
even though we are going to give you the first crack at the taxes.
In response to Mr. Vanik's question, you said you wanted the top
off the taxes and a credit. I assume that you want the States to regulate, as the administration has proposed, 'or is about to propose, in the
area of health insurance.
Mr. POOLE. In the sense that our society is vastly different coast to
coast and border to border, insurance regulations being already an
established and functioning part of the State Governments, yes.
Mr. GIBBONS. Those are all the questions I have.
Mr. BUnIKE. That completes your testimony, Mr. Poole; and on
behalf of the committee, we wish to thank you, and we appreciate your
statement.
Mr. POOLE. Thank you.
Mr. BURKE. Our next witness is Dr. James R. Kimmey, executive
director of the American Public Health-Association. You may identify
yourself and proceed.
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STATEMENT OF DR. JAMES R. KIMMEY, M.P.H., EXECUTIVE
DIRECTOR, AMERICAN PUBLIC HEALTH ASSOCIATION
Dr. KIAJn 1y. I am Dr. James R. Kimmey, executive director of the
American Public IHealth Association. Our organization, which will
celebrate its centennial in 1972, is dedicated to promoting and preserving personal and environmental health. With our State and local
affiliated organizations, APHA has a total membership of more than
52,000 health workers in some 30 disciplines. They are drawn together
in the association out of their shared interest in securing optimum
health for the entire population of the United States.
It is natural that an organization so constituted would be vitally
concerned with the subject under examination by this committee: the
financing, organization, and delivery of health services in the United
States. Unlike many other national professional associations, this
interest is neither new nor negative. The American Public Health
Association has been consistent through the years in its support for
the concept, that the right to health care of high quality is basic to
the achievement of our national goals.
Thus, we welcome the opportunity today to present our views on the
subject of national health insurance and to comment on a number
of proposals before this body.
There are two important concepts that we would like to clarify at
the outset. First, we feel that any program for improving the adequacy
of health services must deal with health and not simply with medical
care. No program that is simply directed at alleviating the cost burden
of securing health services once a disease process is established will
meet the national need for improved health.
Health involves a broad spectrum of programs embracing preventive activities as well as those classed as therapeutic and rehabilitative. To dwell exclusively on the latter two would ultimately be much
more expensive than to invest in a balanced program that includes
maintenance of good health as well as remedial measures for those who
are sick.
Second, our association believes, as has been stated by Presidents
and Congresses, that the right to health care is a basic human right.
I want to emphasize that we reject the interposition of the words "access to" in the definition of this right. To develop and support a national program for personal health services that simply insures access
to care will do little to improve the faltering health status of the
American people. Securing financial access to health care could mean
leaving an inadequate system unchanged and would compromise the
quality of care for the majority of Americans.
Secuiring the health right has been a prime objective of the American
Public Health Association for many years. Thus, we welcome the unprecedented public and congressional concern which has led to the
introduction of these bills and the conduct of these hearings.
Public disillusionment with the status quo in health care is great.
As citizens, we are doubtful that the incremental approach will satisfy
the expressed public desires; as professionals, we are secure in our
belief that the incremental approach would fail to meet the public's
needs.

310
TME APITA POSITION

In 1970, this association adopted a policy statement setting forth
specifications for a system for personal health services fe' the American people. This statement is the product of -several yea -s of effort
by our membership components-components which rel ect multidisciplinary expertise and a concern for the public's welfare that
transcends either economic or professiona 1motivation.
Our professional prerogatives are not vested in the status quo. Our
industry is not threatened by programs that place the public good
ahead of private gain. This association has had no role in the preparation of any single proposal before the committee. Rather, we chose to
develop standards of performance for the American health services
delivery system. These standards are, benchmarks against which each
of the special interest proposals can be measured.
To resolve the widely recognized crisis in our country's health care,
the American Public Health Associ nation recommends a national health
care program to include democratically constituted policymaking
bodies with a majority of consumer members at every level of administration, and with:
1. Universal coverage for all civilian residents of the United States.
2. Comprehensive benefits including preventive, diagnostic, therapeutic, health maintenance, and rehabilitative services for all illness
categories and health conditions provided through primary care
teams of physicians, dentists, nurses, and allied health workers that
are linked with specialty consultative personnel, hospital, nursing
home, home care, and all other necessary services to meet patients' total
health needs, and meeting Federal (uality standards.
3. Financing by a combination of Federal social insurance and general tax revenues to insure health care as a social right; to achieve
reasonable equity in paying for it.
4. Reform of the health care delivery system to assure equal access
to good health care for all.
To achieve efficiency and effectiveness in the delivery of health care
for all.
To facilitate interaction between private sector delivery functions
and governmental financing functions.
5. Organization and administration involving Federal, State, and
local governments with the assistance of regional organizations for
planning and evaluation with health-oriented direction at all levels.
6. Public accountability that assures maximum respond siveiless of
the health system to public needs with adequate data systems for
monitoring performance and comparative evaluation.
7. Economic leverage of governmental financing of the delivery
system including payment to providers of care for professional and
institutional services to defined population groups on a per capita
basis.
Annually negotiated rates for institutional providers and choice
of prepayment or fee-for-service payment for professional providers.
Incentives for providers to adopt patterns of organization and
payment aimed at achieving more effective and efficient services, particularly those embracing prevention of illness, accessibility, and
continuity of care.
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8. Revamped State programs for licensure of health facilities and
health personnel to insure that they meet a Federal minimum
standard.
Encourage the elevation of standards to the highest possible level.
Provide for consumer participation in policymaking bodies.
Provide for reciprocity of professional licensure of health workers
moving from one State to another.
Promote facility development and franchising in proper relation
to social needs.
Include periodic inspection of facilities and examination of personnel.
I Provide prompt disciplinary action against those failing to comply with standards and other requirements.
9. Adequate manpower, service, and facility resources with massive Federal support for reorientation and expansion of basic and
continuing education programs in the field of health; recruitment
and support of students from segments of the population heretofore
largely excluded from the health professions by economic, race, and
sex discrimination; fostering the education of more professional
health personnel who are interested in providing primary, personal, family health care; retaining present health workers and developing new types of health workers on a career ladder who can assume
many of the tasks now performed by present types of health workers.
Redirection and enlargement of Federal support of organized
health services and facilities, with emphasis on support of regionalized health services; dev, lopment of organized health care delivery
systems with emphasis o, primary care teams and internal linkages
among various providers if services.
Expanding research in health services to discover new and better
ways of providing qualit., care most economically.
These nine points fall i ito four broad interrelated categories relative to personal health services delivery: fiscal concerns, structural
concerns, service concerns, and an overriding concern for public
accountability.
Although it would be attractive to attempt to analyze all of the
proposals along these lines, it is a task that we find difficult to impossible. In these bills, this committee, the Congress, and the Nation are
faced with widely varying philosophies of the Government's role in
health care delivery-from laissez-faire through regulator to fiscal
agent; with widely divergent goals-from maintenance of a status
quo health system through "building on strengths" to complete restructuring of service delivery; with widely varying levels of benefits from
protection against the rare catastrophic illness through a "basic benefit package" to truly comprehensive coverage; and with widely different approaches to solving critical shortages and maldistribution
of health resources ranging from self-correction through mild supplementation to organized resource development.
FISCAL CONCERNS

There is no question that the costs of medical care have been accelerating out of proportion to the general increase in prices. Indeed, it
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has been the problem of health care costs that has stimulated much
of the current interest in national health insurance throughout the
country.
To develop a national health insurance program that simply responds to the cost problem would be to lay the groundwork for continuing deterioration in the quality and quantity of health services
available to the American citizens.
The decisions to be made on the form and structure of a national
health program have such long-range consequences for the adequacy
of health care that fiscal consideration must not be given top priority.
Pumping more money into an inadequate system will ultimately but
highlight its inadequacies. Fiscal reform must go hand in hand with
resource development and changes in delivery practices if the high
expectations being raised by these hearings are to be realized to any
significant degree.
One major issue that must be faced in evaluating the various options available is the total societal cost attributed to health care
services. Several other witnesses have raised this question today. The
costs of any proposal must coiwider additional people covered, as
well as additional costs incurred, for true economic analysis must
weigh cost per person served and not merely total costs. Only when
the incremental health and productivity of the 20 to 30 million Americans who would be served under a system of universal coverage and
who are presently denied care are considered, can an economic analysis
of the many proposals before this Congress be considered complete or
meaningful.
This should be kept in mind when evaluating studies such as the
one prepared earlier this year by HEW. Unchanged, the system will
require $105.4 billion by 1974. With operation of the most universal
of those proposals, the system would require $113.8 billion-but some
20 to 30 million more citizens would be serviced.
These .moneys describe input to the health services delivery system
in quantitative terms. Another aspect of fiscal concern is how the input
dollars are collected. Each of these proposals envisions some increased
degree of tax support. In the case of the Health Care Insurance Act
of 1971, a system of tax credits would be allowed to individuals with
taxable incomes and general revenues would support the purchase of
insurance for those with inadequate incomes; at the other end of the
spectrum the Health Security Act would transfer the majority of responsibility for collection and management of input dollars to the
,governmental sector.
In our view, the health right cannot be secured for the public
through a financing system that depends to significant degree on individual decision over the expenditure of disposable income. The
Nation's health is a natural resource as essential to prosperity and security as oil or iron ore or forests. Any system for personal health services must be designed to protect and enhance this resource in society's
interest. We must do a better job of educating the public to the importance of maintenance of health while at the same time providing the
necessary financing to accomplish that which is long overdue.
Although the method of collecting moneys is important, it is the
method for expenditure that has more longrun significance for the
delivery of health services in the United States. As Federal invest-
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ment in health care increases-and it must-the Government's abil-

ity to utilize output financing-whether from a governmental agency
or privatee insurers-to change the system increases synergistically.
The total tax support of health services delivery is not necessary to
secure significant change in the delivery structure. Less than total tax
support can provide leverage for change through various mechanisms
that produce incentives for better quality care at lower unit cost.
The opportunity offered to shift emphasis from a sickness-oriented
institutionally oriented si stem to a system directed at prevention of
disease and minimization' of institutional care should not be lost. The
fiscal devices of capitation payment , negotiated perspective reimbursement, of institutions, and use of financial incentives to increase the opportuiities for health maintenance should be fully considered and
made a part of any program adopted in the name of improving the
quality and availability of health services. These will be discussed
more fully at a subsequent point in this statement.
Securing the health right, will not be inexpensive. When more than
20 million of our citizens are denied health services for a variety of
reasons, any scheme to bring them to such services will of necessity
result in increased expenditures on the part of society.
If the Nation accepts the concept of increasing national investment
in health, then the Nation should demand that the leverage of this
investment. be brought to bear on the inadequacies in the health care
delivery system.
S'TRUCTUIRAL CONCERNS

Individual entrepreneurship and the fee-for-service approach to
medical practice has been 1held up as being American as apple pie. The
individual provider model is the predominant form of medical practice
in the country today. It. is so because the individual providers and
their professional associations like it that way, not because it is necessarily the best system to meet the needs of the American people.
There are alternative models available which have been fully tested
not only in other countries but in many areas of this country, but
whose expansion has been retarded by the determined opposition of
organized medicine.
Although much lipservice has been given to freedom of choice for
the individual seeking medical services, this freedom of choice has
been restricted by State laws prohibiting other forms of medical
practice and by direct and indirect pressures on individual practitioners who choose to practice their art in nontraditional settings.
Among the proposals for national health insurance currently under
consideration, several make provision for the development o? health
maintenance organizations-though they are called by many namesas an alternative to the individual provider model. The American
Public Health Association believes that the development of prepaid
group practice offering a defined set of services to an enrolled population should proceed as rapidly as possible with both legislative and
fiscal support from the Federal Government.
The group provider model with its demonstrated ability to provide
superior coordination and continuity of care for individuals and
families should be an alternative available to the entire population.
The benefit structure and payment structure of any national health
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insurance plan should provide incentives for the widespread development of this alternative setting for the delivery of care.
We feel strongly the innovations in financing represented by
national health insra nce. anwd innovations in st ruetnro for delivery
represented by the various health maintenance organizations proposals.
must go hani in hand if we are to achieve optimum health care.
Tn our view, the lIMO structure provides the best opportunity for
full utilization of scarce highly trained professional personnel and for
introduction and effective utilization of the new professionals that
must be introduced if we are to respond adequatey to the 1)ul)lie's
increasing demand for health care services.
In our view, the need for restructuring is so great that those proposals currently before this body which provide no incentive for such
change must, )e labeled totally inadequate. As a minimum, an effective,
national liealth insurance mpogriam must create the elimate for change;
optimally, it would provide incentive for reform of the health care
delivery system as well.
SERVICE CONCERNS
Another major aspect of the proposals for national health insurance
is the scope of benefits or services provided to the consuming public.
Asyain, there is great variation among the proposals in this regard.
APHA believes the public should he assured truly comprehensive
benefits under a national health insurance program.
Obviously, the list of such benefits is long and the ability of the
health care delivery system to provide them is dependent on factors
of personnel and facilities, as well as availability of funding. We are
convinced, however, that unless minimum benefits are spelled out in
legislation, that there will continue to be unevenness in the scope of
coverage afforded the entire population.
As a minimum desirable package of benefits for which the insurer would take responsibility, the APHA would recommend the
following:
1. Health education and other preventive services.
2. Primary physician care-including services of allied health personnel-in the office or clinic, the hospital, or the home-including
emergency care.
8. Specialist physician care-including services of allied health personnel-at all places.
4. Hospitalization in short-term general hospitals.
5. Long-term hospitalization in general and special-mental, tuberculosis, et cetera-institutions.
6. Dental care, exclusive of purely cosmetic orthodoxic.
7. Laboratory, radiological, and other special diagnostic examinations.
8. Ambulatory mental health services.
9. Prescribed drugs (including blood administration costs).
10. Radiation therapy.
11. Rehabilitation services, including physical, occupational, and
speech therapy.
12. Vision care, including eyeglasses.
18. Suitable alternatives to active care in a general hospital (and
skilled nursing homes or organized home care programs).
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14. Prosthetic appliances.
15. Ambulance services.
Again, we would place special emphasis on the need for inclusion
of preventive services within the benefit structure of national health
insurance. The potential for payoff in terms of improved quality of
life and productivity is much greater in the field of preventive health
services than in any other aspect of the health care spectrum. If
preventive services are excluded from insurance legislation, then indeed it is not national health insurance, but rather national medical
care insurance. The two are quite different in their implications for
the future of health services delivery and the Nation's health.
III relation to services, in particular l)reventive services, a word is
indicated on the matter of coinsurance and deductibles. These devices
are being widely touted as methods for controlling overutilization of
health care. In our view, these devices are more likely to inhibit access
to service and indeed contribute to underutilization, particularly of
preventive services.
Prevention is a concept that must be "sold" to the consumer. To erect
financial barriers to the ready access to preventive services discriminates against those services and in favor of the more expensive sickness-oriented curative services.
Furthermore, coinsurance and deductibes discriminate in a different
way on the economic scale. The low-income family-which under many
of these proposals would have to pay coinsurance and deductibles-is
likely to find these a greater barrier to access than the middle and
upper income family, and thus delay seeking services until a health
problem becomes relatively more severe and, therefore, more difficult
and exl)ensive to treat. Tihe; dubious benefits of these devices should be
carefully weighed against their obvious costs in terms of ill health.
PUBLIC

ACCOUNTABILITY

Re gardless of which approach is ultimately followed in the creation
of a national health insurance, the investment in tax dollars in the
health care system will increase. The accountability of the system to
the consuming lblic must be increased concomitantly. Regardless of
the relative distribution of public and private expenditures within
this system, the system ultimately should serve the consumer and not
the provider. There are a number of steps that need to be taken to
achieve maximum resI)onsiveness of the health system to public needs.
Ill the design of a national health insurance system, these steps deserve full consideration.
FEDERAL QUALITY STANDARDS

If any degree of equity in health services is to be achieved among the
various segments of the population, the Federal Government must
move to establish quality standards to be met in order to qualify for
participation in a national health insurance program. Without establishment of such standards and their enforcement, we will be little
better off after enactment of the national health insurance than we
are now.
At present, the consumer o' health services has neither the necessary
information to make an informed choice nor any assurance of the
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quality of the service he receives as a result, of uninformed choice.
Assurance that providers are meeting a set of uniform Federal standards would be a major step forward in protecting the consumer against
the consequences of unwise choice.
STATE LICENSURE

Another area in need of reform in order to create an effective national program for personal health services is the State licensure of
personnell and facilities. Enactment of national health insurance provides an opportunity to set Federal minimum standards for licensure
and to provide for reciprocity of licensure of health workers that
move from one jurisdiction to another. In our view, licensure of
health workers is an important aspect of public accountability and
should receive early attention.
GOVERNMENTAL

ADMINISTRATION

Another aspect of assuring public accountability, particularly if a
national health insurance plan involving private insurers as opposed
to a Government insurance program is adopted, is the development of
a governmental administrative structure at the Federal, State, and
local level, that is capable of applying the necessary sanctions to deal
with abuses of the public trust,and public moneys.
Further, we feel that the agencies given responsibility for overseeing
the personal health services program should be primarily health
agencies unencumbered by responsibilities for nonhealth activities
such as welfare or social security.
PERFORMANCE

MONITORING

Effective control of the health services program will require an
investment in development of adequate data systems that can provide
the information needed for performance evahination on a continuing
basis. Unless such a system exists, and continuous evaluation is undertaken, potential problems can become serious deficiencies before their
import is realized.
CONSUMER

ROLE

Finally, a most important aspect of public accountability is building
into the system a definite policy direction role for the consumer. The
consumer of health services brings an entirely different mental set and
group of perceptions concerning health, to the decisionmakin g process.
No provider, regardless of how high his motivation, can adequately
reflect the consumer's viewpoint. The "doctor knows best" attitude
may be. adequate in dealing with an individual patient, but when
society is the patient, the breadth of inputs required for intelligent
decisioninaking goes far beyond the health professions alone.
SUMMARY

The American Public Health Association did not come here today
to support in its entirety one or another of the proposals currently
before the Congress. We. recognize that ultimately the shape and form
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of national health insurance will be the result of a variety of inputs
which will be carefully weighed by this committee and the Congress
as a whole. '
It is our hope that the standards developed by the association and
adopted by its membership will be helpful in evaluating specific proposals against the measure of public need. I would be happy to answer
any questions the committee might have.
Mr. BuRKE. Doets that complete your statement, Dr. Kimmey?
Dr. KIMiMiEy. Yes, sir.

Mr. BUrnKEr. Mr. Conable?
Mr. CONABLE. How much of a problem is there in the transferability
of licensure? I notice that you call for reciprocity of licensure and say
that it should receive attention as part of the public accountability
that you would expect from any system. Isn't there a wide degree of
transferability of State licensure?
Dr. KiMMY. It depends on the professional category. For physi-

cians, there is a wide degree of reciprocity. I think even within that
category there is a certain weakness. I have just, applied for a license
in the District of Columbia. I was licensed by examination in Wisconsin for 1962. For a fee, the districtt of Columbia will grant me a
license, but I have not seen a patient since 1963.
We have to reexamine the whole matter of licensure of physicians
andfall health workers.
Mr. CONABLEu. Are there many health workers who are not licensed
in many States? For instance, chiropractors are licensed in 48 of the
50 States.
Dr. KIaIImEY. Most types of health workers except some of the newer

ancillary personnel are under one type of licensing act or another, but
for example, reciprocity in nursing licensure has not been as easy as
it has been for medical licensure. As we develop more and more new
kinds of support personnel who are really an essential part of delivering health services, we have to increase their flexibility and their
movement from place to place.
Mr. CONAME. Do you have any conclusions as to the Federal Government's role?
Dr. KiMMtY. I think the Federal Government could set certain
minimnum licensure standards and then perhaps require State governments to adhere to the minimum standards. In that way, the States
would have, as they do if they accept the national board examinations
for physicians, some assurance that an individual coming into their
State is of an acceptable degree of competence, which is very important to practice.
Mr. CONABLE. You are suggesting Federal linsensure as such, but
you do think it would improve reciprocity if we established some licensure standards of some sort?
Dr. KIMMsEY. Yes, sir.
Mrs. GRIFsITHS. Do you mean to tell me nurses can't go from one

area to another without being relicensed in the State in which they
practiced?
Dr. KIMMjEY. Historically, they have more difficulties than physicians. There have been fewer reciprocity opportunities than for
physicians.
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Mrs. GiRiFITHS.

There have not been enough nurses for years.

Dr. KImMEY. This is one of the inconsistencies in the system. Certainly many health workers' ability to move from place to place is
limited, and depending on the State and type of licensure, they may
require reexamllation before one comes back into practice.
Mr. BUiiKE. Mr. Brotzman?
Mr. BROTZMAN. Doctor, I note that you reject coinsurance and
deductible as a deterrent to overutilization. What controls, if any, do
you think should be iml)osed in legislation to prevent overutilization?
Dr. KIMi.,MEY. Our feeling is that in a system developed with wellthought-out capitation type of payment, the prepaid group type of
practice approach, the professional controls of the group practice
plus the emphasis on preventive medicine that takes place in that
would exercise sufficient control.
If you sign a capitation contract as a group practice, and if you
have a certain amount that you are going to collect prospectively for
the next year, you have to strive to remain within that budget. You
are doing prospective budgeting.
The physicians and other workers within the group should themselves be able then to maintain better control over utilization than
they have.
I think the point was well made earlier that control of utilization
should not be placed on the consumer. He is not in a position to know
whether he is getting a sufficient amount of service or not.
Mr. BIROTZMAN. As I was listening to your testimony, I was thinking it is really not a discrimination between low-income and middleis occmied by
income patients. If you have one hospital bed and it,
an individual who is well enough to go home, whether those who need
the bed are low income or middle income makes little difference.
Dr. KImMEiFY. Yes; and I guess I would put a "but" on that.
Mr. BROTZMAN. We have a shortage of hospital beds and places
to take care of people.
Dr. KIMMFY. This is a function of a system that says you only
pay if someone is in a hospital. If you put emphasis on keeping people
out of the hospital, then you are not going to have the patient A
hanging around the hospital past the time he should have been there
for medical reasons. That is poor utilization.
Mr. BROTZMAN. It sounds a little utopian that we are not going to
need more hospitals. We are still going to have shortages even after
we pass a bill.
Dr. KiMmnY. There is a shortage of hospital beds the way we are
currently utilizing hospitals. However, if we utilize hospitals in a
more sensible fashion, there might not be nearly as acute a shortage
as we have now.
Mr. CONABLE. You would impose no obligation at all on the consumer?
Dr. KTMMEY. No. sir. I would not impose a financial obligation.
Mr. CONAIIIE. What obligation would you impose on him?
Dr. KIMMFY. The consumer of services under a system which would
meet the standards we outline, and I can only talk within that context, which is essentially H.R. 22; which has universality and no copayment provision, doesn't pay. The decision appropriate utilization
of'health services rests with the primary physician and the medical
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care team. It rests with the therapist who is seeing this individual as
an outpatient at home as well as in the hospital if it were paid.
Nowadays, you have to go into the hospital to get certain kinds of
therapy.
We would like to shift this out of he hospital and then "put the
bee" on the provider to control the utilization. This is being done in
many places already.
Mr. CoNALn. Is not the inevitable result, if the consumer says he
hurts and the doctor says he does not, that the consumer has no recourse under such an approach ?
Dr. KI MEY. In many of the prepaid practice plans you have a
grievance )rocedure, and experience shows the grievance procedure is
not used that much because people dont argue along that line.
Mr. CONALiLE. But they always have somewhere else to go?
Dr. KnIrEi. They woull have somewhere else to go, to go back
under the type of system we have. We see group practice as an alternative and the maintenance of the individual provider system we have
as another.
Our suspicion is, and it is only a suspicion because it has not had
wide enough experience that if group practice developed widely, over
time you would see individual fee-for-practice wither of its own accord because groupI) ractice would be more acceptable to both consumers and providers.
Mr. BRTunic. Mr. Vanik?
Mr. VANTK. A few moments ago we had Mr. Poole of the Farm
Bureau state that if there was a universal program there would be
overutilization I)v the consumer. If I understand your statement correctly, you stated that the matter of utilization is com pletely in control
or almost completely within the control of the provider of services.
Is there validity then to a position such as he stated in his testimony
just, before yours?
Dr. KimAtEY. I do not believe so. I would not agree with him. I
don't think people are going to come rushina in with any more minor
complaints than they have in the past. Taking away the financial
barrier to care and couplinpx it with use of ancillary personnel, use of
nursing practitioners and all of these other personnel innovations we
have, will mean people who have legitimate complaints that come to
attention earlier may get earlier treatment.
Part of the problem now in this country is that when people have
a pain, they don't want to bother the doctor, either because of costs or
simply because they know doctors are overworked. If it turns out to
be a relatively serious ailment, if they get treatment early enough they
may survive, and if they don't, they may not survive.
T think any financial barrier to care is going, to increae the amount
of time neole dolav in xypttinp adequate medical treatment.
Mr. VAqiiK. There is just a reluctance on the part of the consumer
to go to a doctor. There is a reluctance to take care of their health

problems.
Dr. KI TMmY. I think ll of us who are interested in the national
health insurance face this. Americans don't value health but value
disease highly because it is costly. We feel as an organization there
is a great need for this country to do a lot more in promoting personal
responsibility for health.
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We have known too many people smoke, a personal decision, but the
individual does not value maintaining health nearly as much as he
values it once it is lost. We stress prevention and health education in
our statement because it, we think, is an important part of the health
system, inculcating in the public some sort of responsibility for seeking
treatment earlier for example, or responsibility for following better
dietary practices.
Mr.' VANIK. Is there any facility you know where I might go to
have my blood subjected to a variety of tests or is that something
only a physician can order for me
Dr. KIIMMEY. There have been a variety of screening programs
throughout the country. You will hear of the multiphasic program
with Kaiser in California. You not only have your blood tested, but
a number of other examinations that do not have to be conducted or
ordered by a physician.
If you are a member of the group, you go through on some predetermined cycle, depending on your age. This gives leads for followup
to the physician taking care of you.
Multilhasic screening is excellent, provided you have the followup.

Mr. VANIK. Is there any reason the individual can't order some of
these things himself? For example, I may want to take the results
of a study to my doctor. I have an experience in which a member of my
family went out for a physical exam, and came )ack with a $198
bill, $138 of which was blood checks. I guess the count could have been
done by computer over inTopeka, Kans.

I was trying to find out how my public health insurance carrier
would authorize the payment of $138 for blood testing when it can be
done for $15 in Topeka, Kans.
Dr. KiitnmMY. When I was a resident in internal medicine, I had a
patient I always remember when I get on the subject of people ordering
their own tests without requiring followups. The local diabetes association had a little program with all of the drugstores, where you could
pick uI) a little stick and test your urine from time to time. If it
changed color, you were to see your doctor. This patient came in
with several diabetic retinal changes. She used the sticks. She said,
"It has been turning for years, and I was waiting for it to stop
turning."
Self-examination, in that sense, probably is not good. Had there
been a way to be sure she got to a physician immediately, and I think
through an organizaed system of health services, you can have this,
and it would have been to her benefit.
Mr. VANIK. If laboratory services would be a little more available to
the general consumer, he could just decide maybe he does not know
fully what to take, but there are certain standard determinations that
should be possible with respect to blood tests where he could have his
laboratory
tests taken and paid for and sent to his doctor for
dianosis.
Dir. KimmF.Y If you have this essential last step-referral-this
could be a useful procedure. Test results must get to some health care
that this individual relates to.
Mr. VANIK. The other alternative is if they get stuck with a $190
bill and the insurance covers $100 and they are stuck with the remain-
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ing $90, chances are they are not going to go to a doctor very often,
principally on the basis of costs.
I just wondered whether it was the practice of laboratories to refuse
an ordinary citizen if he should make such a request.
InI othe: words, there are people I think who should have enough
sense to know they are not competent to cure themselves. As a matter
of fact, I think there is a lot of self-cure that works to which we have
to give some credence. Otherwise, we would be using doctors a great
deal more than we do.
But isn't there some sort of happy medium or a point at which a
person could acquire soie of these services? If they send warning signals out to hil, be could then decide to pursue then further and have
them analyzed and do as lie l)leases with some of these laboratory
checks. If it is my blood, I ought to have it tested, and I should have
a right to mike a mistake if I want to diagnose myself.
I have a right to be my own lawyer and do a lot of things on my
own without being compelled to take the professional opinion that is
related to the subject area of my interest. Why then shouldn't the individual citizen have some right to some general laboratory services
without having to go through a long process of
extra high-cost charges
may want to get.?
merely to get some basic information lie
I)r. KItM~Ey. Only my residual )rofessional vanity keeps me from
agreeing with you.
Mr. VANIK. In the fee-for-service approach, you stated there are
other alternative models available that have been tested, but you don't
tell us about them.
Dr. KIMmYw. I was referring particularly to prepaid group practice
as the alternative model most widely tested. We also had the foundations. The San Joaquin F oundation, for instance, about which the
committee will hear more later
There have been experiences in this country which show these approaches work with our people just fine I think the point is often
made, and I think it will be made here, that only a small proportion
of the population is covered by such groups although they have been
around since the thirties. There have been barriers to expansion of
group practices, so there has been an unnatural restraint.
Were these restraints to be removed, I think group practice would
compete with individual private practice.
Mr. VANIK. Mrs. Griffiths raises a question about nurse registration
on a State-by-State basis. In how many States is certification a matter
of paying the dues? With decertification resulting from nonpayment
of dues?
Dr. KIMMrEY. Yes, sir; I can name three in which I am licensed
where that is essentially true.
Mr. VANiK. It has no relation to your training or capacity?
Dr. KIMMEY. I don't know of a single State that requires reexamination for licensure. In the case of Wisconsin, I pay $5 a year, and in
the case of New York, I pay $10 a year. I can maintain those licenses
indefinitely.
Mr. VANIK. If you suspend your practice for 20 years and went back
into your profession, you could come right back?
Dr. KIMMEY. I feel secure in that knowledge now that I am in the
administration business.
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Mr. VANiK. The point is that the certification and certifying process
very often has little relationship to a continuing capacity to do the
professional job.
Dr. Kiim riY. There is no question about that.
Mr. VANIKn. You would seek to establish some standards by which
there would be a relation to a continuation or improvement of the
qualifications?
Dr. KI:rmY. I would hope it would become part of the standards.
I thinc it is essential that I not be inflicted on the population[as a
surgeon after 6 years away from the field.
Mr. BtumKE. Are there any further questions?
If not, thank you very much, Doctor. We -appreciate your testimony.
Our next and final witness is fJames A. Gavin, legislative director,
National Federation of Tn(lepenlent Business.
STATEMENT OF JAMES A. GAVIN, LEGISLATIVE DIRECTOR, NATIONAL FEDERATION OF INDEPENDENT BUSINESS; ACCOMPANIED BY TOM RAY, ECONOMIC ADVISER
Mr. GAvIN. Mr. Chairman and members of the committee, I am
James A. Gavin, legislative director, National Federation of Independent Business. With me today is Mr. Tom Ray, one of our1' economic advisers. On behalf of our 239,000 members, I wish to thank you
for this opportunity to testify on the subject of compulsory national
health insurance.
The National Federation of Independent Business has the largest
single meml)ership of any l)usiness organization in the country, representing a cross-section o? the ent ire small business community. Small,
independent business accounts for 95 per-cent of all the business establishments across our land, and employs 60 percent of the private, nonagricultural work force. It accounts for more than 37 percent of the
gross national product.
Gentlemen, on behalf of our members in the smaller, independent
businesses, we must oppose compulsory national health insurance.
According to information made l)ublic by the Health Insurance
Council, 164 million Americans under age 65 are already l)rotected by
some form of health insurance. Of this number, 75 percent are protected by group health plans.
Early returns from a recent survey conducted by our federation revealed that the larger the independent business firm, the more likely
it is that such a firm is already providing some type of health insurance
benefits for its employees. 'We hope to have the complete returns
shortly, and at such time we will be pleased to make them available
for the record.
When most legislation effecting the Nations' business community is
enacted, it usually falls equally upon the shoulders of all its members. But, in the case of compulsory health insurance, the burden will
have little, if any impact upon the larger firms.
Unfortunately, this will not be the case for small independent
firms-because it will place an awesome financial burden upon them.
And in some cases, the burden could be so colossal that a firm would
find it impossible to survive.
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Small business only recently began an agonizing and uneven recovery from the binding financial squeeze of the past few years. The
slender financial resources of independents have been strained to the
breaking point.
Many small businessmen have been living and operating their businesses at minimum, or e(vn a zero profit-realizing no gain for expansion, investment in additional eqil)ment, employment of more workers, or for buildup of financial reserve.
Small business as a. whole, at least at this time, is on no financial
footing to allow it to assume heavier cost burdens' that would be imposed by a prograrn of compulsory national health insurance. Regrettably. American small business lhas little cash reserves to adjust to
new demands.
If enacted, compulsory health legislation would present the small
businessman with painful rea(lJlistmeits. He is caught where he cannot increase prices, so he would unloubtedly be compelled to reduce
the number of his employees in order to offset the increased financial
burden.
Such a move would inevitably result in a drastic jump in an already
unhealthy unemployment situation in the Nation.
Inordinary times when there are no Government imposed restraints,
any additional cost forced upon an enmployer would probably be
passed on to the consumer in the form of higher prices.
However, in the present wage-l)rice freeze situation, this is not possible. Larger firms, with adequate financial reserves could wait it out,
hoping for a thaw in order to hike their prices later-thereby passing
on to the consumer the additional cost of such a program. But, the
smaller firm, without the cash reserve, could not wait it out. The small
independent would have to act, and would probably be forced to cut
back on employees.
It occurs to us that the thought of price increases- at least in the
immediate future-seems to be contrary to the objectives and goals
sought at this time by the administration and concerned Members of
this Congress wlio are attempting to halt runaway inflation and
achieve a more sane national economic footing through implementation of the present wage-price freeze and phase II controls.
Therefore, discounting the firms which represent the giants in the
country's business and economic areas, there is the possibility that
even the lesser of the large firms would be forced to make cutbacks in
their work force--contributing further to unemployment problems.
Another factor of utmost importance is the release of recent Dun &
Bradstreet figures which showed that the number of small business
failing last year topped 10,500. This represents an incredible increase
of 17 percent over the previous year, 1969. This trend is indeed serious. And it is our strong contention that enactment of compulsory
health insurance would be unwise and untimely. Moreover, we view the
legislation as contributing a crucial blow to'the hoped-for economic
soundness and economic recovery in the United States.
We respectfully urge that you refrain, at this time, from approving
this, or any other similar proposals which may come before you that
will-by adding to small business' cost burdens-further inhibit and
retard its ability to grow and remain a viable part of our Nation's
overall economic picture.
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Mr. Chairman, should you or any of the committee members have
questions, I shall be happy to attempt to answer them.
Thank you.
Mr. BURKE. Thank you, Mr. Gavin.
Mrs. Griffiths?

Mrs.

GnrIFITI-IS.

Mrs.

GRiFFITI1S.

Mrs.

GmFnFITIS.

Are you opposing the President's proposal?

Mr. GAVIN. Yes, we are.
Mrs. GRIFFITnS. Plus H.R. 22, which is my proposal; is that right?
Mr. BURKE. Yes.
Mrs. GmrFFITIIS. Do you oppose the AMA medicredit plan?
Mr. GAVIlN. We were in favor of private funding of health insiUanIce,
period.

Some people could just buy whatever they could

afford and no other?
Mr. GAVIN. Yes.
Mrs. Giiimirrns. But of course all of your people are now paying int6
tax structures that pay for the poor.
Mr. GAVIN. Yes.

They are also paying for veterans and for others,

but you are really sayig that you would deny ev(n to your own members the same kind of thing that they are paying for about 50 percent
of the rest of the county, really; are you not?
Mr. GAVIN. There are two ways of looking at it. If you take someone who has 10 employees, for example, and you tell hin it is going to
cost him an additional $400 a year, for want of a figure, but say $400
a year per employee, you are saying to this small businessman you are
going to have to'increase your "payroll $4,000 this year and he is now
operating at zero profit. Where is the money going to come from?
Mrs. GIflIFFIT1IS. I agree with you, )articillarly on the part of the
President's program. You are going to be paying 75 percentt of a health
policy and the cost of that )olicy is going io be set by someone other
than the Government ; and it could go up, up, up, as ali Blue Cross and
Blue Shield policies have gone, and then you would die. l3ut, as many
small businessmen, I assume you are paying your employees less than
$15,000 a year?
Mr. GAVIN. Yes.
Mrs. GIrFITIUS. So, in the program I have offered you pay 3 percent
of whatever you are paying them and it might amount to $1"80 per person. It would be 3 percent, say, of $6,000, so it would not be 0 ui te as bad,
it seems to me, as the President's program. I frankly think that for
small business the President's program would be a real disaster.
Mr. GAVIN. I agree.

Mrs.

GRTFFITIS.

If you had the President's program, would it or

Mrs.

GRIFFITIs.

Because you would be so much better off that way.

would it not have some effect upon the kind of people you would employ; that is, if the policy for a working husband and father were
a higher priced policy than the policy for a single man, you might
have some tendency to fire those who get married; is that right?
Mr. GAVIN. Yes; I can follow that logic.
I hope you will look over the whole thing. I agree with you that all
of the rest of the bills are bad. Mine is quite good. I hope you will
look them all over again and go with mine, because in the long run mine
is cheaper than anyone else has offered here and it is a greater protec-
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tion, in my judgment, to small business. I want to tell you again I have
real sympathy with small business. I think you are in a real bind.
Mr. GAVIN. Thank you very much. They certainly are.
Mr. BYliNES. I am not going to get into all argument with the gentlelady from Michigan, but have you checked the bill which I introduced?
This is the administration bill with a revision as it relates to the burden
it places on small business. A limitation is contained in that bill with
respect to employers of just the kind you are talking about.
Mr. GAVIN. Right.
Mr. BYliNES. Each one of these employees would have to be making
$10,000 or more to have that enpi)loyer be responsible for $40 per employee. I don't assume in this business with the 10 employees that
your average is $10,000 per man or woman.
Mr. GAVIN. No; not quite.
Mr. BYiiNE'S. The average wage is considerably lower than that, so

it would be subsidized. It would not be a $400 burden on this employer
for each of his employees if you looked at the bill, and I think you
should check that out a little bit.
Mr. Bumci. Mr. Vanik.
Mr. VANTi. Thank you, Mr. Chairman.
In small business you have a lot of closely held corporations that
are small enterprises. Is it not true that many of them have policies
of coverage for the executives, who are really the proprietors which
would provide them with health coverage under private policies, the
premiums of which would be tax deductible to the business?
Mrl'. GAVIN. Yes; I am sure such programs exist as this.

Mr. VANTIK. So far the greater part of these entrepreneurs they can
buy a policy of rather comprehensive health insurance from a private
carrier and charge it offt as a business deduction.
Now, it seems to me that if that takes care of the proprietor or executive and if he can take a tax deduction for that on his own coverage,
how can we justify having his less-well-paid employee having no cov.
rage? He is paying his premiums for health insurance out of the
profits of the business before Uncle, Sam collects any taxes-before
taxes.
He has a rather special privilege. All the rest of us have to pay it out
of our salary after taxes. So he has a special privilege today for himself or for those in his shop who are important-his son, his brotherin-law, his wife's cousin, whoever is helping him run the business.
Since he has that special tax advantage, it seems to me he ought to
pay some consideration or have some concern for the employee who is
doing some task within the framework of his company.
Mr. GAVIN. I am not at liberty to speak on what percentage would
fall into that category.
Mr. VANxi. Let me. put it another way. Maybe if everybody is going
to pay his own premiums, the proprietor should pay his own, too.
Mr. GAVIN. I don't know what category would fall into that area.
In our survey we are asking for information, that would give us more
concrete statistics on that. We are asking our firms how many have
insurance, the type, how many employees, how many are covered, how
many are not covered, and so forth. '
As I said, I think we will have this information within the next
2 weeks hopefully and we will provide it for the record.
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Mr. VANIK. Can it be provided for the record so we can see how extensive the coverage is for your own personnel?
Mr. GAVIN. Certainly. i would say it is certainly not a majority of
the employers who have it and the employees do not.
Mr. VANIK. If I understand a good iart of the small business operation, and I do not argue with it, the proprietor of the business o1
the one who really owns the stock in a closely held corporation, usually
has a policy on his life payable to the corporation. There is moreover, a
lot of insurance coverage that he gets-on his company automobile for
example-and he is covered almost all the way for almost all asl)ects
of his life. He is the important person who is running the business and
without him there would be nothing. I can understand that, but what
T don't understand is if ie has a preferential tax treatment and pays
for his health care before he pays Uncle Sam his income taxes, he is
in a preferred position from which I don't think he makes a very good
justification about doing nothing for his other employees.
Either we should change his preferred position or we should ask him
to do something. I don't have a plan. I am trying to sit on this committee andd help work out something that is going to solve the problem fairly. I am in closer accord to what Mrs. Griffiths suggests than
any other proposal that comes here. I have an open mind. I am trying
to find a workable and feasible health care plan that I think our people want and need.
Let me ask you another question. If you don't support this idea of
national coverage, what is your position about providing unemployment benefits to employees' who may be sick and can't go to work?
What is your position on that? Do 'you feel unemployment compensation should be paid to your employees who are found to be sick by a
doctor wnd can't come to work?
Mr. GAVIN. When we speak of small business, it is such a conglomerate-retailing. manufacturing, wholesale, and I think so much has
to do with the size because it is really a question of you can't give
what you do not have. If you are talking of an employer, say, who has
a three-man shop and two of them are ill and he has to rei'lace them
so the people who take their place, are goinaz to demand a salary as well
as the people who are unemployed and if they are unemployed indefinitely the employer would not have the resources to compensate them
for it.
Mr. VANIKt. Where would we stone? How large an enterprise, for
example, should have special consideration, because it is small?
Maybe we would have to do something special about small business
and small enterprise. What would be the knld of deinarkation between
the imposition of a rather hifh-cost program as far as the number of
employees are concerned ? 'What should the breaking line be? Would
you say 10?
Mr. RAY.If you are going to arrive at a figure of 10. the our's below
10 would be the hardest hit. It will vary from industry to industry.
Mr. VANIK, I am talking about keeping small business viable 'and
alive. If we are going to give small business the capacity to stay alive,
how few employees should one have to be exempt or to be treated in a
preferential status. Maybe we can find a way of costing things down
for the smaller shops in some way.
Mr. GAVIN. I woul( say 12 or under.
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Mr. VANTK. In your organization, how many employees do the largest companies have and still belong to small business as active participants?
Mr. GAVIN. One of our largest members is Coors' Brewery. They do
something like $100 million worth of business a year. They are the exception. Most of our members are 12 men and under.
Mr. VANIK. What percentage of your organization would be 1,200
and under?
Mr. GAVIN. I would say the majority, 50 percent or over.
Mr. VANIH. And, in a smaller percentage, you would have some that
are 500?

Mr.

GAVIN. Yes.

Mr. VANIK. You don't feel that we should have the same kind of
rules that apply to an establishment that has grown to 500 employees
as distinguished from one which has 12?
Mr. GAVIN. That is right.
Mr. VANIK. Do you think in our deliberation we should have some
idea of reducing the burdens of the really small enterprises, which
would be those of 10 or 12 or less?
Mr. GAVIN. Yes.
Mr. VANIK. Thank you very much.
Mr. BURKE. Are there any further questions?
Mr. Conable.
Mr. CONABIE. Does small business have any tax problems? A health
program financed by taxes might ultimately have some impact on

small business, might it not?
Mr. GAVIN. Yes, sir.
Mr. CONABLE. I just wondered about that.
Mr. BURKE. That completes your testimony, Mr. Gavin?
Mr. GAvIN. Yes, sir.
Mr. BuRKE. We will leave the record open for the statistics that you

are gathering and without objection we will include them when you
submit them.
(The information referred to follows:)
HEALTH INSURANCE

AND MINIMUM WAGES liq SMALL BUSINESSES

(An analysis based on data compiled and tabulated by the National Federation of
Independent Business)
FOREWORD

In an effort to determine what effects current proposed health insurance legislation will have on the small business community, the National Federation of
Independent Business conducted a survey of their membership. The participants
were assured that they would not personally be identified in this study and to
guarantee this the Federation removed all names from the questionnaires prior
to submitting them to the Small Business Administration. An analysis of the
result,, of the survey is presented in this report.
Part I is subdivided into two sections. Section A contains the survey results
of those firms responding to the initial questionnairs. Section B shows the resilts on firms failing to respond to the original questionnaire (non-repondent
firms). The data for the-e non-respondent firms were obtained through a followup telephone survey. Additional survey tables appear in Appendix A.
Part II is devoted to the role of Congress in solving the Nation's health care
oroblemq. Appendix B itemizes national health insurance legislation introduced
in the 91t Congress and reviews the highlights of each proposal. The material
in Appendix B is based on a study by the Department of Health, Education and
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Welfare (HEW). Those proposals requiring contributions from employers are
identified. Information gained from reviewing this material provided the basis for
the survey questionnaire.
In a second study conducted by HEW cost estimates were made of the abovementioned legislation. A summary of these findings appears in Section 2 of Ap)endix B.
Another important aspect of the health insurance picture is the role played by
the health insurance industry. Part III highlights trends within the industry,
while Appendix C presents recent statistics on health insurance coverage and
health care expenditures.
Mrs. Gyneth Jones, Dr. Grant C. Moon, and Miss Mary O'Rourke were primarily responsible for the conduct of the analysis and the preparation of the
report.
WILFRED

J. GARVIN,

Assistant Administratorfor Planning,Research and Analysis.
SUMMARY

Health Insurance Analysis
The survey by the National Federation of Independent Business proves that
employers of small businesses if obligated by legislative action to supply health
insurance to their employees will be burdened with additional costs that will
weaken their competitive position.
While this legislation will increase costs in most businesses, it will have the
greatest impact on the very small firms-those with one to three employees.
Five of the eight major Congressional health insurance proposals currently
being considered will require all businesses to provide health Insurance for their
employees. At the present time 53 percent of the firms responding to the survey
questionnaire had health insurance plans to which the employer contributed
toward the cost of the premium.
Approximately half of the respondent firms reported all or a portion of the
health insurance premium costs were paid by the employers. The total premium
costs for these firms were $1,160,875; of which the employers paid a total of
$819,066 or 70.6 percent. The smaller firms have fewer health plans; but, those
having health Insurance plans contribute a higher percentage of the premium
costs.
However, there appears to be an inverse relationship between the premium
cost, and the size of the firm, i.e. the ability to pay the proposed added health
insurance expense may be greatest among the smaller firms, which may decrease
as the size of the firm increases. Additionally, the smaller firm may be victim
to higher group Insurance rates. Some firms may ultimately pay less in premiums
with the proposed health insurance plans, than is the case at the present.
Also, the survey results showed that there is a direct relationship between the
size of the business and the offering of employer-contributed health insurance.
As the size of the firm increases the percent of firms having this type of plan also
increase-. Ninety percent of the firms having between 20-49 employees compared
to about 30 percent of the firms with 1-3 employees had employer-contributed
health insurance plans.
Further evidence that the larger firms are more likely to have employer-contributed health insurance plans is found in the analysis of industry data. On the
average the largest firms are in the manufacturing, construction, transportation.
and wholesaling industries. The construction industry, along with manufacturing, is comprised of firms approximately 2/, times larger than the average for all
of the firms in the survey. Firms in the transportation and wholesaling industry
are approximately 1, times larger than the average. Firms in the retail and
service industries are at or below the average.
Over three-fourths of the firms in the manufacturing and transportation industries had employer-contributed health i)lans. The percentage was slightly lower
for the wholesaling industry. In contrast, similar plans were offered by less than
one-half of the firms in the retail and service industries.
The construction industry has been a maverick throughout the study. While
comprised of larger firms, it has consistently followed the pattern of the smaller
firms, including a lower proportion of businesses offering employer-contributed
plans.
The survey results based on all responding firms show that one out of every
two employees chose to participate in a health plan.
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As reported earlier in this summary, 53 percent of the firms surveyed had employer-cor *ributed health plans. Assuming that this is representative of the small
busines.4 community in the United States, it is estimated that 3 million businesses
presenly have employer-contributed health plans.
Further extrapolation of the estimates shows that approximately 17 million
employees of these small businesses are covered by employer-contributed health
plans. The legislation wou'd make coverage mandatory for the remaining approximately 18 million employees.
presently have employer-contributed health plans.
On the average the largest firms paid the lowest premiums for health insurance. Here again the construction industry is an exception. This industry had
the highest premium, $408 per employee covered, but the lowest percent of employees covered by health insurance.
The national average premium for each employee covered was $335. In firms
having 50 or more employees, this figure dropped to $252. In firms having 4-10
employees it was $373, or 48 percent more than the $252 for the larger firms. In
the non-respondent group, whose average employment size per firm was nearly
four times tlt
of respondents, the average premium per employee covered was
even lower-'$229.
There appears to be a high correlation between the cost of insurance to the employee and employee participation . This holds true within two separate cost
ranges. At the lowest premium cost (up to $150 per year) three-fourths of the
employees were covered. As the premium increased, the percent of employees
covered by insurance decreased through the $250-$299 cost level. Possibly the
characteristics of employees in this group differs from those paying premiums
greater than $299. Although these details are beyond the scope of this study,
it may be that younger, single, lower paid employees comprise workers insured
at the above-mentioned cost levels.
The second distinct break in the data shows that when the premium costs
rise to $300-$349, 80 percent of the employees were covered by health insurance.
As the premium increases to $350-$399, 62 percent were, covered, and at the
$400-$449 level. 63 percent had health insurance. Possibly these workers were
married workers with dependents in a higher income bracket than those in
the first group.
The four most common types of health insurance coverage are hospital,
surgical, regular medical and major medical. Of the firms having employercontri)uted health plans, nearly 90 percent offered hospital and surgical coverage.
Slightly more than one-half of the firms offered regular medical, while slightly
more than three-fourths offered major medical.
Sitimary of Minim urm Wage Analysis
An increase in the minimum wage will have a greater impact on the smaller
firms than on the larger firms surveyed. On the average 87 percent of the
employees of all of the respondent firms earned more than the minimum wage.
The retail trade and services industries have a higher proportion of their employees paid at the minimum wage level-19 and 18 percent respectively. Firms
in these industries tended to be smaller than firms in the other industries.
Only 13 percent of the employees were not paid more than the minimum
wage. Employees In the construction industry will be affected the least. Only
one percent of them were paid wages at the minimum. Only 7 percent of the
employees in the wholesaling industry will be affected, while wages for approximately 10 percent of the employees in all other industries will be increased
if the proposed legislation becomes law.
Business owners will be required to increase wages for a smaller percent of
their employees if they reside in the East North Central, Pacific, or South Atlantic
regions than if they reside elsewhere. Business owners surveyed were asked if
they believed other wages would rise if the minimum wage were increased and,
If so, by what percent. Fifty-three percent of the respondent firms stated other
wages would increase while 35 percent stated they would not. The remaining
12 imrent indicated that they did not know.
Nearly 80 percent of the firms expecting other wages to rise reported that
other wages would rise between 4 and 20 percent. These firms were about equally
divided in their opinion that wages would rise between 4-10 percent and 11-20
percent. Thirteen percent of the firms expected an increase between 21 and 30
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percent. The remainder was equally divided between those expecting the increase
to be below 4 percent or over 30 percent.
Geographically, this survey is truly representative of the Federation membership. The percent of respondent firms in each geographic area has a high correlation to the percent of Federation membership in the area.
Non-respondent Survey
A follow-up telephone survey was made to 122 small business owners who
did not return the questionnaire. (See Appendix A, Sectioi B for detailed comparisons). The statistical characteristics of the nonrespondents appeared similar
to the respondents with the major exception in the size of the firm. Indicative of
the size were the stated number of employees. The average number of employees
in the respondent firms was nine while the average number in the non-respondent
firms was 35 employees, approximately four times as many.
The relatively high response rate indicates keen interest on the part of the
small business community in these issues. It appears that the smaller firms will
reflect the greatest impact from proposed health insurance plans. Their willingness
to complete the questionnaire Is indicative of their interest.

Mr. BURKE. That concludes the hearings for today and the committee stands adjourned to meet at 10 tomorrow morning in public
hearing.
(Whereupon, at 3:25 p.m. the committee adjourned, to reconvene
at 10 a.m., Wednesday, October 27, 1971.)

NATIONAL HEALTH INSURANCE PROPOSALS
WEDNESDAY, OCTOBER 27, 1971
HOUSE OF REPRESENTATIVES,
COfMITTEE ON WAYS AND MEANS,

Washington,D.C.
The committee met at 10 a.m., pursuant to notice, in the committee
room, Longworth House Office Building, Hon. Omar Burleson,
presiding.
Mr. BURELESON. The committee will come to order.
The committee this morning is in session to further consider in public hearings, national health insurance proposals.
First on the list of witnesses are Mr. J. Henry Smith, Mr. Daniel
Pettengill and Mr. Ardell T. Everett in coordinated testimony on
behalf of the Health Insurance Association of America, American
Life Convention, Life Insurance Association of America, and Life
Insurers Conference.
Gentlemen, will you come forward to the witness stand.
We are glad to have you gentlemen. I am sure we will have more
members present shortly. I don't know what the delay is yet. We will
proceed in the interest of time.
STATEMENT OF J. HENRY SMITH, ON BEHALF OF HEALTH INSURANCE ASSOCIATION OF AMERICA, AMERICAN LIFE CONVENTION,
LIFE INSURANCE ASSOCIATION OF AMERICA, AND LIFE INSURERS CONFERENCE; ACCOMPANIED BY DANIEL PETTENGILL
AND ARDELL T. EVERETT
Mr. BuRLESON. You may proceed, Mr. Smith, if you will.
Mr. Chairman and honorable members of the committee, my name is
J. Henry Smith. I am president of the Equitable Life Assurance Society of the United States. With me, on my left is Mr. Ardell T. Everett,
chairman, North American Co. for Life and Health Insurance, and on
my right Mr. Daniel W. Pettengill, vice president of the Aetna Life &
Casualty.
We appear today on behalf of the Health Insurance Association of
America, the American Life Convention, the Life Insurance Association of America, and the Life Insurers Conference. The more than
500 member companies of these associations provide more than 90
percent of the private health insurance underwritten by insurance
companies in the United States.
(331)
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We are deeply grateful for the opportunity to be heard on this
important matter of health care. Our purpose is to reaffirm the insurance industry's continuing commitment to the joint public-private
task of creating a better, a more effective and a less costly system for
delivering quality health care to all of our citizens.
We are keenly'aware that the present health care system, despite its
great accomplishments and many strong elements, needs to be improved. We feel that insurance companies bear an important degree
of responsibility to help see that improvement is achieved. We feel
that we should contribute to the process, that we can be effective in
doing so. In fact, our member companies already have taken positive
steps to this end.
Over the past several years we have, as associations and as individual companies, been involved in a wide variety of activities and studof the health delivery and financing systemof various
ies
ranging
all theaspects
way from peer and utilization review to community
health planning and prepaid group practice developments.
Our experience has convinced us that what America needs is not
some untried monolithic, bureaucratic, system, but a reoriented, better
coordinated, and more soundly financed system built on present
strengths, encouraging experimentation and flexibility, and providing
multiple choice to the consumer.
It is for these reasons that we urge the prompt enactment of "The
National Health Care Act of 1971," H.R. 4349, which Representative
Omar Burleson has introduced.
Mr. Chairman, in this testimony, of which I shall read only portions and request permission to submit the full text, we would like to
outline the principles which we feel should govern the delivery and
financing of health care, to describe the main lines along which we
feel the Nation should proceed toward improvement of the health
system, and to specify the ways, and the means, and the costs of making quality health care and health care insurance available to every
American, whatever his income.
THE NATURE

OF THE PROBLEM

Your committee is well aware that, at present, despite the sincere
efforts of those involved, Americans are finding it increasingly difficult to secure the quality health care they desire at reasonable prices
and under conditions which make such care both accessible and acceptable. Shortages of health manpower, and maldistribution of existing health personnel, exacerbate the problem of providing quality
health care equitably.
For those who are served, the system deals effectively with most incidents of acute illness, but devotes relatively less attention to preven-
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tive care, to health maintenance, and to health education, and each of
these is a weighty factor in costs as well as in consumer needs and
satisfaction. Adding to the public's concern are rising costs of the

present delivery system, brought about by an interplay of many factors, including general inflation, increased consumer demand, more
effective but increasingly complex forms of care and the consequent
need for more skilled manpower. These problems, while they affect
everyone, have their most acute impact on the poor in the inner cities
and the residents of rural areas.
Something must be done, and soon. I repeat, we are convinced that
J.R. 4349 offers the most pragmatic, the most effective, and the most
immediate approach to a solution to present and emerging health care
needs.
We believe so because H.R. 4349 embodies the basic health care principles on which we hold that any sound national health proposal
should be based. Let me state these principles in brief:
THE PRINCIPLES OF HEALTH CARE

First and foremost, we believe every American should have access
to quality health care regardless of income. This tenet, while easily
stated, is most significant and far-reaching, and difficult of accomplishment, but we hold to it firmly.
We believe the Nation's health care delivery system needs improvement. The many sound elements and assets of the present system
should be retained, but reinforced, with new programs and reforms
wherever there are unmet personal health needs.
We believe such an improved system should draw upon the innovative capacity of the health professions, the flexibility and managerial
skills of private insuring organizations, the unique capacities of government, and the energies and ideas of the consumer, especially at the
community level, all working together.
We believe comprehensive health insurance should be available to all
citizens regardless of ability to pay, subject to the availability of services. We submit that this can best be achieved at lowest cost and most
rapidly by expanding the scope of existing health insurance plans now
serving over 170 million Americans under age 65. For those without
resources to obtain insurance, governmental subsidies are required.
We believe improvements in the organization and delivery of health
care must go forward together with improvements in the means of
financing such care. To provide dollars without required manpower
and services to meet the needs and increased demand would only compound the problem.
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We believe reforms should and can take place without imposing
huge additional tax burdens upon our citizens. If maximum use is
made of the private sector, and Government funds are judiciously used
to meet needs which cannot otherwise be met, the Nation can b begin to
move rapidly toward making quality health care available for all its
citizens, without serious dislocations and without losing stride.
IMPLEMENTING

HEALTH

CARE

We thus establish the basic principles. The next step is to translate
them into a practical program for action. This has been done in the
construction of H.R. 4349. That program encompasses the following
six broad objectives.
The first objective of the health care approach is to increase the
supply and improve the productivity and distribution of health care
manpower. Present programs for scholarship grants and loans to
health care students would be expanded. Grants would be provided
to schools to train scarce types of manpower, particularly those needed
for health care teams in centers offering comprehensive ambulatory
care. For allied health students as well as nurses and physicians, there
would be full loan forgiveness for service in areas of acute manpower
shortage. Cash incentives would be offered to attract existing health
personnel into these areas until the expanded training programs can
take effect.
Additionally, there is need, and provision is made for, and intensive
study and development of specific recommendations looking toward
consolidation, coordination, and improvement of all Federal programs
which provide grants, loans, or other financial aids for the training
and development of all types of health manpower.
The second objective of the health care approach is to develop ambulatory health care services in order to promote health maintenance
and reduce costly hospital use. To stimulate rapid development of
comprehensive ambulatory health care centers in areas of particular
need, Federal grants would be authorized to construct and modernize
such centers, and to subsidize their operating costs for the first 3 years
while sustaining patient populations are being established. In addition, Federal programs of construction loans and loan guarantees
presently available to hospitals would be extended to comprehensive
ambulatory health care centers.
The centers would be staffed and equipped to render primary care
and to perform much of the minor surgery and diagnostic testing now
performed on a more costly inpatient basis. Arrangements with hospitals and other institutions would be required to assure the availability
of inpatient care to persons who could not properly be treated on an
ambulatory basis. The centers could operate on either a fee-for-service
or a per capita basis, or a combination.
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The third objective of the health care approach is to improve community health care planning in order to distribute current and future
health resources more equitably and economically, and to assure more
effective meeting of consumer needs. Our experience underscores the
importance of local and State health planning with a high level of
local participation in identifying needs and setting priorities by consumers as well as providers.
Comprehensive community health planning agencies, with strong
and informed consumer participation, should be given greater financial support and greater authority to shape the health destinies of
local communities. To be eligible for increased funds, areawide health
planning agencies established under section 314(b) of the Public
Health Act would have to be prepared for a more vital role in determining and publicizing areawide health needs and the appropriate
priorities to be assigned thereto in light of the facilities and services
available or authorized.
The fourth objective of the health care approach is to contain the
escalation in health care costs and assure quality of health care. This
objective of cost and quality control must be at the heart of any responsible approach to providing better health care for all. As difficult
as it is to deal with, we are convinced that real progress can be made
along four lines.
We would begin by placing responsibility, and providing concommitant authority, squarely on the community using the services. Consequently, we feel that comprehensive health planning agencies not
only should identify needs and devise systems, but should be in a
position to enforce priorities by having the power to block public
funds from going into unneeded hacitities and services.
Further, we do not feel that the cost of capital to a hospital or
other health care institution should be charged to the patient unless
the facility or service developed by means of the capital has been
certified as needed by the appropriate health planning agency.
Second, all claims for professional services under federally financed
programs would be screened against professionally established guidelines: Those thus screened out would be paid only if an appropriate
peer review organization found the service to be necessary and the
fee within the prevailing limit. In no event would benefits be nayable for that portion of any fee that exceeds the 75th percentile of
the prior year's reasonable charge.
Third, each health care institution, in order to receive payment
under federally financed programs, would be required not simply to
have an effective utilization review committee, but to demonstrate that
it acts on the committee's findings. It would also be required to have
a standard system of cost accounting, audited yearly financial statements, annual budgets, and a uniform schedule of charges for all
patients. The schedule of charges would be subject to prior review
by a State-established cost commission and would not be approved
if found to be unreasonable in relation to the cost of efficient production of the services provided.
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Finally, health care plans would be structured to encourage a shift
of emphasis from high-cost hospital care to lower cost ambulatory
care and to preventive care. Copayments would be used judiciously to
minimize demand for unnecessary services and to maintain the patient's interest in the cost effectiveness of the health care system, without, however, imposing an undue financial burden and benefits can be
improved on a gradual, phased basis as health manpower and facilities
become available, thus avoiding the inflationary effect of demand in
excess of supply.
The fifth objective of the healthcare approach is to establish a continuing process of determining national goals and priorities and recommending emphasis for the further evolutionary improvements of
our health care system.
H.R. 4349 would create a Council of Health Policy Advisers in the
Executive Office of the President. Broadly stated, its responsibilities
would be to monitor and evaluate progress in meeting the Nation's
health needs, with particular emphasis on the organization, delivery,
and financing of health care. Specifically, the Council would assist
in the preparation of the President's annual health report; recommend procedures for coordinating, consolidating, or eliminating
health-related programs of the various Federal agencies and departments; assure research on the Nation's health care needs; provide
guidelines for allocation of health care funds; develop recommendations for national policy to improve the organization, financing,
delivery, and quality of health care.
The sixth and final objective of the healthcare approach is to improve the financing of health care for everyone by making comprehensive health care insurance available to all. This would be done by
means of three mutually supportive mechanisms:
First, Federal minimum standards would be established for preventive, ambulatory, and institutionalized care benefits including well
child care, immunizations, physical examinations, and dental, vision,
and psychiatric care. These would be underwritten by private health
insurers, including insurance companies, Blue Cross-Blue Shield, and
prepaid group practice plans. These Federal standards would be
phased-in, to allow time for the development of manpower and facilities needed to provide the services being insured. The actual benefits
and their effective dates would be set by H.R. 4349. The essential costcontrol features already discussed would be applicable. Furthermore,
freedom to join a health maintenance organization would be assured.
The second feature is that Federal income tax incentives would be
strengthened to assure that these benefit standards are adopted and
maintained. The Federal income tax, both personal and corporate,
would allow deduction of 100 percent of expenditures for health care
benefits, providing the benefit plan met for Federal standards. If not,
the tax deduction would be limited to 50 percent of the expenditure.
Third, each State would establish a qualified State health care plan
which would provide private health care insurance for the poor, the
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near-poor, and for those relatively few self-supporting individuals
previously considered uninsurable because of serious health impairments. Each qualified State health care plan would provide uniform
benefits meeting the same Federal standards, applicable to everyone.
The State plans would be subsidized partly by State funds but
primarily by Federal general revenues. The premium cost would be
paid in tull for those on public assistance and others with very low
incomes. Those at somewhat higher income levels would contribute
on a sliding scale, depending on income and family size. The selfsupporting uninsurables would pay the full premium.
There follows on the next few pages some of the details on how
the State plans would operate.
QUALIFIED STATE HEALTH CARE PLANS

Each qualified State health care plan would be administered by
a private carrier or group of carriers chosen by the State and would
be 100 percent reinsured by all private health insurers, profit and
nonprofit, licensed in that State. The premium rate would be regulated
by the States and subject to review by the Secretary of Health, Education, and Welfare.
These State plans would not affect the medicare program covering
those over 65. However, for the elderly poor and near-poor, they would
provide benefits supplementary to medicare.
Eventually, however, qualified State health care plans would eliminate the need for State medicaid programs as a means of financing
health care for the indigent. Eligibility would not require a means
test and would be based on a simple report of the previous year's total
income. Thus, one-class health care for all could become a reality.
For the first 6 years, benefits under those State plans for lowincome people would be more extensive than the Federal benefit standards for private plans covering the remainder of the population. There
is a good reason for this. Low-income families have a backlog of unmet
health care needs, and currently they are least likely to have access
to health care. This is why we urge programs that will provide quality
care for residents of the inner cities and rural areas, and why the state
plan benefits should be broader at first.
Initially, low-income groups would be covered for more physician
visits on an ambulatory basis, more institutional and home care, more
well-child care, and would have such added benefits as dental care
for children under 19, prescription drugs, maternity care, and family planning services and supplies.
Under the health care approach, these initial State plan benefits
for the poor and the near-poor would become the standard for the
nonpoor after 3 years. At that point, additional benefits would be
added to the State plans as necessary facilities and serviceS come into
operation. After an additional 3 years, the enlarged State plan benefits would become the standard for everyone. Thus, by the end of
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this decade, truly comprehensive health care insurance coverage should
be a reality for everyone in the nation. These extensive and comprehensive benefits would include, on an ambulatory basis, the following:
All diagnostic X-ray and laboratory tests; surgery and radiation
therapy; doctors' visits, including treatment of mental conditions,
well-child care, including immunizations; periodic health check-up
examinations; dental care, including annual examination, fillings, extractions and dentures; prescription drugs and specified non-legend
drugs; rehabilitation services, including prosthetic devices, physical
therapy, and speech therapy; maternity care, including pre-natal care
and post-natal treatment; vision care and family planning services
and supplies.
For practical purposes, there would be no maximum limitation on
primary and specialty care provided on an ambulatory basis, and institutional care would be covered within these realistic limits:
Three hundred days of semiprivate general or psychiatric hospital
care for illness; 180 days of convalescence in a skilled nursing home
per illness; 270 days in all approved home health care program per
illness.
COMPREHENSIVE BENEFITS

COVERAGE

The Federal standards proposed in H.R. 4349 are designed to provide protection against the costs of health maintenance services as
well as diagnosis and therapy for minor, major, and catastrophic
illnesses. By 1979, when facilities and services of more adequate capacity are available as the result of other provisions of the healthcare
approach, the standard benefits will provide full ambulatory care and
realistic provision for costly institutional care.
Modest copayments would be necessary both as a means of holding
down total costs and as an incentive toward patient responsibility.
Similarly, small deductibles would be permitted under employee and
individual plans.
Let me emphasize however, that no self-supporting family would
be out-of-pocket more than $1,000 per year with respect to covered
expenses. Moreover, for low-income families the out-of-pocket limit
would range from $30 to $120, depending on income.
When health care is in full operation, for any one claimant, benefit
payments could well exceed $50,000. Thus under healthcare there is no
need for a separate fragmented catastrophe benefit, as the following
illustrates.
Mr. X had been on welfare for over a year and had been unable to
find any work. He and his family were covered under the qualified
State health, care plan, with premiums paid by government. His wife
was 7 months pregnant with their first child when their tenement
caught fire and she was severely burned. She was in the hospital 197
days and her premature baby was in the hospital 53 days. Her hospital
and medical bills amounted to $34,120 and the baby's totaled $2,710.
Mr. X would be required to pay only $30 under qualified State health
care pian, and the plan would pay the remaining $36,800--99.92
percent (see chart 1).
(The chart referred to follows:)
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CHART 1.-ILLUSTRATIONS OF FAMILY HEALTH CARE EXPENDITURES
COVERED UNDER " HEALTHCARE"

Case.-Person on welfare. Pregnant wife caught in tenement fire and
severely burned. Hospitalized for 197 days and premature baby hospitalized 53 days. Total medical bills $36,830. "Healthcare" would pay
all but $30 on this amount.
$36,830 In hospital & medical bills

paid by Insured

.08%

Case: Person in work force. Hospitalized 278 days for treatment of
cancer. Total medical bills of $52,450. "Healthcare" bill would
pay all but $1000 of this amount (the family limit on copayments).
.$52,450 In total medical bills

paid by Insured

2%

Mr. SMITH. Another example is the case of Mr. Y. He made $12,000
a year as a foreman of a machine tool company and was covered under
a qualified employee health care plan. He went to the hospital to have
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his gall blader removed only to discover that he had cancer. He never
left the hospital, dying there after 278 days of confinement and $52,450
worth of treatment. His widow would have to pay $1,000, the maximum limit on copayments, and his employer's qualified employee health
care plan would pay the remaining $51,450-98 percent (see chart 1).
COST OF I.R. 4349

Persistent inflation and increasing taxes make the cost of a national
health insurance program a critical question. The resources of our
country are great, but not unlimited; neither is the patience of the
taxpayer inexhaustible. Furthermore, health care represents but one
of many important demands. Among these, environmental control,
revitalizing our cities and antipoverty programs are all related to the
Nation's health. They, too, have valid claims in our national and personal resources. Indeed, until these latter programs have been accomnplished, the general level of health in the United States will remain below par no matter how much improvement is made in the
health care delivery and financing systems.
But one of the key features of the National Healthcare Act is that
it puts us on the road to solving our health care delivery and financing
problems at relatively little additional tax burden for the citizen. H.R.
4349 can do this because it relies on proven strengths of the present
system, including major contributions from the private sector. The
cost of broadened benefits under private plans, as now, will be borne
by employers and employees.
Our actuaries estimate that the net additional Federal and State
Government expenditures at price levels during fiscal year 1974, expected first year of operation, will be $4.2 billion for ald provisions of
the bill then applicable. A detailed actuarial analysis of these costs is
set forth in appendix A.
It is most important to note that our claim cost estimates were made
before the price-wage freeze and may somewhat overstate the cost.
REGULATION IN THE PUBLIC INTEREST

Any program that proposes Federal standards for health benefits
naturally raises the question of whether the present State regulatory
system for insurance could provide satisfactory supervision in the
public interest. We believe the answer is "Yes," both philosophically
and pragmatically.
Insurance companies are subject to extensive regulation by the
States under a system established early in the history of health care
insurance in this country and further implemented and refined under
congressional mandate.
A close examination of this regulatory system will show it to be
highly detailed and systematic, yet containing the expertise and flexibility to adapt to the changes that would be necessary upon enactment
of H.R. 4349.
I understand you will have testimony from the National Insurance
Commissioners Association later.
Under the State insurance regulatory system, each insurance company and its agents desiring to do business in a State must obtain a
license and such license must be renewed periodically, usually on an
annual basis. To obtain a license and to continue the license, insurers

341
must meet specified standards as to assets, reserves, and investments.
Each company must file under oath, with each State in which it is
licensed to do business, a comprehensive annual statement, setting
forth in detail a report of its financial condition and its business for
the preceding year. In addition, each company is subject to a detailed
periodic examination of all its affairs by State insurance department
examiners. The examination covers not only a company's financial
status, but other items subject to detailed State statutory requirements.
The results of such examinations are public documents. All States have
statutes providing for corrective procedures to be taken in the event of
financial weakness.
The consumer is protected in numerous other ways. For example,
each company must file with each State insurance department copies
of each policy form it desires to issue in that State prior to use therein.
In most States, the rates to be charged for such policies must also be
filed. The State insurance department either approves or disapproves
such forms for use in the State. One of the grounds on which individual health insurance policy forms are subject to disapproval under
State law or regulation is proposed premiums that are unreasonable in
relation to the benefits to be provided under the policy form.
Other standards for the approval of policy forms relate to uniform
type size, incontestability, grace periods, proof of loss, and other provisions to assure that the forms are not unjust, unfair, ambiguous, misleading or contrary to the law. The State laws also set forth either in
actual language or in substance the provisions which are required to
be contained in each policy and provisions which are prohibited. As to
the rates charged for any health insurance coverage, each State, in
addition to the foregoing, specifically provides under the State Fair
Trade Practices Act that such rates may not be unfairly discriminatory. All State insurance departments have facilities for processing
complaints of insureds. These facilities constitute yet another effective
method of protecting consumer interests.
In addition to these State requirements, the highly competitive nature of the health insurance business has proven to be a most effective
economic regulator of price. The premiums which employer-employee
plans pay must meet an extremely competitive market and are usually
subject to close scrutiny by independent consultants as well as sophisticated review by management and labor.
AMENDMENTS TO H.R. 4349

In appendix B, we propose several technical amendments that do
not change the basic substance of the bill, but will clarify some of its
provisions.
CONCEPTS REJECTED

In appendix C, we set forth a number of concepts contained in other
national health insurance proposals that we have carefully evaluated
and rejected as not being in the best interest of the country.
TIlE POTENTIAL OF PRIVATE HEALTH INSURANCE

In my introductory comments I referred to the experience and expertise that private health insurers have developed, over the years, not
only in administering insurance but in many other areas of health care.

/
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Today, as we propose the development for the Nation of a com'prehensive health system that would be based substantially on private
insurance, it is only proper to review the record and consider the potential of insurance companies, and other private insurers.
Let's start with the elementary facts that private insurers exist in
a number of competing forms, and that they provide a significant
measure of health care protection for over 90 percent of the noninstitutionalized civilian population under age 65.
Chart 2 reflects the dramatic up-surge of hospital coverage from
about 9 l)ercent 30 years ago to 92 percent in 1970.
(The chart referred to follows:)
CHART 2
PROPORTION OF CIVILIAN NON-INSTITUTIONAL POPULATION WITH
PRIVATE HOSPITAL EXPENSE AND MAJOR MEDICAL EXPENSE
INSURANCE COVERAGE, UNITED STATES, 1940-1970
Percent Covered*
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*Data through 1965 are for all ages. Beginning with 1966,
data are for persons below age 65. Most persons 65 and
older have been covered by Medicare since 1966.
**All insurers.
"*"Insurance companies.

Mr. SITh. And major medical coverage, a remarkable innovation
of insurance companies just 20 years ago, now covers more than 76
million Americans.
A second important fact is that over three-fourths of the coverage
now in effect is low-cost group insurance for which, in most cases,
employers pay a major portion of the cost. And as to cost, a recent
survey of insurance companies writing over half the group health insurance business revealed that their 1970 iarketin g and administrative costs averaged only 8 percent of premiums. They paid an addi-

tional 2.1 percent in State premium taxes.
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Perhaps even more significant is the fact that a private insurance
company is able to administer a very large group health insurance
plan for less than 4 percent of premium, including a, very modest
profit. This is an expense rate, exclusive of taxes, that is less than the
expense rate of the medicare program.
An impertant national resource and significant cost-control force
resides in the fact that there, are a large numl)er of carriers, mutual
and stock insurance coml)anies, Blue Cross-Blue Shield plans prepaid group practice plais. Because each competes with the others,
the consumer is assured of ever-improving benefits, more efficient services, and highly competitive premiums.
Indeed, between the increasing prices of health care services and
the intense competition, insurance companies' margins over claims
and expenses in recent years have averaged only 2 percent on individual health care business and have been nonexistent in the aggregate
on group health care business.
A little-acknowledged fact, also, is that insurance companies have
met a real need by making available individual health insurance policies to those without access to group plans. While individual policies
necessarily have higher marketing and administrative costs than
group policies because they are sold face to face and dealt with individually, they have the advantage that they can be tailored to meet
individual needs. For example, some people prefer to cover only medical expenses in excess of a high deductible, such as $500, accepting a
higher percentage of marketing and administrative costs as secondary
to the desire for low absolute premiums. With the advent of the comprehensive benefit structure of H.R. 4349, expenses as a percentage
of premium may be expected to be considerably lower.
Although we are not often so credited, the record should likewise include the fact that many insurance companies are offering and have
been offering comprehensive coverage, including benefits for diagnostic tests performed outside as well as inside a hospital, physician's
office visits, dental care, psychiatric care, and other ambulatory benefits. We only wish more pe ople had bought such coverage.
Many at this hearing have heard that insidious expression, "Private insurance pays only a third of a bill." Insurers can pay benefits
on y for people who have chosen to be insured. And then they can
ay only for the kinds of expenses the people have chosen to insure.
4,or purposes of evaluating how adequately private insurance covers
the expenses it purports to insure, it is clearly misleading to compare
the $15 billion of 1970 voluntary health insurance benefit payments
with the Nation's total health expenditure of $67 billion.
This so-called total of $67 billion includes outlays for research, construction, the "net cost" of insurance, as well as all of the governmental
public health programs, and medicare and medicaid. Even if these
outlays are removed and the $15 billion of private benefit payments
atre compared with total private personal health care expenditures of
$38 billion, the result is still misleading because the latter figure includes such nonrelated items as: (a) the health care expenses of those
who are not insured at all; (b) the deliberately uninsured health care
expenses of those who are insured; (c) a host of quasi-health expenditures, most of which, without demeaning their importance, probably
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never will or should be covered by any national health insurance plan,
such as nonprescription drugs, toothpaste, bandaids, and other personal care supplies sold by pharmacies; also, hospital charges for television, telephone calls, guest meals, and even the fees of veterinarians.
The crucial fact is that over half of all group claimants are reim.
bursed for at least 90 percent of the expenses they have elected to
cover, and three out of four collect at least 70 percent.
Mr. Chairman, the members of your committee may have heard
it said that the private insurers have done nothing to stop the rising
costs of medical care. As you are well aware, such a statement deliberately ignores the fact that the principal causes of this rise have
been increased wages, long subpar in hospitals, the growing need for
skilled personnel to render a given unit of increasingly complex care,
the availability of better but more costly equipment, and the development of new but expensive lifesaving techniques such as kidney dialysis and open heart surgery. One might ask: Were insurers supposed
to prevent these changes and improvements? Is it intended that a
monolithic, Federal system do so?
There are two cost areas where insurers, of course, do have a role.
These are overcharging and overutilization. Insurers have tried hard
to spot and control overcharging. We have worked with medical societies to set up peer review committees, not just for the purpose of
catching overcharges but for the purpose of educating physicians not
to overcharge in the first place.
With respect to overutilization of medical services, our record is
not as good as we would like it to be, but we think it is good in light
of the severe antitrust restrictions under which we operate, which,
for example, make it difficult for us to deal with these matters on an
intercompany basis.
For over two decades now, we have been questioning not only the
length of hospital stays but the necessity of the confinement itself.
We for years have made available benefits for diagnostic X-ray and
laboratory tests performed on other than an inpatient basis in order to
eliminate unnecessary days spent in hospitals. More recently, we have
encouraged and participated in experiments with preadmission testing for this same purpose. And to minimize the paperwork and hence
reduce the cost of handling claims, insurance companies have developed, in cooperation with the providers of care, simplified uniform
claim reporting forms for both hospitals and physicians.
Going beyond more or less traditional areas of health insurance, I
would point out that even before the Comprehensive Health Planning
Act was passed in 1966, insurers were actively engaged in health facilities planning councils in order to avoid unnecessarily duplicative
facilities. Since then, we have been providing manpower and some
funds for the 314 (b) areawide health planning agencies so authorized.
We recognize the potential for cost savings and disease prevention
that nontraditional methods of organizing health care may have. We
therefore have been extensively looking into prepaid group practice
and other forms of health maintenance organizations to see how they
best can be created and brought into operation.
We have developed group plans that include the dual choice concept whereby each insured family periodically decides whether to re-
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ceive services under a prepaid group practice plan or under a fee-forservice arrangement. We are devoting nupower and operating and
mortgage funds to develop new health care delivery organizations.
Examples include the I Iarvard community health plan, the Columbia, Maryland plin, the W-ashington University project in St. Louis,
the National Medical Association Foundation programs in the District
of Columbia and )etroit, just to mention a few. We are also supporting surgicenters where minor surgery can be performed on a walk-in,
walk-out basis, thus significantly reducing the need for hospital beds.
Perhaps even in these hearings you have heard the misleading cornment often made by the proponents of an all-governmental financing
system, that no other nation uses private insurers as the primary
source of financing health care.
The point. that is conveniently overlooked, of course, is that no other
nation had as extensively developed a pluralistic private financing
system as the United States at the time it considered the problem of
national health insurance. Ihle various European l)rograms differ considerably as respects those who are covered, the scope of benefits, and
the form of administration, but in almost all instances, the limited
systems of private insurance that did exist were utilized in whole or in
part rather than completely scrapped.
Of even more, significance is the fact that these foreign governmental
systems have not been able to stop the inevitable increase in health
care costs any more than we have. In some countries, in fact, hospitals
have been allowed to deteriorate through inadequate government appropriations for their maintenance, and physicians have been so poorly
paid that considerable number of them have either quit practice or
moved to another country, notably the United States.
A PERSPECTIVE FOR THE FUTURE

There is much more that could be said, but we know it is not necessary to elaborate further to this committee on the issues and the
proposals. There is obviously, considerable agreement on goals and
objectives. I dare say that many of the witnesses before you will agree
with our formulation of basic goals, with perhaps one outstanding
exception: The use of the private health insurers.
Some would use the Federal Government, instead, and sometimes
in ways that would destroy the private health insurance business today
and rationalize the health care delivery system tomorrow.
The choice between a pluralistic private insuring mechanism and a
monolithic Federal one is a fundamental choice that must be made
before any national health insurance plan can be adopted. We think
our record of accomplishments is good and our potential is great. This
leads to our firm conclusion that the pluralistic, private system embodied in H.R. 4349 will serve the best interests of all Americans. We
urge its enactment.
Mr. BURLESON. Mr. Smith, do you wish now to have appendix A
and other charts and tables included in the record?
Mr. SmITH. Yes, sir.
Mr. BURLESON. Without objection they will be included.
(The material referred to follows:)
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APPENDIX
ESTIMATED

COST OF THE NATIONAL

A

HEALTHCARE ACT OF 1971

(H.R. 4349)

I. Introduction
H.R. 4349 provides for programs to increase and redistribute the supply of
health manpower, promote the development of ambulatory care, strengthen community health planning, improve cost and quality controls, develop national
health objectives, and extend comprehensive health insurance to the entire, population. These programs would be accomplished through a private-governmental
partnership with each partner, in varying degrees, sharing in the cost of
Implementation.
This memorandum contains estimates of the added costs to government to improve the delivery system, and the additional tax burden resulting from the
expansion of comprehensive health insurance. These estimates are for fiscal year
1974, the first year that significant elements of all six H.R. 4349 programs would
be operative as provided for in the bill.
II. Added costs to Federal Government for increased health manpower, ambulatory care centers, community health planning, and related items
H.R. 4349 calls for the following increases in Federal Governmental expenditures in fiscal year 1974:
Amount in
Item :
millions
Training, scholarships, and waiver of loans:
$75
-------------------------------------------------Nurses
50
Allied health professional (grants) --------------------------60
Allied health professionals (loans) --------------------------Subtotal ----------------------------------------------Grants to medical and other schools -----------------------------Grants for services in deprived areas ----------------------------Grants and loan guarantees for developing and building ambulatory
care centers -----------------------------------------------National Council of Health policy advisors ------------------------Total

-----------------------------------------------------

185
50
50
200
1
486

It is to be noted that H.R. 4349 also calls for $100 million for medical student loans in 1974. It is assumed that such spending, however, will have already
been authorized by bills that have recently passed the House and the Senate. If
such a bill, or bills, are not passed, the above total would be increased by $100
million.
III. Additional tax burden to Federal-State-localgovernments to extend comprehensive health insurance to poor, near-poor, and uninsurables
In this section of the report, the additional tax burden is developed by estimating the excess of the total administration and claims costs of the low-income
population and the uninsurables (less their contributions) over the comparable
spending already committed for Title XIX coverage for the low-income
population.
A. Unit claim costs
The estimated annual claim costs per covered person are presented In the table
on Page 4. These claim costs represent the per capita morbidity costs (benefit
payments) anticipated in 1974 for the insured benefits provided by H.R. 4349.
They are based on the level of morbidity costs that has been observed for a broad
exposure of actively-employed persons and their dependents covered by group
Insurance during fiscal year 1970. These costs were projected to fiscal year 1974
based on recent trends under health insurance plans covering similar services.
These trends which vary by type of service reflect not only price inflation of unit
costs but also reflect the increase in the utilization of health care services and the
gradual and continuing growth in the number and complexity of services and
treatments. Therefore, any tempering in the rate of price inflation, for example,
would only affect that portion of the overall trend pattern that reflects the past
pattern of price increases.
H.R. 4349 calls for a significant number of controls on costs, programs to
induce a shift in site of care from institutional to less costly ambulatory serv-
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ices, and increases in manpower and facilities. It is realized that these measures will produce the intended result only after a transition period and, therefore, will not have a major effect upon claim costs during the initial year.
Accordingly, estimates of the claim costs have been based upon current levels
of manpower, current cost control procedures, and current emphasis upon
institutional care.
The indigent and near-indigent population are believed to be in a relatively
poorer health status than the population of employed persons and their families.
Therefore, the indigent and near-indigent might be expected to generate higher
claim costs than those presented here. However, the limited evidence available
does not show the poor to have higher claim costs initially. Studies comparing
Initial utilization experience of OEO and Title XIX populations that were
enrolled under insured plans to the cumulative utilization experience of regularly-insured groups in Portland, Oregon and New York City, show no
essential differences In claim costs. More mature experience has not as yet
been published. This apparent similarity in the utilization rates need not
mean that the poor are as healthy as the non-poor but rather that they may
lack a familiarity with the insured benefits available and be reluctant to
seek medical care. In addition, it should be noted that the claim costs presented are based on a population which has had considerably greater access
to medical care than the poor. In the light of these counterbalancing factors
and the data which are available, the claims costs are felt to be appropriate
for the poor and near-poor in 1974.
The estimated annual claim costs per person for the Qualified State Healthcare Plan benefits are presented below. Details of these costs are shown in
the attached Table 1.
Child

Adult
under 65

Priority I -----------------------------------------------------Priority II
----------------------------------------------

$99
48

$228
73

$86
77

Total ------------------------------------------------------

147

301

163

Benefits

Adult
65 and over

It should be noted that there is not likely to be sufficient health manpower
and facilities available in 1974 to provide the services represented by both priority
I and priority II benefits to the entire population, and hence any plan that
purports so to provide would inflate the above unit costs. The same applies to
an even greater extent to a plan that would provide all these priorities in 1974.
If the impossible were possible and the nation were to have sufficient manpower
and facilities in 1974, then the comparable cost of the priority III benefits would
be as follows:
Benefits
Priority III ------------------------------------------------------

Child

Adult
under 65

$31

$98

Adult
65 and over
$110

B. Eligible population
H.R. 4349 provides that families with earnings up to $6,000 per year could be
eligible for benefits under a Qualified State Healthcare Plan, depending on size
of family. For example, one-person families are eligible up to an Income of
$3,000; two-person families up to $4,500; and three or more person families up
to $6,000. See the attached Table 2 for these details.
Data were provided to the Association by the Ofice of the Actuary, Social
Security Administration, with respect to a distribution of the population by
size of family and by income for fiscal year 1970, and with respect to a projected
distribution of the total population by age for fiscal year 1974. Based on these
data, and an assumption that wages would rise about 5% annually between fiscal
year 1970 and fiscal year 1974, it was estimated that about 37 million persons
would be in the several income categories eligible for Qualified State Healthcar"
Plan coverage In fiscal year 1974, as shown by the following table.

348
POPULATION SUBJECT TO ELIGIBILITY
[In thousandsl
Child

Adult
under 65

Under $2,000 ---------------------------------------------------$2,000 to $3,999 -------------------------------------------------$4,000 to $6,000
----------------------------------------

1,736
4,023
6,332

4 563
5,842
5,550

Total -- _-----------------.------------------------------

12,091

15,955

Family income

Adult
65 and over
4, 014
4,111
842
8,967

H.R. 4349 provides that those persons eligible for Qualified Employee Healthcare Plans in fiscal year 1974, regardless of income, would not be eligible for
coverage in the state plans. Unpublished data were made available to the Association by the National Center for Health Statistics, HEW, indicating the proportions of the population covered by private health insurance in 1968, by age and
income. Based on these data, the population eligible for Qualified State Healthcare Plan coverage is reduced from 37 million to 30 million people.
PRESUMED ENROLLED POPULATION
[In thousands
Child

Adult
under 65

Under $2,000 ---------------------------------------------------$2,000 to $3,999 -------------------------------------------------,000 to $6,000 --------------------------------------------------

1,701
3,661
4,306

4,380
5,083
3,496

Total -----------------------------------------------------

9,668

12,959

Family income

Adult
65 and over
3,653
3, 124
438
7, 21

During fiscal year 1974, benefits for Qualified State Healthcare Plan beneficiaries would consist of Priorities I mnd II. Application of the unit -

iim oo ts

for these benefits to the eligible population produces the estimated first-year
claim costs for the poor and near-poor under Qualified State Healthcare Plans,
as shown in the following table:
ESTIMATED CLAIM COST FOR QUALIFIED STATE HEALTHCARE PLANS
Total claim cos
Annual unit
Eligible for poor and nea
claim cost
population poor fiscal yea
priorities I and II (in thousands) 1974 (in millions
Child ------------------.--------------------------------Adult under 65 --------------- --- I-------------------------Adult 65 and over ------------------------------------------Total

147
301
163

-------------------------------------------------------------

9,668
12,
959
7,215

1,421
3,901
1,176

29, 842

6,498

67. Co8t effect of uninurables
The portion of the uninsurable population which will avail itself of the coverage offered by the Qualified State Healthcare Pools is difficult to measure with
precision. Some limited data available from insurance companies concerning
declinations due to health conditions and related information indicate that there
could be as many as one million such individuals, of whom 90% are adults and
10% are children. At a presumed claim cost of approximately three times the
average assumed for the low-income population, the inclusion of these uninsurables will generate the following additional claim costs for the State Healthcare
Pools.
Eligible
Annual claim
population
cost, priorities
I and II (in thousands)
Child -----------------------------------------------------

429

100

Adult under 65 ---------------------------------------------

876

900

Total-..

.

.

.

.

.

.

Net cost fiscal
. year 1974
(in millions)
$43
788

1,000
831
..---------------------------------------------------
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D. Administrative expenses
The administrative expenses which will be required to provide the benefits
for the Qualified State Healthcare Plans will depend upon a number of critical
factors. Certainly the question of beneficiary eligibility and identification will be
a difficult one, particularly where individuals enter and leave eligibility status as
their economic condition changes. As with any new program, there will also be
necessary start-up costs. For purposes of this cost estimate, the on-going administrative costs are estimated at 10% of premiums.
B. Contributionsby the near-poorand uninsurables
Contributions by the near-poor will depend upon the actual number eligible
and the contributory scales enacted. Based on the illustrative scale shown in
Table 2 attached, and the populations outlined earlier, total contributions by
low-income beneficiaries would approximate $400 million in fiscal year 1974.
Contributions by the uninsurables, according to the provisions of H.R. 4349, will
be at the level of cost for a single individual and should approximate $400 million in fiscal year 1974.
F. Medicaid expenditures of poor and near-poor
During fiscal year 1970, combined Federal-State expenditures for Medicaid
(Title XIX) programs for the indigent and near-indigent totalled $5.0 billion.
Based on the most recent trend in these health care expenditures, costs over
the next four years of Title XIX programs are projected to reach $9.0 billion
by fiscal year 1974.
It is estimated that approximately 25% of Title XIX expenditures under the
present program is for domiciliary nursing home care and, therefore, not covered under this program. Further, some states currently provide coverage to
Medicaid recipients that is more extensive than the Priority I and II benefits
that would be provided by the Qualified State Healthcare Plan initially. It is
estimated that this difference will amount to 15% of Medicaid spending. The
remaining 60%, however, would be covered )y Qualified State Healthcare Plans.
Thus, of the $9.0 billion estimated for Medicare costs in fiscal year 1974, $5.4
billion would be covered by the Qualified State Ilealthcare Plans which would
eventually replace Title XIX as far as health care expenses are concerned. This
$5.4 billion must be reduced by the amount the Title XIX programs will pay for
the Part B Medicare premiums for eligible persons over 65 because this expenditure would continue under H.R. 4349. For fiscal 1974, the amount of such Part
B Medicare premium payments is estimated at $300 million.
G. Summary of added cost to Government for State Healtheareplans
Fiscal Year 1974:
Total annual claim costs (Priorities I and II) :Billion
For poor and near-poor ----------------------------------For uninsurables ------------------------------------------.

$6. 5
8

offsets to gross costs of healthcare pool:
Total ------------------------------------------------Administrative expenses ---------------------------------------

7.3
.8

Gross annual cost o/f State Healthcare pools---------------------

8. 1

Contributions by poor and near-poor -------------------------Contributions by uhinsurables ------------------------------Total -------------------------------------------------Net annual cost of State Healthcare pools ----------------------Title XIX expenditures eliminated in 1974-----------------------

.4
.4
.8
7. 3
5. 1

Net additional tax burden ----------------------------------2. 2
IV.
1ff eot on tax revenue resultingfrom tax incentive in the Healthcare program
The major effects on tax revenues estimated in this memorandum result from
the net of increases in taxes for those employers who do not adopt plans which
meet minimum standards and decreases in taxes due to higher expenditures for
improved health insurance programs.
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A. Estimated increase in expenditures for Health Insurance programs
qualifying as employer Healthcareplans
Under the Healthcare Program, employers now providing group health Insurance coverage may eliminate coverage, retain their present coverage which, in
many instances, will not meet minimum standards, or they may adopt a plan
which meets or exceeds minimum standards. Those who adopt plans meeting
standards will fall into a number of categories: those who adopt the minimum
benefit levels exactly, those who retain all of their present coverage merely
adding additional benefits to meet minimum standards, and those who adopt
deductibles and coinsurance In conjunction with minimum standards in accordance with alternate provisions under the Healthcare Program. Finally, some
employers who do not now have coverage will adopt the standards exactly.
On the basis of current trends in group Insurance expenditures, it is projected
that by 1974, an average of $335 per Insured employee will be expended for
health insurance benefits in the absence of any national health insurance plan.
With enactment of H.R. 4349, it Is projected that an average of $450 per Insured
employee will be expended for those employees who are Insured under a qualified
plan, some of whom will have benefits In excess of priority I in 1974. It is
further estimated that those employers who have plans that do not meet the
minimum standards will be expending approximately $225 per employee. These
figures are based upon net expenditures recognizing that many families would
be covered under more than one plan in view of the large number of working
wives.
B. Net change in tax revenues resultingfrom plan upgrading
The effects on tax revenues of the various tax incentives of the Healthcare
Program are complex and Interrelated. Many of the multiple effects will depend
upon how taxpayers adjust their spending levels in relation to changes In their
health care expenditures. For purposes of this cost estimate, the following areas
of tax effect have been evaluated.
1. Tax loss due to employer upgrading to at least minimitm standards.-Assum..
Ing that 75% of employees will be covered by a qualified program of one type
or another, and that employers pay approximately 75% of th ecost of health
programs, the estimated tax loss Is $1.3 billion.
2. Taw gain as a result of some emloyers not adapting minimum plans.-Assuming 25% of the eninloyees are not covered under a minimum plan, and that
employers contribute 50% of the cost, tax gain would be approximately $0.3
billion.
8. Taw loss due to increased employee contributions under qualified plans.As a result of the increased contributions paid by those employees who presently
itemize deductions, the tax loss Is estimated as $0.2 billion. This figure allows
for the fact that claimants will have a smaller deduction for actual medical
expenses.
4, Individual Healthcare plan tax effects.-Based upon two million selfemployed persons purchasing Qualified Individual Healthcare Plans, and the
additional one million uninsurables who will have state plan coverage, the estimated net loss in tax revenues due to increased deductions for qualified coverage
Is $0.3 billion.
In summary, the above estimates produce a net loss In tax revenue of $1.5
billion due to tax Incentives resulting in upgrading of plans.
V. Summary
This memorandum outlines tht baols and results of an analysis of the major
change in government revenue in 1974 that would result from the enactment of
the Healthcare Bill. These results are as follows:
Billions
A. Added costs for improving the health care delivery system ----------$0. 5
B. Net additional tax burden due to establishment of State pools. for the
low-income population and uninsurables ------------------------2. 2
C. Net loss in tax revenue due to plan upgrading ---------------------1.5
Total

-----------------------------------------------------

4. 2
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TABLE 1.-UNIT CLAIM COSTS FOR H.R. 4349
Claim cost per person per year, fiscal year 1974
Priority I
Benefit

Child

Institutional -----------------------

<65

57.97 160.22

Priority III (for illustrative
purposes only)

Priority II
65

65+

Child

<

40.76

5.99

26.93

65+

Child

<65

65+

12.76

22.9

5.62

14.28

Hospital ------ _------------51.00 150.62 27.47
5.86 25.59
7.60
2.16
4.94
7.57
.74
2.58 ---------. 37
5.00
.-------. 19
6.60
Nursing home ------------------------Home care ---------------------------- .
44
.27 ---------. 12
.16 ---------. 07
.11
Doctor visits (institutional) -------3.64
8.42 10.44
.13
.85 ---------. 13
.42 ......
Baby care (institutional) -------- 3.33 --------------------------------------------------------........
90.35
38.12 60.84 42. 98 40.90 43.94 62.25 27.40 87.78
Ambulatory --------------------Doctor visits ----------------9.83 17.04 18.65
2.29
4.56
5.09
7.36 13.71
11.89
X-ray and laboratory ---------- 5.90
9.96
7.29
.14
.14 ----------------------- .
84
Surgery ----------------------19.08 33.56 17.04
.85
1.70 -------------------------------Flamily planning --------------------------------------- . 29
4.24 ...............................
Obstetrics------- _----.------------------------------1.06 10.55 -------------------------- ...
Checkups --------------------3.15 ------------- 2.98 ___------------ 7.44 15.47 15.47
Dental ------------------------------------------------23.04 ----- --------- 2.51 55.10
52.58
Drugs -------------------------------------------------7.35 19.45 46.38.........
Therapy ---------------------- . 16 .28 -------- 2.34
1.90 6.71
.73
.44 .73
Vision care -------------------------------------------------------------------9.36
3.06
8.84
Appliances -------------------------------------------. 56
1.40
4.07 ------------_--------Net total --------------------

96.09 221.06

83.74

46.89

70.87

75.01

29.69

93.40

104.63

Adjusted total for State healthcare plans' I....----------------

99.00 228.00

86.00

48.00

73.00

77.00

31.00

98.00

110.00

Total estimated for uninsurables ---- 288.00 663.00 ------ 141.00 213.00 ...............................
I Adjusted by 3 percent (5percent for priority Ill) to reflect the overall limits on copayments.

TABLE 2.-QUALIFIED STATE HEALTH CARE PLAN, ILLUSTRATIVE ELIGIBILITY AND CONTRIBUTION PROVISIONS
Family of I
Contributary income

Family of 2

Family of 3 or more

Total Income' Contributions2 Total IncomeI Contributions2 Total IncomeI Contributions2

0 ------------------ 3 $2,000
$5----------------2,500
1,1000
.................
3,000
$1,500
.................
3,500
2,000----------------4,o0
2,500 .................
4,500

None
$90
180
()

3$3,000
3,500
4,000
4,500

(

None
$90
180
270

5,000
5,500

(4
(4

3 $4,000

4,500
5,000
5,500
6,000

6,500

None
$90
180
270
360
(4)

I Total Income is line 15c of Federal income tax form 1040 (1970).

2Reduce (but not below zero) by combined aggregate premium, if any, paid by the family for pt. Bof medicare.
3 Or less.
4 Ineligible.

Family is
eligible if
its total
income ' is
not more
thanSize of family:
1-----------------------------------------------------------2-----------------------------------------------------------3 or more---------------.---------------------------------

$3,000
4,500
6,000

Contributory
Annual
income
contribution
excess, ii
as a percent
any, of total
of contribincome
utory
overincome
$2,000
3,000
4,000

218

218
218

1Total income is line 15c of Federal income tax form 1040 (1970).
2Prior to reduction (but not below zero) by combined aggregate premium, if any, paid by the family for pt. Bof medicare.

Note: No contribution would be made by families receiving cash assistance.
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APPENDIX B
PROPOSED AMENDMENTS TO H.R. 4349

1. Amendment relating to podiatry
On Page 6, line 2, insert "podiatry," immediately after "optometry,".
On Page 6, line 8, insert "podiatrists," immediately after "optometrists,".
On Page 25, line 23, insert "podiatric care," immediately after "dental care,".
On Page 48, line 17, strike out "or."
On Page 49, strike out the matter on line 7 and insert in lieu thereof "necessary; or".
On 1)ige 49, between line 7 ami 8, in'4ort the following:
"(vii) any charge for the treatment of flat foot conditions or the prescription of supportive devices therefor, the treatment of subluxations of the
foot, or routine foot care (including the cutting or removal of corns, warts,
or calluses, the trimming of nails, and other routine hygienic care) except
when the patient Is being treated for a metabolic disease, or a peripheralvascular disease.
On Page 49, line 14, insert "doctor of podiatric medicine (D.P.M.)," immediately after "(D.O.),".
COMMENT: This amendment is designed to include the services of podiatrists, now excluded by I.R. 4349, in the definition of Minimum Standard Healthcare Benefits. However,
routine foot care would not be covered.

2. Amendment relating to coordination of benefits provision
On Page 57, delete lines 18 through 25 and insert in lieu thereof the following:
"anti-duplication provision as modified ali(1 interpreted in the report of

the industry task force on coordination of benefits attached to the report
of the C-1 Accident and Health Protection Subcommittee as set forth in
Volume I of the 1971 proceedings of the National Association of Insurance
Commissioners."
COMMENT: Provides proper citation to present policy of NAIC.

8. Amendment relating to definition of minimum standard Healthcare benefits
On Page 48, delete line 4, 5, and 6 and insert in lieu thereof the following:
"(i) Any charge for health care for which any benefit Is paid or payable under
any workmen's compensation law or similar law or other legal requirement."
COMMENT: The present language of the bill Is unintentionally too broad. All types of
employment are not covered by workmen's compensation as for example, farm workers,
domestics and casual employment. These uncovered classes should be eligible for Healthcare beneAts, and this amendment so provides.

4. Amendment relating to renewal of qualified individual Healthcare plans
On Page 66, amend subparagraph (A) to read as follows:
"(A) which obligate the insurer to renew tie contract until the earlier of:
(i) the date on which the individual in whose name the contract was
Issued first becomes eligible for coverage under Title XVIII of the
Social Security Act, or
(i) July 1 of the year in which the Insurer shall have given at least
one hundred twenty days prior notice that it is non-renewing all contracts issued in that state that either then qualify under subsection (g)
or previously have so qualified and that it will no longer issue such
contracts, and which also reserve to the insurer the right to adjust
premium rates by classes in accordance with its experience under the
type of contract involved ;"
COMMENT: Assures the public particularly individuals then uninsurable of the continuity
of coverage in the event an insurer is required or finds it desirable to cease writing individual health care plans.

5. Amendment relating to benefit changes in individual health care plans
On Page 66, amend subparagraph (B) on line 13 by striking everything after
the figure "(1)" and inserting:
"and which provide that the benefits thereof will be subsequently modified to reflect any changes at any time brought about as a result of amendment to the provisions or paragraph (1) ; and"
COMMENT: Makes clear that the insurer must provide the Minimum Standard Healthcare
Benefits in effect at any time not just those benefits promulgated at the time specified In
paragraph (1) (A).
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6. Amendment relating to qualified State lealtheare plan definition
On Page 73, line 2, delete "or"; replace the period in line 8 with "; or".
Add a new subparagraph (D) following subparagraph (C) to section 2002
(e) (1) as follows:
"(D) the aggregate copayments for a policy year for an individual described in section 2003 (b) shall be limited to $1,000."
COMMENT: Places an annual limit on the amount of copayments applicable
to an uninsurable individual who secures coverage under a Qualified State Healthcare Plan. Such a
limit would be consistent with that which would apply to a single employee insured under
an employer's Qualified Icalthcare Plan.
7. Amendment relating to qualified State Healthcare plan definition
On Page 74, line 24, insert after the word "reimbursement" the phrase "or
would be in the absence of the title."
COMMENT: Makes clear that the various "government exclusion" provision, contained in
many health insurance policies are not to apply to Qualified State Hlealthcare Plans.
8. Amendment relating to taxation
On Page 106, delete lines 8, 9, 10, 11, and 12 and insert in lieu thereof the
following:
(2) may not impose any tax or fee on any domestic carrier which provides health care insurance in the state on or with respect to any premium
or other income received or any benefit provided, or any other transaction
or occurrence, in connection with any health care insurance contract, unless
any such tax or fee is applied equally to all domestic carriers which provide
health care Insurance in the state."
COMMENT: The provision, for which this amendment is a substitute, raises state, .tax
questions which are beyond the area of health insurance and hence may be beyond the
scope of national health insurance legislation. Therefore, this provision should be modified.
The two major types of carriers in the health insurance field are private insurance companies and Blue Cross and Blue Shield organizations. Substantial disparitv exists today
in the state tax treatment of these two major types of competing carriers. In order to
remove tlhd
Inequality in tax treatment within a state between them, and consistent withI
scope of the bill, this amendment provides that any state which imposes a tax or fee on
any carrier domiciled within the state, or on premiums or other income received, in connection with any health care Insurance contract, must apply the tax or fee equally to all
health insurance carriers domiciled within that state.
9. Amendment relating to administrationof qualified State Healtheare plans
On Page 107, strike all of paragraph (2) on lines 7 through 12 and insert in
lieu thereof:
"(2) a carrier licensed to issue health care insurance in a least one of the
50 states or the District of Columbia which has one or more wholly-owned
subsidiaries licensed to issue health care insurance, if In each of the 50
states and the District of Columbia the carrier or at least one of its whollyowned subsidiaries is licensed to Issue health care insurance, or
(3) a domestic carrier, or an assemblage of domestic carriers operating as
one administering unit, which issues at least ten percentum of the total
health care insurance issued in that state. The administering carrier for a
Qualified State Healthcare Plan shall be designated by the state and approved by the Secretary."
COMMENT: Extends authorization to administer a Qualified State Healthcare Plan
to an insurer which is not licensed In all states but whose subsidiary is licensed in the
remaining states so that their combined operations extend to the 50 states and the District
of Columbia. Also extends such authorization to a domestic carrier having at least 10%
of the health care insurance issued in that state.
APPENDIX C
CONCEPTS CONSIDERED AND REJECTED AS NOT BEING IN THE BEST INTEREST
OF-ALL AMERICANS

Representatives of the insurance industry have carefully considered the following concepts contained in certain other national health insurance proposals and
urge that these concepts be rejected, as not being in the best interest of all
Americans.
1. Federal operation of all or a major portion of health care insurance
The transfer of health care Insurance from the private sector to the Federal
Government, together with enlargement of the benefits and expansion of the
number of persons covered, would add a tremendous new tax burden at a time
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when the nation is finding It difficult to raise sufficient tax revenues to solve
other important problems such as unemployment, urban blight, pollution, and
poverty. Furthermore, "federalization" \ oui(l create economic dislocationn for
several hunrea thousand wYoraers in the health insurance industry.
Another set of consierations involves the state of health care delivery. The
innovativeness of the present system would be jeol)ardized by bureaucratic red
tape. Too few aspects of the revised system our nation needs are yet known.
Therefore, flexibility must be preserved.
Finally, without a pluralistic system, the only option becomes what the goverliulit pi)ovi(ue6, ith 110 elements ot colsuller choice, except for the wealthy who
could buy his care outside of the government system.
2. Controlling health care costs by limiting funds
The total cost of a service is the product of its unit price and the number of
times the service is rendered. Experience has long indicated that controlling
unit costs does not fully control total costs of health services.
Some l)rol)osals would control total costs by )lacing a limit on the amount of
funds available for health care. Such l)roposals fail to consider that the incidence of a service is not wholly within the control of either the patient or the
physician. Nor do they consider that the number of such services tlat the nation may need can vary significantly from year to year. Variation of cost by
locality is even greater. Thus, it would be almost impossible for the Federal
Government to impose reasonable limits on health care expenditures and on allocation of funds by area.
Another possible approach is to control the utilization of services by limiting
the resources for providing the services. But since the demandd for health care
is virtually without limit, any undue limit on resources will affect prices. If
prices are held down, something else has to give, either quality or quantity of the
services. In either event, more people would go without suitable care.
3. Nationalizationof comprehensive health planning
In 1966, Public Law 89-749 set up a private-public partnership to Improve the
nation's health through comprehensive community health planning. Many of that
law's provisions are just now beginning to bear fruit. Proposals which would set
up a single federal agency (with or without regional subordinates) to replace the
network of areawide agencies created by the 1966 act would be throwing away
five years of valuable experience on the part of both providers and consumers.
Also lost would be the Insights into the special local factors having an important
bearing on a given community's needs. Health care is an Intensely Individual
matter, directly conditioned by community circumstances. We feel deeply that
this nation needs to enhance participation by citizens and consumers, and must
not bureaucratize human services.
i,. Financingmore health care without improving the delivery system
Congress should reject, as highly inflationary, ally proposal which simply provides additional financing for health care costs without simultaneously establishing programs to assure the availability of the services to be financed. The
Medicare and Medicaid programs have amply demonstrated this point.
5. The provision of catastrophe benefits only
The concept of a catastrophe benefit seems politically attractive. Everyone
wants to be protected against a catastrophe. Moreover, the cost of a catastrophe
benefit only can be substantially less than that of proposals like H.R. 4349 which
would encompass essentially all health care costs, including those of a catastrophic illness or injury. Unfortunately, a catastrophe benefit is as hard to
define as a will-o'-the-wisp is to catch. A $5,000 medical bill Is hardly a catastrophe for an executive, but it certainly is for a family which Is struggling to
live on $6,000 a year. Of 1,000 adults under age 65, less than two have a $5,000
medical bill in any given year. For children the figure is less than one in 1,000.
Thus, if the catastrophe were defined as expense in excess of $5,000 a year, relatively few people would qualify for benefits, but many would complain about
meeting expenses below $5,000. Thus, were a federally-underwritten catastrophe
benefit with a fairly high deductible amount enacted, there would be inexorable
public pressure to lower the deductible. Successive reductions of the deductible
could be anticipated that eventually could bring about a comprehensive, monolithic, federal health insurance program.
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If the deductible were graded according to the individual's income, the cost
of the benefit might increase and the public would find it more difficult to insure
the expenses screened out by the ever changing deductible. Enactment of a
federal catastrophe )enefit would require the revision of virtually all outstandIng private contracts, which now provide some form of catastrophe coverage
to 100 million Americans.
Two final points: a catastrophe benefit only would tend to be inflationary,
for the reason indicated iilitem 4 above, and it would place undue emphasis
on hospital care at a time when ambulatory care -hould be emphasized.
It should be noted that the greatest catastrophe might not be the medical
bill but the cost of prolonged domiciliary care for those who are unable to
care for themselves and for whom there is no cure. The minimum cost of such
custodial care is perhaps $10 a (lay and the need for the care can last for
many years. Custodial care is not a true health care expense, nor can it be
insured as such because the demandd will increase almost directly proportional
to the benefits provided. Today this type of catastrophe is normally handled
by welfare or by the family. It must either continue to be handled in this
fashion or the nation must adopt some income maintenance program which
will provide a minimum benefit for all who can reasonably qualify.

Mr. BURLESON. All'. Pettengill or Mr. Everett, do you have separate
statements you wish to make?
Mr. PETTENGILL. No, sir.
Mr. EVERETT. No, sir-. They are coordinated.
Mr. BURLESON. Thank you very much, gentlemen.
Mr. Byrnes, do you have questions?
Mr. BYRNES. Mr. Chairman, I would just like to get a little better
thumbnail sketch of your proposal. As I listened to it I got the
impression that fundamentally you have a substitute for medicaid.
You don't do anything for those over 65, except that you do suggest
there might be provided supplemental benefits to medicare. So you
do not deal, fundamentally, with that age group in this program.
Mr. STN'rH. The medicare system isnot, no.
Mr. B3YRNES. I guess that is true for most of the proposals before
the committee. Basic reliance is put on continuation of the social security-related medical benefits for those over 65, is that correct?
Mr. SMrITI. I believe Mrs. Griffiths' plan would incorporate people
over 65 into one total plan; isn't that correct.
Mr. BYRNES. There is the one proposal that would not make that
distinction, but most of the others I believe do make the distinction.
All right. Now, you really have a complete revision of medicaid.
Mr. S3IITH. Yes, sir.
Mr. BYRNES. That involves the State plans governing programs for
the poor and the medically indigent. I would like to know a little
about the federally subsidized premiums-and I guess it is basically
federally subsidized with only a partial payment by the States-of
the poor and the near-poor.
What does your bill provide in that. respect? Do you just federalize
medicaid so that you have a standard medicaid policy that the Federal Government approves for the States?
Mr. SMITHT. The bill would call for the establishment in each State
of a health care plan which would be underwritten by the insurance
companies doing business in that State.
Mr. BYRNES. Is that the same situation that you have today? We
say, "If you set up a plan we will pay you a certain amount of the
cost of taking care of these people."
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Mr. SMITH. Today the medicaid plan pays benefits directly. There
is no insurance arrangement in the present medicaid system. The
State pays the benefits directly and the cost thereof.
Mr. BYRNES. But the big difference is that we say, "If you set up
a plan we will pay a portion of it. If you don't set up a plan we don't."
Mr. SMTITh. You pay a portion of it.
Mr. BYRNFS'. In addition, are you going to require States to set up
plans? Is this going to be mandatory? The present system is not
mandatory in this area as I understand it.
Mr. Pettengill.
Mr. PETTrENOTLL. We would say to the State that their funds with
respect to title V and the remaining part of title XIX would be lost
unless they set up this program under this new title XX. There is
that incentive but you are technically correct that it doesn't absolutely
mandate it.
Mr. BYRNES. You give them the carrot and the stick.
Mr. PETTENGILL. Correct.
Mr. BYRNES. You say, "You set it up and we will pay the major
portion of it and, if you don't you are not going to get any money
for medical assistance to these people for whom you now assume some
responsibility.
Mr. PENNENOILL. That is correct.
We have done one thing which I think would help overcome the
problem of the fact that there were two States which did not adopt
the title XIX program. If my understanding is correct they were concerned about the possibility that certain citizens of those States who
were currently Federal wards, specifically the Indians, would no
longer be kept by the Federal Government and instead would be
placed under the title XIX program.
We have specifically provided in this situation that with respect to
such a program the Federal Government could, if it so desired, include
them in the State plans but would have to pay 100 percent of the premium instead of just whatever would be the appropriate fraction for
the State.
We believe, therefore, that we have significantly overcome the problems of the States not implementing or not implementing adequately
the present title XIX program. You are correct that the benefits would
be uniform throughout the whole United States. They would be set by
the bill.
Mr. BYRNES. Is there anything now to prevent a State from contracting with an insurance company?
Mr. PETTENGILL. I believe you are correct that that can be done
under title XIX.
Mr. BYRNES. No States do it, however?
Mr. SMITH. As a matter of fact, my company insures part of the
medicaid benefits in one State on an insured basis.
Mr. BYRNES. What State is that?
Mr. SMITH. Alabama.
Mr. BYRNES. Is that the only State you know of that has actually
contracted out the coverage of its title XIX people?
Mr. PETTENOILL. I believe so and the major problem is one of identifying the individuals in advance of their incurring their expenses. Too
often the beneficiaries are not identified until after they have actually
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started receiving medical care. This I am sure you appreciate is a difficult thing to insure at that point of time. It is like the house having
caught on fire and you call the fire department and then you call your
insurance agent. It is a little bit difficult to do.
Mr. BYRNES. How will they identify them here under your plan?
Mr. PETrENGILL. Under our plan we are proposing an annual enrollment period at which time everyone whose income for the preceding
fiscal year was below a certain point and who are not eligible under
qualified employer plans would be eligible for these State plans.
Mr. BYRNES. What if a person is just negligent and doesn't sign up
or is right on the borderline in terms of income? To many people this
is going to be something that they can in a sense get for nothing, but
it is still a matter of signing up. What if they don't do it and then they
get sick ?
Mr.

PETTENGILL.

With respect to those who are eligible for Federal

cash assistance under any one of your various programs, if it is simply
a question of his not having applied for the cash assistance we do provide that even though he comes in and applies for that cash assistance
out of the open season he has to be enrolled by the State because the
bill requires that all people under Federal cash assistance must be
enrolled by the States.
It is one of the few mandatory provisions.
Mr. BYiNES. So that, in other words, you cover them whenever they
show up again if they are on the cash assistance?
Mr. PETTEGNOILL. Only from that point forward. In other words, if
le did not apply for Federal cash assistance until a week after he took
sick we would not be covering those initial expenses before he had applied for Federal cash assistance.
Mr. BY lNES. I am getting into details I didn't expect to get into,
but what do you d6, for instance, in the case of a woman and three
children who had an income the previous year that was in excess of
what would have made them eligible for aid to dependent children,
and the income level was above whatever level you set here, but the
husband dies?
They have been living on a cash basis, and all of a sudden don't have
any income and don't have any cash resources? What do you do as far
as this family is concerned, when they haven't an insurance? In this
case they just spent their money on things that they thought were, at
least to them, more important and they didn't have anything left over
for insurance, so they didn't buy insurance. How do you take care of
that situation?
Mr. PETTNoILL. Presumably at this point in time she would go to
the welfare authorities and apply for welfare. She might be eligible
for Federal cash assistance.
Mr. BYRNES. I am trying to find out what happens as far as her
medical care is concerned. We don't look at last year's income but at
the current resources.
I want to know what you do as far as current resources in the eligibility or the requirement of the State in coverage of these people are
concerned.
Mr. SM rTI. As soon as she goes on welfare or anything of that sort
she would be picked up automatically for insurance from there on.
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Mr. PETTENGILL. She could have a hiatus between the date that her
husband died and the date she went and applied for welfare.
Mr. BYliNES. So that if she has no insurance she really has to spend
down any income she has to get on welfare.
Mr. SMITL. There is another general provision that very probably
would take care of her, if her husband was working and was covered
under a group plan.
Mr. BYRNES. I said she wasn't.
Mr. SUrLT1. You had an income you said and when lie died he would
have coverage under a group plan and that coverage would continue
for a time and help her pick up.
Mr. BYRINES. Now you are giving me a different case, somebody who
had family coverage under a group plan. That is under a completely
voluntary system. People are only going to have coverage normally if
they are working for a big employer where it has been bargained for.
Mr. SMTL My purpose was to point out that in the case of the family the breadwinner would generally be covered for insurance at the
point of death.
Mr. BYliNES. You have a lot of policies, sure, but you also have a
lot of people who don't have coverage who are working.
Mr. SMITH. That is right, but under any kind of national health
insurance that is likely to be adopted we expect by far the bulk of the
people, if not 100 percent certainly close to it, to be covered under
the plan.
Mr. BYliNES. I want to get into that, but I was trying to find out
what you do for the kind of people that we have been trying to do
something for under title XIX, and really your plan does direct itself
in large measure, it seems to me, to that area.
Mr. SMITH. As far as Federal funds are concerned that is certainly
true.
Mr. BYRNES. All right. I will leave it at that. And as far as Federal
mandates or requirements of any kind are concerned.
Mr. SM ITh. Well, Federal requirements also run to the establishment of standardized benefit patterns which would be applicable to
all plans that would get tax deduction and that is a very important
point.
Mr. BYRNES. Your only point there is that if you conform to the
Federal plan you will get, instead of 50 percent deduction for your
insurance costs, 100 percent.
Mr. SMITI. That is correct. That is the financial effect of it.
Mr. BYRNES. Frankly, I have to say that I wonder how big an incentive that is for a person with a low income.
How much do you think the standard policy that you have established here would cost, and you do establish a standard policy
basically?
Mr. S Tn. A standard set of benefits.
Mr. BYliNES. What do you think that would be marked for?
Mr. PE'IrENGILL. On the group basis this would probably be marked
in the range of $250 for a single individual and $650 for a family.
Mr. BYRNES. Well, if the person buys it for his family now lie can
deduct $300 of the $600.
Mr. PETTENGILL. I think it is limited to $150.
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Mr. BYRNES. That is right. I frankly have some question about how
much incentive there is for those people that are at the very low level
and who are not covered under an employer plan, a company plan, or
group plan of that kind. After all, you are talking about people here
who have plenty of places for that money to go, whereas they need
something or at least feel that they need something for the enjoy-

ment of life today, and therefore there is always a tendency to postpone this insurance.
I gather that people in the insurance industry find, even in life insurance, the tendency for people to say, "We will worry about that
tomorrow, but let's worry about a little better form of transportation
today or a little better housing today or a little better diet today."
Mr. SMTH. Yes, I think that is quite true, and we worry about
this. I wish we could find a stronger way of taking care of those people, but I think it is also important to realize that there certainly
would be relatively few of them in the population because of the
provision under the State plan for those of low incomes, not just no
incomes but low incomes, and on the other hand the almost universal
practice of providing group insurance for the working population
today.
Mr. BYRNES. Do you have a schedule that goes into the sliding scale?
Is that in the bill?
On page 11 you talk about the qualified State health care plans that
would cover the poor, the near poor, and those relatively few self-supporting individuals previously considered uninsurable because of
serious health impairments.
You suggest that those who are at a somewhat higher income level
would contribute on a higher scale depending on income level and
family size.
Mr. PETTENGILL. This is shown on the last page of attachment A,
sir.
Mr. BYRNES. Fine. Let me move now to the group that isn't in this
that would be mandatorily required to be covered under a national
health care plan. You don't make any change, except in the idea that if
you have a standard policy that the Government sets up, then the individual can deduct 100 percent of his cost for that policy.
Do you permit 100-percent deduction also for the costs of that
policy where the policy is broader than that required? I assume you
do.
Mr. SMITH. Yes.
Mr. BYRNEs. But unless it comes up to this qualification, he gets no

deduction or does he still get the 50 percent?
Mr. SMITH. The 50 percent.
Mr. BYRNES. With a $150 limit.
Mr. SMITH. Yes.

Mr. BYRNES. You leave the law the same for a nonqualified plan.
Mr. SMITH. Right.
Mr. BYRNES. In the qualified plan you say you can have 100 percent. Of course the employer today already has 100 percent on any
kind of plan. Are you going to require that the employer will not be
able to deduct as a cost of doing business a plan he has for his employees that does not come up to the qualified plan?
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Mr. SMITH.

The bill calls for permitting him to deduct up to 50

percent.
Mr. BYRNES. You do penalize him some then?
Mr. SMITH. Right.
Mr. BYRNES. Compared with the situation today, that is. In a policy
today that did not qualify under the standards he would get only a
50-percent deduction and if the employees participated they would
get 50 percent.
Mr. SMITH. That is the present form of the bill.
Mr. BYRNES. If they qualified, though there is no particular additional benefit to employers.
Mr. SMITH. That is correct.
Mr. BYRNES. There is just a penalty if you don't.
Mr. SMITH. Compared to the present situation.
Mr. BYRNES. But other than that, there is not very much change in
coverage of those people from what you have today; is there?
Mr. PETTENOILL. The benefit standards are an important part of this
feature because they are directed toward reorienting the emphasis of
care from inpatient hospital care to ambulatory care. Particularly as
you move into phase II it becomes quite clear in this regard.
We believe therefore that this is the necessary incentive that we are
going to need. We have been offering as Mr. Smith said ambulatory
care benefits for a considerable number of years. We have had difficulty selling them.
Mr. BYRNES. Mr. Pettengill, tell me why you have difficulty selling
it? You know that is the way we should be going. You are saying here
that this is really the way we should be moving, toward more ambulatory care, but current Government policies, medicare, don't go in that
direction; current insurance policies don't go in that direction.
You have more flexibility than Government, in a sense, in experimentation and innovation. We get bogged down in a standardization
and that is what I worry about. As we get into the delivery system we
should avoid, if possible, I would hope, a standardization because of
the lack of flexibility in terms of a Government program.
But you people have a great flexibility of offering different kinds
of plans, plans involving more ambulatory care which I would assume
you look to as a method of reducing medical costs.
Mr. SmITh. That is right.
Mr. BYRNES. If that is the case why aren't you able to sell that kind
of a policy?
Mr. SMITH. I think the principal reason is historical in the sense
that people insure themselves against the things they fear most, that
they buy insurance against the larger catastrophies, that they have
felt that the increasing cost of hospital care has been the thing they
had to protect themselves against and along the lines of what you were
saying earlier about the reluctance of people to spend money for this
they weren't too much afraid of they are not willing to put up the
money for covering the, to themselves, lesser dangerous costs.
We have been offering and pushing this type of benefit for years
but people have had difficulty keeping up with the premium costs of
hospital insurance let alone buying this that we think they ought to
buy that they are not so sure they need. That has been the historical
problem.
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I think more and more as they have covered themselves for the
larger catastrophe-type costs they are beginning to realize that they
need insurance for other types and we are more successful today than
we have been. We have lots of plans with ambulatory benefits in them.
11e are succeeding more and more in convincing employers and labor
unions that they need to have insurance against all kinds of preventive care and maintenance which doesn't involve the catastrophic-type
episodes that people are mostly worried about when they buy insurance. if I may add this much more.
Mr. BYRNES. Yes.
Mr. SMITH. The establishment of this standardized set of benefits
with a Federal stamp on them advertised throughout the Nation as the
federally approved set of benefits we believe will go a long long way
toward1. popularizing all these things that need to be done butare har

to do without this kind of authoritative stamp on them. Thlis is one
of the big advantages.
We believe that private insurance can go a long long way with the
help of Government through Government standardizing in making it
clear to the people what ought to be done. This gives us much more
emphasis in our sales operations than we would otherwise have to do
the kinds of things you were suggesting are hard to do.
Mr. BYMxns. But, really, the basic thing I gather that you are talking
about is in terms of the population that is not in the near-poor and poor
category, and we have to recognize that we are doing something today
in that area and what you are doing is changing the methodology.
Mr. SNrTH. Standardizing it.
Mr. BY]NES. But it isn't as though we were ignoring that today.
Mr. SMITH. Right.

Mr. BYRNES. Your proposal is that we do two things. No. 1, give
a greater incentive to buy insurance to the employee or the individual,
the self-employed or the employee being able to deduct 100 percent of
his costs rather than 50 percent. No. 2, establish a uniform policy to
encourage the general public to buy in order to obtain this tax deduction benefit.
Those are the basics of your plan as I gather it.
Mr. PETTENGILL. Excuse me, sir. I think you shouldn't overlook if
we have to use a nasty word, the penalty on the employer who doesn't
by a qualified plan. Losing half the deduction is a major point. I have
talked to a number of employers and they feel that our program is as
mandatory from their point of view as is President Nixon's program.
Every man who is in business is in business not to lose money.
Mr. BYRNES. You are talking about those who have a plan today.
For those who do not have a plan today, that is not necessarily true.
If they don't have a plan today, they could have a plan tomorrow,
before we pass this law, and get 100-percent deduction.
Mr. PETTENGILL. Most employers do have a plan. We figure that of
the 90-odd percent of the population that is covered somewhere between 75 percent and 80 percent of them are covered under group
policies and participation under group policies is very high in almost
all instances.
Mr. BYlNES. You are talking about the number of employees that
are covered, aren't you ?
Mr. PETTENGILL. Right.
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Mr. BYRNES. Not the number of employers, the percentage of employers, because there is a much lower percentage of employers that
have plans.
Mr. PETTINGTLL. I wouldn't quarrel with that.
Mr. SMITH. The important thing to note I think is that over 90
percent of the people that are under 65 and not otherwise taken care
of by the Government or in institutions are now covered by private
health insurance, of all kinds of course and if you improve the plan
standards for them and also encourage the purchase of insurance
by others you will come pretty close to 100 percent of coverage in a
res sonQbly short time.
Mr. BY RNEs. To some extent I am bothered by the fact that it is
your judgment that you are going to get 100-percent coverage of
employees under what you propose. You have employers complaining
today that the compulsory aspect of the administration's program is
bad because it requires them to have a -policy. I can't understand how
those people are complaining about being compelled to do it, and they
are going to get all the benefits that you give them for doing it plus
the removal of the compulsion.
Mr. SMITH. One of the aspects I think they are complaining about
is that the administration bill not only is compulsory but dictates
what portion of the cost the employer will pay.
I suspect if thot feature were not in the bill they would find it
far less objectionable.
Mr. BYRNES What kind of 100-percent coverage are you goinq to
get under the group plans, with the employees paving 100 percent?
Mr. SNITH. If the employer can't afford to do it and the employees
are willing.
Mr. BYRNFS. Then it would be selective on the part of the employees
who wanted to join the group. I can't imagine that the employer
would say, "You can't come to work for me unless you join our companv health plan."
Mr. SMfITH. He couldn't say that but there are health insurance plans
where the employees pay 100 percent of the cost today and they are
very well patronized by the employees.
Mr. BYRNES. I am talking about the 100-percent coverage that you
are talking about. You are talking about the fact that you may get
100 percent of the employees who will say, "We will sign up for a
company plan." But all your argument about the penalty to the employer of not having a standard plan kind of loses its weight under
that situation.
Mr. SMITH. I understand why the administration plan does call for
an employer contribution and a pretty substantial one. What I am
saying is that I think that that is the thing employers really object
to rather than the compulsory nature of it per se.
Mr. BYRNES. The two go together. There is not much compulsion
if all you say is, "It is not going to cost you a penny but you have
to do some negotiating with an insurance company to come and offer
a group plan to the employees." That is not a hard task for an
emulover.
Mr. SMITH. It is not only black or white. You might require the
employer to pay 10 percent rather than three quarters.
Mr. BYRNES. I get you.
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Mr. SM nTI.

This is the issue.

Mr. BYRNES. That is all, Mr. Chairman.
Mr. BURLESON. Are there questions on my right?
Mrs. Griffiths will inquire.
Mrs. GRIFFITliS. Thank you very much.
I am very pleased to see you here. Mr. Smith, in a recent speech to
the Minnesota Association of Health Underwriters an industry consultant, whose name I believe is R. 11. Osler, made the following
remarks. They are printed in the National Underwriter for October 16:
Fifty speakers could be kept busy every day of the year telling these groups
about the Burleson-McIntyre bill and why it is the only feasible solution. We
don't need technicalities. We need slogans, catch phrases, even hyperbole. We
need such statements as "If anything like the Kennedy bill passes, you'll never
have to pay another doctor bill; you'll just have to pay $1,000 a year more in
taxes." Such questions as "Do you want to pay 50 cents an hour every hour
you work for a Kennedy solution ?"
We need catch phrases and slogans with emotional appeal; and we need people on the platform who can holler and yell like an oldtimie revivalist. We need
a little name calling and a little finger pointing. We need to get people worked
up so that they are writing, wiring, phoning, and beating on the doors of legislators. We need righteous indigation-not acturial explanations.

I take it that your appearance here isn't any part of that, right?
Mr. SMITIL. Mr. Osler is not testifying today.
Mrs. GRIIwFITITS. Why don't you repudiate this statement in place
of printing it in the Natlonal Underwriter?
Mr S-IJTH. Why don't we repudiate it ?
Mrs. GRIFFITIIS. You surely are not coming here as the insurance
companies of America to sell us a bill. I thought you were coming
here to try to help work with us to find a solution to a problem.
Mr. SMITTH. That certainly is our motive.
Mrs. GRIFFITiIS. Then I think you would do well to repudiate this
sort of thing. I wouldn't let anybody run around saying that "The
Kennedy bill is going to cost, you $1,000 a year in taxes."
Mr. S-5IT. Excuse me, Mrs. Griffiths.
Mrs. GRIFFITIIs. Because it is the Griffiths bill also. Yes?
Mr. EVERETT. I don't think in the United States we can ever tell a
person what to say or not to say exactly. He is in the insurance business quite obviously. He might have some merit in what lie says, but
the fact that we are here representing most, of the insurance companies in the Nation, it is awfully hard for one person to really influence. We are speaking for the industry generally.
Mrs. GRIFF'ITIS. Then why do you let the industry print it?
Mr. EVERETT. That is the public press. We don't print that.
Mrs. GRTFFITHs. The National Underwriter. At any rate I would try
to get rid of that plan.
Now I would like to ask you what is that comprehensive plan that
you have suggested in your testimony? How much would that plan
from the average insurance company cost for a family of four where
you have a man and wife and two children? You have dental care,
psychiatric care and so on.
What would that cost?
Mr. PETTENGILL. If you will turn to attachment A, on page 4 you
will see in the middle of page 4 the estimated peer claim cost for the
priority I benefits and the priority II benefits and the priority II bene-
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fits for fiscal 1974 if we had the manpower and facilities to deliver
those services, and I want to stress that latter point because of these
strictly hypothetical costs if we were to put in this entire program in
fiscal 1974 instead of phased, as we have proposed., you would have an
excess of demand over supply and I believe the prices absent some sort
of freeze would rise above these per claim costs.
Mrs. Gimrrivriis. What would be the cost in a high-cost area? Just
state it please for the record. Take New York City.
Mr. PEFrEN OILL. I don't happen to have my rate manual with me as
to what is the loading for New York City, but I would suspect that if
you take the situation here, you have a'claim cost of approximately
400 adults per adult for all three priorities and if you take a man ana
wife, that would be $800 and you have a cost of $178 per child in the
average, and the average family, I believe, is about 1.4 children, so
that that could be said to be another $270 or approximately very close
to $1,100 a year for all three priority benefits.
To this, of course, you would have to add your expenses, which
would be one thing if you sold it on a group basis and another if you
sold it on an individual policy basis obviously.
M 'S. GRIFFITHS. So that it could probably go up for a family of four
in 1974 on a private health basis for a comparatively good coverage
policy to something like $1,300 or $1,400.
Mr. EVERETT. For an extremely comprehensive coverage.
Mrs. GmFFITHS. Right. In the association's testimony before the
Senate Subcommittee on Health your program for health care in the
1970's was made part of the record. In exhibit 2 of this report the
association outlines the characteristics of qualified State health care
plan provisions.
Under the operational specifications established for such plans you
propose that carriers or participants in the State pools be allowed to
make risk charges in addition to any guaranteed administrative
changes and other special margins to repay experience deficits.
Te special margins would be paid by State and Federal Governments where experience exceeded 103 percent of the premiums. You
get a risk charge, but you don't assume any risk. What do you want
that for?
Mr. PETTENOILL. Excuse me. We do take a loss in any one year of
up to 3 percent of the total State premium for the pool'and what we
are providing for out of the State and Federal Government is a budgeting arrangement which permits them to set their budget for a fiscal
year, set their taxes to raise that budget for the fiscal year and not find
halfway through the year that they need substantially more funds.
It is true if there is a loss, you cannot expect th~e private sector.
which has no taxing power, to absorb that loss ad nauseum. It has to
be recovered.
All we have provided for is that we are perfectly willing to take the
loss to permit the State and Federal Governments to set feasible budgets, but we must recover that loss in future years.
Mrs. GRIFFITIIS. I know from letters that I get in my office now, and
I get them weekly directed at health insurance companies, at automotive insurance companies, at burglary insurance companies, that once
people get the coverage and report a loss, they are immediately
canceled.
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This is done over and over again and yet when I go home and turn

on the television set, I see some of these companies and I would like to
name one of them on which I have many complaints, Allstate, and
Allstate does one of the biggest jobs of propagandizing the people in
my district of any insurance company, but they won't pay.
Mr. S-MvrI. Are you speaking of automobile insurance?
Mrs. GRIFFIThs. This, it seems to me, is what you are going to do
with the risk. Charge. You want to charge risk price, but you don't
want much risk. While you will change over 3 percent for risk, you are
not going to take any risk.
Mr. SMITH. We don't want any more risk charge than is proper for
the risk we are taking.
Mrs. GIIaFFITIIS. If you are not going to take 3 percent risk, why
should you take any risk chargeI? Why don't we just get rid of you
altogether? Why have any insurance companies at all?
Mr. SMIrH. Is that a reason for getting rid of us?
Mrs. GRIFFTIIS. If you are only going to take a 3-percent risk, why
should you take any? We will assume the risk.
Mr. S ITH. Because we have great capacity to administer this kind
of thing.
Mrs. GmIFFIT1IS. Let's inquire into that great capacity. Based on the
HEW reports and reports from the medicare administrators, we.find
some very poor carriers in the medicare program. For example, HEW
auditors estimated that duing the period January 1, 1967 through
April 30, 1969, one company made duplicate payments of $3.2 million
in medicare funds and paid doctors in excess of reasonable charges to
the tune of $1.3 million.
As another example, we have a report about a nursing home in
Michigan whose drug costs were approximately 35 percent higher
for similar institutions in the area. One drug, spiritus fermenti, which
is whisky, was billed to medicare at $5.40 a pint. The intermediary in
this case let the whole situation go by, and it had to be found by
Government auditors.
So what becomes of your statement that you are the people who are
qualified to administer a health care program?
Mr. SMITI. I don't think it is difficult to find malfeasance in any
field in this country or in any other country or in any other human endeavor. You have picked out one situation and found malfeasance and
pointed to it, but you have excluded in what you say an awful lot that
is done well.
Let me add this much more. I have noticed around the country many
times that governmental operations have done just as badly, if not
worse, in many situations that I could point to, also.
Mrs. GRIFFITns. But let me point out that if we are going to assume
this risk and so forth and so on, it seems to me that we are going to
have to set up Government auditors all over this country to be checking up on you.
Mr. SMITI. I think you would have to do that to some degree, and
I think would have to do it whether it is done by private insurance
or done by something else. You are going to have auditors auditing
what is done.
Mrs. GRIFFITHS. I agree with you, and that is why I think we may as
well have the Government run it.
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Mr. SMITi. The fact that you have to have auditors for us or for
the Government doesn't argue for the Government.
Mrs. GRiFFITIrS. I disagree. I think it makes quite a good argument
for the Government running the health care industry. In the first place,
it would wipe out the excess cost involved. The State of Michian, as
I have pointed out before, with an absolutely Republican administration, has wisely come to the solution that the best thing to do is to get
rid of Blue Cross and Blue Shield as carriers for medicaid.
They have done it, and they estimate their savings of State funds
will be about $3 million a year. They couldn't find anything these
people were doing that would lend credence to your belief that insurance companies could administer this program more efficiently or
economically than the State.
Your health care proposals continue to contain the archaic costsharing provisions to which your industry has been wedded for decades. In the deliberations over medicare, your industry insisted that
coinsurance and deductibles were consistent with sound insurance principles and were effective utilization control measures.
Yet within a few months after the enactment of that program, your
companies began to promote, and I might say with considerable success, policies to meet the cost of deductibles and coinsurance. In other
words, your own companies ignored the very theories advanced by the
industry about the importance of cost-sharing provisions in a benefit
program.
You now make the same case for deductibles and coinsurance as you
did before. Would you, if we adopted your program, agree to a law
forbidding private insurance companies to supplement the basic protection you propose?
Mr. S.-Iwrii. That is a question that I would hesitate to undertake to
answer on behalf of all companies, but I could certainly commit mine.
We would be very pleased to see that kind of a law.
Mrs. GRIFFITTIS. That is something to be said for you.
Mr. SMiTh. I think that would be widely agreeable.
Mr. PETTEN-GILJ. May I also say that my company has not underwritten the deductible and coinsurance.
Mr. S3'rrn. Neither has mine. What you are pointing to was done,
you are quite correct, but it was not widely done, certainly not by
what I would have to call the old-line companies.
Mrs. GRIFFITHS. One of the real reasons that we got into medicare
and medicaid was because of the failure of the health carriers. People
who paid in for years who never were sick, quit work at 65 and, boom,
they lost their insurance. Isn't that right?
Mr. S-MITH. I don't think that medicaid came out of this at all.
Mrs. GRIFFITHS. Well, medicare did.
Mr. S-Airri. Medicaid was provided for people who didn't have the
wherewithal fo get insurance.
Mrs. GnirHs. Well, a lot of them didn't have the wherewithal to
get insurance because insurance costs became too bigh.
Mr. S.MITH. As far as medicare is concerned, increasingly the companies were providing insurance over age 65. It is a different area for
us, but we were doing it. We were setting up plans that were operating.
We didn't quite succeed in keeping up with the demand for State provision, and we lose the battle over 65.
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Mrs. Gmrrriis. I think your big problem has been just like the
other insurance companies, that what you really want to insure is the
no-risk.
Mr. Srrn.
No; not at all. We are perfectly prepared to take quite
substantial risks and do so all the time. We are not proposing to change
that whatever. In fact, we are proposing to take on a risk we don't
now have, although it is a limited one as proposed in this bill. The
risk of carrying the insurance for the indigent and near indigent would
be a substantial risk even if it is a limited one.
But that is an addition to the risk we now carry, and we are
expecting and hoping to be permitted to carry more and more risk, as
plans are made more ad(lequate and more people are brought into those
voluntary plans.

Mrs.

GirFFTIIS.

You favor cost, control of all providers. Do you also

urge cost control over your health insurance premiums?
Mr. SMITI. We have very substantial cost controls today through
insurance supervision and certainly through competition. In the providers of medical care, there is very little competition, indeed, as you
know, and the need for cost controls there is far greater in an institution where competition is dog-eat-dog everyday in the week, and that
is true in the health insurance business.
Mrs. GRIFFITIIS. I will be interested in seeing how close the supervision is State by State. I kept hearing that this was true of pension
funds. One time I ran another little survey out of another committee
on pension funds and found that, as a matter of fact, pension funds
were not reviewed at all. Nobody was looking at pension funds.
I wonder if there is not some estimate about how good the supervision of insurance companies is in this country. I realize that I have
used more than my share of the time, and I would like to say to you
that I was asked one morning to speak in a very conservative church,
and one of the questions asked me concerning my bill, was what was
the provision in it for insurance companies.
I said, "Well, sir, my bill doesn't have insurance companies in it.
When my bill is passed, then Blue Cross and Blue Shield are gone,"
and to my amazement and the questioner's, there was instant and
complete applause from everybody. You might try this on one of
these people. It is one way to get an ovation.
Mr. EVERETT. If I may, Mrs. Griffiths, I have sold insurance for
nigh onto 35 years throughout the United States. I have never found
a widow complain about receiving insurance benefits, nor have I ever
found anyone who was the beneficiary of health benefits complain
about commissions, or the fact that we do try to do a public job and
public service.
Mrs. GRIFFITHS. I am sure, sir, that in many instances you do well
and life insurance companies have been quite different, but I know
you will also admit that you know people today who have been carrying $50 deductibles on automobiles for years that, when they have
$150 damage to their car, never mention'it to the automobile carrier
because they know those rate will go up and there is real danger
they will be canceled.
So your public service commitment doesn't work out too well.
Mr. SMITH. For the purpose of this hearing I am glad to say that
we are independent of the automobile business.
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Mr3. GItiFTivImS. You are part of those though, who canceled out
the person at 65. This is really the thing that got us into this mess
was because you didn't do anything to assure coverage after 65.
Mr. SMITh. We are also part of those who tried desperately to find
ways to cover them over 65, and I rel)eat, were succeeding very substantially at the time medicare came into being. We got into it soonerhad we got into it sooner or had more time, our progress would have
been phenomenal.
Mrs. GmrIFFITHS. I hope you are here attempting a solution and
not a selling job.
Mr. SiIITI. Thanks. Mrs. Griffith-,. May I say we come here strictly
in the hope that we can help provide a solution for the country not
simply to butter our own bread or anything of the sort. We have
the same kind of motives that I am sure everybody who comes before
you has in attempting to find solutions. We simply believe that this
tremendous operation now in existence, which is health insuranceand it is tremendous-has in it the fundamentals that are needed
and what we also need now is a, cooperative arrangement with Government whereby the Government will give us more strength, give us
standards, give us more encouragement, give the people more encouragement to use our services and along with it develop the things
that the health system needs as well as health insurance; namely, far
better organization, far better manpower deployment, far better ambulatory care; all of these things combined into one program, we
believe, is the thing that the Government should try to develop.
Thank you.
Mrs. GRIFFITHS. Thank you.
Mr. BURLESON. Mr. Betts will inquire.
Mr. BErTS. I have just one question. I am sorry I wasn't, here to
listen to all of your statement. I assume your organization has estimated the cost to the Federal Government of all the entire programs.
Mr. SMITH. Of all of the various programs; no.
Mr. BETTS. Take the administration program, your program, the
Kennedy program, and the medical program. Have you estimated
those?
Mr. PETTENxGILL. We merely completed the estimate of our own program. We have deferred doing estimates of others until we could
have the advantage of some information from the Department of
Health, Education, and Welfare. As some of you people on the committee will recall, in 1965 we differed with the social security actuaries
on cost of H.R. 1 at that time, the medicare program, and unfortunately it was not until your committee asked that those two groups
reconcile their differences that this was done and the needed information, of course, was that HEW furnish us with the details behind
their cost figures.
We did meet with the new actuary of the Social Security Administration and I thought things were going very well, because we certainly
both agreed that your committee was entitled to understand any differences that we might happen to have in our specific cost estimates.
Unfortunately something has occurred which has apparently been
in the nature of an order requiring the actuary not to give out any
information with respect to the details of the cost estimates which
he has furnished to you.
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We would hope that you would request the Department of Health,
Education, and Welfare and certainly our industry would be willing
to sit down and discuss these details so that we could then make some
realistic estimates of any of the other bills that you might, desire.
We do know from just a cursory glance that the actuarial report is
quite correct in stating that Senator Kennedy's bill and Mrs. Griffiths'
bill is apparently seriously underfinanced at those tax rates.
Mr. BE rs. Are you saying that you do not have available the figures to really estimnate the costs of any of the programs; is tlt
correct?
Mr. PE'IENGILL. In making actuarial estimates you have to have
certain raw data and we have not been furnished this raw data, so
that we are unable to make a y intelligent comments really on the
cost estimates which the Department of HEW has furnished you. We
regret that. We have made our own and you might have noted that
there is an apparent discrepancy there.
The figures, if you read the report, show fa net additional cost to
taxpayers, both State and Federal, of $4.8 billion under the BurlesonMcIntyre )lan whereas we have provided you this morning a figure
of $4.2 billion. I can tell you right away the major cause for that
difference.
This is fiscal 1974 that we %re talking about, the first year of the
program when for the poor only priorities I and II would be in effect
and for everyone else only priority I would be in effect.
Yet the HEW cost estimate assumes that in fiscal 1974 all three
priorities would be in effect for everyone, the -poor and the nonpoor
alike.. This, of course, results in a number of disparities in the estimate. We would hope that one of the things we could do would be
to have them give you a 1974 cost on the basis of the benefits that
actually would be i effect, and we. would be most anxious to see
how that compares with our own figure.
Mr. BExrs. You were able to have enough figures at your command
to come up with an estimate as to the cost of your own program. Are
those figures able to be used to determine the cost, say, of the Kemedy
program?
Mr. SMITH. You are asking are they dependable figures?
Mr. BE'rs. Not only that, %ut can you give us from those figures
you have some estimate of, say, the other programs in the same way
you have used them to estimate your own program?

Mr.

PETTIENOILL.

In answer to your question, "Yes," we could, sir.

But we have not done so.
Mr. Brmrs. I think that is ain important thing. We have to consider
the cost of the programs.
Mr. SM[ITH. The matter of cost is vital. We surely hope that the
committee, before it settles on anything, will get the most authoritative figures possible. We believe'that the insurance companies and
their actuaries are quite skilled in these matters and in the past have
proved to be, I think, quite useful and helpful to the committee in
arriving at cost figures.
We would like to volunteer our services in cooperation with the
actuaries of the HEW if your committee sees fit to use us in that
manner as you have done in the past.
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Mr. BETTS. Well, I assume that each group that comes here will
estimate the costs of its own program and try to prove it is less expensive or better than another one. I would think, Mr. Chairman,
we ought to leave the record open so that the groups who come here
could at some time later on give an estimate of the costs of their
program as it relates to the costs of all the other programs. I think
that is very important.
Mr. BURLESON. I agree with the gentleman and without objection
the record will be left open for that purpose.
(The cost comparisons referred to follow:)
Based on the methodology and sources which the Association utilized in developing the cost estimates of the National Healthcare Act as shown in Appendix A
on Page 9, we estimate that the cost in fiscal year 1974 for the Health Security
Act (H.R. 22) would be $58 billion: for the National Health Insurance Partnership Act (H.R. 7741) would be $2.5 billion; and for the Health Care Insurance
Act of 1971 (H.R. 4960) would be $11.6 billion.

Mr. PETTENOILL. Mr. Chairman, may I state that we don't want to
cause undue confusion here. As I have tried to point out, there is this
$600 million cost difference between the administration's estimate of
our program and our own because of some rather fundamental differences in assumptions and it seems to me that your purpose would
be much better served for HEW and ourselves to exchange the raw
data so that we could then show you not only the costs that you have
requested, but why they differ.
Mr. BETTS. Then I think the record should be open for them to
produce any results of any discussion they may have had with HEW,
Mr. Chairman.
Mr. BURLESON. If the gentleman will yield, I assume the factor
of timing as related to other proposals is important in this consideration?
Mr. SMTH. Right.
Mr. BURLESON. That can be identified, I am sure, with the figures
submitted.
Mr. PETTENOILL. We have tried to talk with HEW. I would hope
that this same message would be given to them.
Mr. BETTS. Thank you very much.
Mr. BURLESON. Are there other questions? Mr. Corman seeks
recognition.
Mr. Corman.
Mr. CORMAN. Thank you, Mr. Chairman
I wonder if we could turn for a moment to that group of peon)le
who are not medically indigent and who do not fill into one of the
groups where they have group coverage. How many people would you
estimate we are talking about in total in this country who would not
fall into one of those two groups under your proposals?
Mr. SMITH. I don't believe we have at this point an estimate that
we feel we could stand 'by. It is certainly a relatively small group of
people because the State'plans for the poor and the near-poor would
run to fairly high family incomes 'and would, therefore, reach well up
into the employed group and the employed group, on the other 'hand,
is already lareily covered by insurance and would increasingly be so.
I think that initially it is a relatively small group and that it would
quickly become de minimnis. I hesitate at the moment to put 'a figure
on it. I suppose, thinking in terms of the poor and near-poor as run-
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ning about 30 million today and a work force of 60 to 70 million

workers plus their families, there is not too much of a gap between
those groups.
Mr. CORMAN. With ,all of those people, the poor and the near-poor
and the group people, there would be no cost in their premium for selling the insurance; is that correct? The cost would be merely the benefit
plus the administration ?
Mr. SMITH. Group coverage has a marketing cost. It is small, but
it is there.
Mr. CORWAN. What does it run?
Mr. SMITH. It varies by size and I suppose on an -average it probably runs-Ben, do you have a figure?
Mr. PETLFENGILL. In group insurance it is less than 3 percent of the
premiums and in the ordinary field it perhaps runs between 10 and
15 percent. This is the overall average over the lifetime of the
policy. It is customary to pay usually a higher first year commission
and a lower one later.
Mr. SMITH. That is the total marketing cost. In the group coverage
it would run in the range of 3 percent, I suppose. We don't have a
precise figure, but we can get it for you.
(The following information was supplied to the committee:)
TABLE 1.-FINANCIAL EXPERIENCE OF GROUP HEALTH INSURANCE,1 UNITED STATES, 1970 AND 1968-70
1970

1968-70

Millions
of dollars

Percent
of total

Millions
of dollars

Percent
of tota

Net premiums earned -----------------------------Incurred claims ---------.------------------------Expenses incurred, total ----------------------------

$4,778
4,556
483

100.0
95.4
10.1

$12,562
11 781
1,270

100. 0
93.7
10.1

Commissions ---------------------------------General administration -------------------------Taxes, licenses, and fees -------------------------

68
299
116

1.4
6.3
2.4

191
780
299

1.5
6. 2
2.4

-261
136
-125
81
32

-5. 5
2.8
-2. 7
1.7
.6

-489
267
-222
220
91

-3.8
2. 1
-1. 7
1.7
.7

-93

-. 7

Gain from underwriting after dividends ---------------Transfers from package policies, conversions, and otherGain from underwriting after transfers and dividends ....
Net investment income ----------------------------Federal income tax --------------------------------Net gain from operations after dividends, transfers, investment income, and Federal income tax-------------

-76

-1.6

1 Includes disability insurance and medical expense insurance. Medical expense insurance business not available, separately, in annual statements. Inclusion of disability business serves to increase expense ratios (see letter and table 2).

Source: Schedule H, p. 35, and Gain and Loss Exhibit, p. 5, of Life Insurance Co. annual statement. Based on sample of
14companies which wrote 52 percent of group health insurance in the United States in 1970.
TABLE 21.-COST

OF GROUP MEDICAL EXPENSE INSURANCE BY SIZE OF CASE, UNITED STATES, 1971
Group administrative costs as a percent of net premiums earned

Size of case (number of lives)
250 ----------------------------------------------500 ----------------------------------------------1,000 ..............................................
2,500 ---------------------------------------------10,000 --------------------------------------------50,000 .............................................

Total

Premium
taxes

Commissions

All
other

8.7
7.9
7. 0
6. 2
5.3
5.0

2.1
2.1
2. 1
2,1
2.1
2.1

1.5
1.1
.7
.4
.2
.1

5.1
4.7
4. 2
3. 7
3,0
2.8

Source: HIAA survey of 14 insurance companies which wrote 52 percent of group health insurance in the United States

in 1970.
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Mr. CORMAN. You mentioned a standard policy that would run
$250 for an individual or $650 for a family of four. That is the group
policy that would cover generally people who are employed, and you
cover them by groups, right,? Those are noncancelable during the period of employment, right?
Mr. PEr'rTENowr,. Right.
Mr. CORIAN. What is the. situation when the employment is terminated?
Mr. PETTENGILL. We have provided for 3 months' extension, which
is the normal length of time that the individual is occupied in changing jobs. Of course, if he becomes permanently unemployed, then I
presume he would go into the State. pool.
Mr. CoRI-MN. If his termination is because of ill health, then at the
end of 3 months he would be canceled?
Mr. PE TENGILL. For people who are disabled the continuation is
for 24 months and we have automatically provided for immediate
transferral to the State pool.
Mr. CORWAN. Regardless of whether he.is financially in need or not?
Mr. PETTENGILL. That is correct. If he is uninsurable, then he comes
into that class of citizen whom we have labeled uninsurable and who
are eligible for the pool subject to their paying the premium to the

pool. Of course, if he is poor or near-poor, then he would receive the
subsidy from the Government.
Mr. CORMAN. The pool rate would be this $250 and $650 or is it
different from that?
Mr. PETTENGILL. It would be higher than that because the pool
starts with the benefits of )riorities I and II, not just priority I.
Mr. CORMAN. What are the benefits under the $250 policy, the standard policy that is $250?
Mr. PETTENGILL. Those were the ones which are listed as priority I.
It includes 30 days of hospital care, 60 days of extended facility care
and 90 home health visits. It includes all surgery, both in and out of
the hospital, all radiation therapy, all diagnostic X-ray and laboratory
procedures in and out of the hospital and includes three physician office visits per year.
Those are the principal features in priority I.
Mr. CO MAN. And priority II?
Mr. PErrENGILL. Priority II
tends the Ibo-znital care from 30 days
to 120 days, extends the extended care facility benefits from 60 to 120
and the home health visits from 90 to 180. It adds another three office
visits to a physician. making a total of six per year, and. brings in full
benefits for maternity cases.
It brings in certain dental benefits for children. It brings in physical therapy and a number of other minor items.
Mr. COWMAN. Isn't one of the problems, though, with any of these
limitations on the doctor's office visits, that when people have to have
frequent visits, there is no coverage unless they go into the hosnital?
Isn't. thlat what lends itself to the overutilization of the hospital?
Mr. PE'rENILL. We have provided for a $2 comayment on tile physician's office visit as well as on the hospital visit by the physician. So
that as far as the copay is concerned, it is no weight one way or the
other to the cost of treatment. Admittedly in the initial stages until
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we have all three phases phased in, you can argue that there is some
continued incentive to the hospital confinement.
It is relatively minor, however.
Mr. CORMAN. In your third phase you would pay for all physician
visits?
Mr. PETTENGILL. All physician care would be paid for under the
third phase.
Mr. CORMA N. A $2 copayment?

Mr. PE'i;rrENGILL. That is correct.
Mr. CORM AN. Who decides how much the doctor can charge for that?
Mr. PETTENGILL. The plan is paying the doctor's customary charge,
but not more than the prevailing charge for the community where the
prevailing charge is pretty close to that which you have outlined in the
H.R. 1 bill passed this year by the House. In other words, it is the 75th
percentile.
Mr. CORM AN. But if the doctor decides to charge more, the insurance
company has to fulfill its obligation by paying a specific amount and
the doctor may surcharge the beneficiary?
Mr. PETTENGILL. Under the State plans for the poor that would not
be true.
Mr. CORMrAN. I am talking about these poor people who are going
to be paying their own premiums.
Mr. PETTENGILL. It is technically true, but we would plan to take
that case to the peer review committee and unless there had been agreement by the patient to pay the doctor a higher fee, we are reasonably
sure that we are going to be able to have the peer review committee concur with the reduction in the fee that we have made and we will be willing to go to court to defend the individual for his nonpayment of the
executive charge.
Mr. SMITh. I might say that I think that would be the case with any
kind of plan that you might adopt unless you are going to say to the
doctor that by law you can't charge more than a certain amount and
that becomes, I think, pretty close to state medicine.
Mr. CORMAN. Well, that is the thing. It seems to me that you don't
really have any mechanism for putting a cap on medical costs.
Mr. SMITII. We have a mechanism that certainly drastically affects
medical costs. It does not put a limit on medical costs and I don't quite
see what kind of a plan would put a limit on medical costs, a flat limit
on medical costs, and I doubt very much if the country would stand for
such. If it did, it would certainly have to do it by way of what I think
you would call state medicine.
Mr. CORMAN. You have a limit on the insurance company's obligations, but really no limit on the obligation of the beneficiary in relation
to his individual doctor and the fees that he will charge; is that correct?
Mr. PETTENGILL. We have been writing a policy called major medical
or comprehensive medical which promises to pay the customary charge
of the physician and under that we have been faced with this problem
for 20 years now. Admittedly we have had to work hard to persuade the
medical profession to set up these peer review committees, but in most
instances they have done it and today this is working very well, indeed, and there are very few instances. As a matter of fact, my
company, as I said, is willing to go to bat now in court and we haven't
yet been taken to court in a single case.
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Mr. CORMAN. But there is no point to litigate when the doctor tells
the beneficiary that his costs are going to be x dollars. What is there to

litigate then?
Mr. PETTENOILL. The patient does not have to pay that x dollars.
Mr. CORatAN. No; he doesn't have to go to that doctor for care, but

if
he does, there is no limitation on what that doctor can charge him.
Mr. PETPENGILL. Even if lie went to the doctor and let's say for the
sake of illustration that the procedure that the doctor is goin to erform would have a ceiling of $500 under the 75 percentile, so that $500
would be a recognized and reasonable charge. This doctor charges
$1,000.
If lie makes an agreement with the patient and the patient agrees
to pay the $1,000, of course this is clearly outside. Our liability would
be merely the $500 less whatever copayient is required 'by the man,
but if the patient does not make an agreement and the doctor attempts
to bill the $1,000, we would make our payment and would say to the
patient, "Your liability is on the balance of the $500. The total is that
and anything extra we would recommend that you not pay and if the
doctor sues you for the overage, we would be willing to go to court
with you."
Mr. CORMAN. How can the insurance company affect the relationship
between the doctor and the patient? How is it your business to tell that
doctor that unless le gets a specific agreement from his patient, that he
may only charge him the fee schedule that you have determined to be
reasonable?
Mr. SMrm.Basically I think you are correct, that it is correct to
say that the patient and doctor may come to any agreement they wish
on a fee, part of which may be insured. It is done in England quite
readily and, incidentally, a lot of insurance is provided in England
for that purpose.
Mr. CORMAN. Whatever the insured is buying through his policy still
leaves him subject to negotiating with the doctor as to what his medical costs are going to be ?_
Mr. SMITH. Correct. I think that is true in any system I know of.
Mr. EVEpmi-r.Mr. C(orman, that is true today.

Mr. CORMAN. Oh, yes. I am well aware of that.
Mr. EvFEr. I just wanted to indicate that in the morning Washington Post Reuters' report says:
Doctors on Strike. San Jose, Costa Rica. The 625 doctors employed by Costa
Rica's State Social Security yesterday began a strike for an 82 percent pay rise.
They also want improved technical facilities and better medicines for patients

covered by service.

That is largely the freedom of choice that we all like in America
rather than to have someone set our pay rate.
Mr. CORMAN. I just think that if we are going to be selling people
policies for this substantial amount of money, that they ought to understand their exposure for liability for medical costs.
Mr. SMITH. I think you are quite right.

Mr. CORMAN. What is the situation in medicare today? I think
medicare is financed at about the 75 percentile or something close. How
many doctors surcharge the medical care beneficiaries?
7r.

SMITI. I have no figures. Do you, Dan?
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Mr. PErTENOILL. I have not seen figures on that.
Mr. SMITH. I guess that would have to come from HEW sources,
Mr. Corman.
Mr. CORMAN. Whatever that number of people is who would not
be covered because they are indigent or because they are in groups,
under your plan you are going to have to do a fairly vigorous selling
job, I take it.
Mr. SMITI. We would try very hard to cover them.
Mr. CORMAN. That is going to involve effort that is going to cost
some money.
Mr. SMITH. Right.
Mr. CORMAN. When you write those individual policies, are you
going to have to put in their limitations as to prior existing physical
conditions? In other words, the policy would not cover them for an
existing physical condition that is now generating some medical need?
Would you anticipate that being a part of the policy?
Mr. SMITH. We would anticipate that if these individuals cannot
be insured because of prior physical needs, they would be eligible under
the State plan.
Mr. CORMAN. So that, as I remember it, you said that if they
couldn't be insured?
Mr. SMITH. At twice the standard premium.
Mr. CORMAN. Is the standard premium for the first phase of care,
the $250 for an individual and $650 for a family?
Mr. PETrENGILL. No; it is whatever is a standard premium at the
point in time that you are examining the individual.
Mr. CORMAN. What would that be today? Were those the figures of
some $1,100 for a family of four that you mentioned?
Mr. PET'ENGILL. No; that was when we reached priority III. It
would probably be in the neighborhood of $800 for a family.
Mr. CORMAN. That is for two phases?
Mr. PETITENGILL. Phases I and II.
Mr. CORMAN. For phases I and II it is about $800?
Mr. PETrENGILL. Right.
Mr. CORMAN. Or about $300 for the individual, $250 or $300. So
that regardless of the person's condition, for $600 he can buy insurance?
Mr. SMITH. That is correct. It is in that range; yes.
Mr. CORMAN. He can wait to buy that until he becomes so ill that
his medical expenses are going to run substantially more than that;
is that right ?
Mr. PETrENGILL. No, sir, He still has to enroll during the annual
open season unless he is coming out of a group plan by reason of
having become disabled as a group employee.
Mr. CORMAN. Is there an annual open season?
Mr. PETTENGILL. An annual open season.
Mr. CORMAN. Because it does seem to me that that is going to place
a rather substantial burden on people who buy the insurance early
when they are healthy and pay it all of the time to guard against
medical expenses, permitting other people to come in after they get
substantial needs.
Mr. SMITH. They would come into the State plan rather than under
individual policies and be handled otherwise than through the individual policy mechanism.
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Mr. CORMAN. The group plans will be available to all employees,
will they, regardless of the size of their force? An attorney with a
--ouple of secretaries is eligible to come into the group plan, in other
words.
Mr. PETTENGILL. That is correct.
Mr. CORNMAN. Those benefits and prohibitions against cancellation

are all the same for everybody?

-

Mr. PETTENGILL. Under the qualified plan.

Mr. CORM-AN. Is there going to be any advantage for an employer to
pick people who are young and healthy and who do not have much
medical expend ?
Mr. PEWTTENGILL. There is a chicken and egg question. As a. practical
matter this has existed for years because the entire health business or
most of it is experience rated and, therefore, in theory an employer
today could do this. As a practical matter very few employers do
do it.
Mr. SNEITIr. I think it is the same question that occurs with respect
to employment itself. Is it advantageous for an employer to hire young
and vigorous people or is it. not? This is a part of that question rather
than a separate question.
It becomes important in pensions and all kinds of considerations
that affect employment.
Mr. CORMAN. Yes; but this is going to place a substantial new cost
on a great group of employers who up to this time have not had health
insurance plans-the relatively small employer. They employ an awful
lot of people totally in this country. It would seem to me that this
places an addition .0 burden on people who are more advanced in years
or who may have some physical defect. They may be denied employment because of the impact of the cost of medical insurance.
Mr. SMITH. The way the group plans operate today, the smaller
groups are not experience rated particularly. They are rated in toto
in very large part and the effect is minimal in the smaller cases.
Mr. CORMAN. You take, for instance, Government employees. You
can hire somebody who is already sick and may need some medical care,
and it is spread over so many people that it doesn't affect them. I think
a small employer might give careful consideration to whom he hires
and be able to buy insurance at a lesser rate than that State plan.
Mr. SMITH. I don't believe that is going to be a significant factor
in cost in the small employer group, because they are not going to be
rated on their own characteristics as much as the larger ones are.
Mr. CORMAN. But there probably will be private plans available
for people if their probable expenses are low. In other words, there
may be plans that are less expensive than the State plan.
Mr. EVERETT. A great many of those plans right today are pooled,

Mr. Corman, of small employers where an insurance company will pool
several different small employers into a main pool, as Mr. Smith said,
with solid benefits and a solid premium without experience rating. It
won't change that significantly.
Mr. CORMAN. Just in the freedom of the market you very well might

have some company which is willing to pool a lot of employers if -they
will acceptt certain conditions as to the health and age of their emplovees. Wouldn't that be just a normal thing that the market would
produce?
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Mr. EVEREq.

It is a possibility. I don't think it is great.

-Mr. SMITH. It is not done today. I don't know of any company that

says that they will take selected employers only.
Mr. COIRMAN. Thank you, Mr. Chairman.
Mr. 3R-T ESON. Mr. Schneebeli.will inquire.
Mr. SCITNEEBELI. Gentlemen, in your discussion with Congressman
Byrnes you said that a large percentage of the present employers are
covered under employer-employee contributions to your private plans.
What is the percentage input-cost ratio as between employer and employee generally on their present olans?
Mr. PETTENGILL. It is all over the lot.
Mr. SCIHNEEBELT.
I realize that. I asked this question of Secretary
Richardson and he said it is roughly 63 to 35, and that is how they came
to the administration proposal of 65 to 35 and I wanted to check the
figures with you. Does that sound right?
Mr. PETTENGILL. As I say, it is everything from the employer paying
nothing to the employer paying 100 percent. Obviously the larger the
employer, the greater the likelihood that the employer's contribution
is in excess of 75 percent, although in real tiny cases you will find a
greater percentage of the employers paying the entire cost.
This is simply because there are small employers who are in apparently a fairly profitable position and in order to compete in the labor
market, they provide noncontributory coverage. I think it is all over
the lot with the Secretary, I think, probably being right that if you
weighted the distribution, it would be probably around that ratio.
Mr. SCITNEEBELL I would like to ask Mr. Smith a question. You seem
to think we should place a lot more reliance on these community health
planning agencies in being effective in cost reduction as well as quality improvement as far as health care is concerned?
Mr. SMnITH. Yes.
Mr. SCHNEEBELj. I get an intimation from what you say that they

presently do not exert enough influence and don't have enough authority to carry out the mandate that Congress expected of them. What is
your experience with these agencies?
Mr. SMITH. The difference is quite a bit around the country. There
are some States which have backup laws that are fairly strong that give
these planning agencies a good deal of power in the determination
ofMr. SCHTNEFBELL Among the larger, more populous State?
Mr. S-nTr. New York, for example, has pretty strong laws and the
planning agencies that operate in New York City, and I am familitr
with them personally, of close to veto power over any substantial expenditure of a hospital or a new facility.
Mr. SCF NRVnBELI. I agree with your premise and I am asking for
some suggestion on what you might think we could do to improve their
authoritative status.
Mr. SATITI. Our bill covers that. Dan, you better explain that.
Mr. PE1IrENOILL. There are two primary areas. One is that at the
present moment the planning agencies have pretty good control over
314(b) funds, that is, the funds under the Health Planning Act itself,
but they are Federal funds which are not arising under the Health
Planning Act which they have no control over, so that it is possible
today for a planning agency to say that "We don't need these addi-
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tional 100 hospital beds" only for that hospital to be able to go to some
other
Federal agency and under some other Federal act secure that
money.I'
Tns isone of the things we would change in this bill, that this bill
would change. It would say that no Federal funds could be put into
a project which the local areawide planning agency has said no soap
to and the State agency had concurred in. In other words, we aro
giving the double concurrence there.
The other thing we are saying is that in the prospective rates which
institutions will charge, hospitals, nursing homes, and so on, that as
to any capital expenditures which they are trying to recoup through
their charges to the public, that only those capital expenditures which
have been approved by the planning agency can be so recovered.
Mr. SCHNEEBELI. Are the guidelines for these local agencies of such
character and latitude that they eliminate local prejudice in these
communities, for instance, that have two hospitals? You get the planning agency leaning more toward one hospital than the other, I would
assume, and I know that there is a lot of local prejudice and competition, let's say, between these two hospitals in this community.
Are the guidelines sufficiently strong to eliminate this local prejudicial approach?
Mr. EVERETT.I don't believe, sir, that they are. I come from Chicago
where they have a very effective hospital council. They have stopped
a lot of the new construction. Thev haven't been able to stop some of
the hospitals from buying or duplicating expensive heart machinery
or expensive machinery of certain types, but I think that ultimately
removing the Federal funds from this will give the local councils and
State planning institutes enough strength to at least move it down
the right road.
Mr. SCONEEBELT. I agree with your premise here and would like to
see that they be given the authority to do the job properly.
Thank you, Mr. Chairman.
Mr. BURLESON. Mr. Gibbons will inquire.
Mr. GIBBONs. Thank you, Mr. Chairman.

As I understand it, you all represent about 90 percent of the health
insurance industry; -is that right?
Mr. SMITH. No; 90 percent of the health insurance business that is
written by insurance companies.
Mr. GIBBONS. But not the Blue Cross-Blue Shield?
Mr. SMITH. I have to say that we are more or less speaking for them
in a sense because our proposal here assumes that they would be used
along with us in the future.
Mr. GIBDoNs. What kind of year was 1970 for your industry?
Mr. SMITH. A poor year as far as financial results were concerned.
Mr. GIBBONs. How about the years prior to that?
Mr. SMITH. Spotty- some good, some bad.

In my own company it was the first year of loss in group health
insurance for 9 years, 8 years. I can't speak for all companies, but on
the whole the last 2 years have not been good years financially.
Mr. GIBBONS. Where do health insurance companies get the money

to keep on going if they keep losing money?
Mr. SMITH. We get it through building up reserves -and surplus and
in making risk charges that are commensurate with the risk. We can't
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keep it up forever. We have to find ways to correct this just as Blue
Cross or Blue Shield does or the Federal Government does through
increased taxes if it ran in the red.
Mr. GIBBONS. I hope you won't use the Federal Government as a
good illustration of anything. We are operating now at a $33 billion
deficit. We have been doing that for quite some time. We can print
money and you cannot.
Mr. SMITH. I don't think our deficit is proportional to that.
Mr. GIBBONS. I am glad of that. Representing most of the industry,
as you do, you are now regulated by State regulations. There may be
some Federal regulation, but it is minuscule. What percentage of
your business is interstate business, across State lines? I would imagine
looking at the table we have here that most of your business is across
State lines.
Mr. SmITH. Yes.
Mr. GIBBoNs. Why do you really want to be regulated by States
when you do business in all the 50 States? Wouldn't it be much simpler just to be regulated by one agency rather than 50 agencies?
Mr. SIriiu. I think it would be simpler in terms of the number of
people regulating you. The problem, however, is that there are 51
jurisdictions with regulations, with laws, and I very much doubt that
they are going to go out of existence, any of them.
Mr. GIBBONs. Is there a great deal of difference in these laws?
Mr. SMITH. Not a great deal. They have a common thread. There
are substantial differences in requirements for starting insurance companies. There are some differences in the degree to which operations are
examined.
Mr. GIBBONS. It just looks to me as if there is an awful waste of
personnel, not only on the governmental side, but perhaps on your
own side. Don't you have to have a lot of people in your home offices to
keep up with these 50 States?
Mr. SMrrii. Not a lot. In my company we have two lawyers who
specialize in looking after legal operations coming out of State laws
and we are a big company. We are the third largest. I suppose the
smaller companies depend upon the trade associations almost completely for this purpose.
I think we would have to have two lawyers if the Federal Government regulated us.
Mr. GIBBONS. Probably more than that. Well, I am worried about
this matter of continuity of coverage. I guess I have had some experiences that worry me.
Assuming that your company were enacted, what kind of safeguards
would there be in the program that would assure continuity of coverage? Let us take an illustration.
If a workingman with a wife and a family dies, what is the wife
going to do after her 90 days of coverage are up?
Mr. PE'ENGILL. Well, it is to the extent that she has income.
I suspect in most cases she would frankly have to seek employment.
In most cases she would again become covered under a group plan.
If not, assuming that she and her family were, insurable, they could
buy an individual policy, and failing that or if their income dropped
to a lower level, they could go into the State pool.
So that if she acts with a reasonable degree of promptness, there
would be continuity of coverage. As Mr. Byrnes pointed out this
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morning, if she doesn't act with a reasonable degree of promptness,
there could be a hiatus.
Mr. GIBBONS. Suppose she has been sick, but her husband dies before
she does. Are you all going to pick her up in her sick condition?
Mr. PETTENGILiJ. The insurance carriers do write a fair amount of
substandard health insurance. If she had a mild impairment, we
perhaps could pick her up under a regular policy. On the other hand,
if she is clearly heavily substandard, then she would be one of these
uninsurables that we mentioned and would be eligible for the pool.
Mr. SIITH. I believe the system doesn't leave gaps except for people
who somehow or other may not take advantage of the various opportunities there are.
Mr. GIBBONS. I just know how difficult it is to get an insurance
policy for a 70-year-old woman whose husband has died. it is extremely
difficult today.
Mr. PETrrNGILL. I believe that most of those would be in the State
pool. This was why the State pool provides benefits which supplement
.the present title 18 program,medicare, to bring it up to the level of
tho State pool plan.
Mr. GIBBONS. But what about people who are not destitute, but who
would be medically destitute. You can get a person who has had
pretty good living all her life and who has accumulated a comfortable
amount to live out the rest. of her life, but if her husband predeceased
her at 70, it is extremely difficult for her to get health insurance coverage.

Mr. SM3ITH. Today they are covered by medicare.
Mr. GIBBONS. Medicare has a. lot of holes in it. I know from personal experience it has a lot of holes.
Mr. SM1ITH. Then, as Dan says, if they are uninsurable, they would
come under the State plan for supplemental benefits.
Mr. GIBBONS. They would have to get to the poverty level before
they could do that.
Mr.. PETTENiLL. No. The uninsurable person could be very well to
do, but if they are totally uninsurable, they are eligible for the pool.
They are paying, of course, the full premium.
Mr. GIBBONS. I know that some States in regulating the insurance
industry can disapprove of rates that they say are unreasonable for
subscribers to pay in relationship to the amount of benefit derived.
Mr. SMITH. Right.
Mr. GIBBONS. What is the usual test for reasonableness?
Mr. PFi'rENGILL. Never having been an insurance commissioner, 1
think that question probably should be directed to them.
Mr. GIBBONS. You must have been on the other side, though.
Mr. PETTWNGILL. On the other side?
Mr. GIBBONS. What do you think it is?
Mr. PETTENGILL. I tlink in the group field they have generally
gone along in terms of a 75-percent. loss ratio and, of course, we try
to run and actually run our business considerably higher than that.
In the individual field I think the test has normally been in the
neighborhood of a 50 or 60 percent. loss ratio.
Mr. GIBBONS. Mr. Chairman, considering the hour, I am just going to
pass up the rest of the questions.
Mr. BURLESON. Mr. Conable is recognized.
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Mr. CONABLE. Thank you, Mr. Chairman.
Most of the questions I would have liked to have asked have already
been asked. One statement caught my eye and that was the statement that medical expenses in other countries are going up as fast as
they are here. Action by this committee is, of course, likely to be based
on the assulnption that we have some sort of medical crisis and our
medical crisis is related to the burgeoning cost of medical treatment.
Under these circumstances I wonder if we have available anywhere
information about what is happening to medical costs in other countries. Admittedly, medical costs are oeing paid in other countries as
here by somebody, public or private, and yet one of the assumptions
has been that we are doing something wrong here because our medical
costs are going up considerably faster than are other elements in the
cost of living or in the level of general expenditures.
Mr. S 1ITH. Yes, sir.
Mr. CONABLE. Do you have any information available on this, and
in connection with this are there any other countries that rely on the
same kind of mix of private and public programs that we do?
Mr. SMITH. Taking the last question first, there are some countries
which provide state medicine or state insurance for segments of the
population, but not the whole population and rely on private insurers
to cover the other people. There are some such countries.
Mr. CONABLE. Apparently, for instance, Great Britain is moving
more toward such a mix now then they used to have 5 or 6 years ago.
Mr. SMZITU. That is correct. The private companies over there are
prospering in terms of picking up peol)le who are unsatisfied with the
state medicine that is provided in England.
As far as cost trends are concerned, there is quite a bit of information available on this. We have some of it and could furnish what we
have. We have not studied this in great depth, I suspect, and would
assume that HEW has studies on this matter.
(The following information was supplied to the committee:)
[Hospitals, J.A.H.A., February 16, 1969]
RISING COSTS ARE INHERENT

IN MODERN

HEALTH

CARE SYSTEMS

(By Odin W. Anderson, Ph.D., and Duncan Neuhauser)
It is well known that operating expenditures for hospital care have been rising
rapidly in recent years. Perhaps less known is the fact that rising expenditures
are not peculiar to hospitals in the United States. Health care systems in other
countries are experiencing the same difficulties. These rising expenditures are
taking place regardless of the ownership of the hospitals, the sources and control
of funds, the degree of centralized control over the total operation, and the hospital staffing patterns.
These observations are not necessarily made to justify the rapidly rising expenditures in this country. They do give pause, however, to the apparent tendency to blame the more open and loose nature of the system in the United States
as compared to other systems, when actually these rising expenditures should
be regarded as inherent in a modern health care system in which new and expensive diagnostic and therapeutic procedures are being added all the time.
SERVICE STRUCTURES COMPARED

The prevailing general hospital service structure in the United States can be
described briefly as privately owned, nonprofit, and operated by voluntary boards.
A general administrator manages the setting for the associated physicians who
are in private fee-for-service practice to treat patients they admit to the hos-
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pital. Sources of operating funds are voluntary health insurance, the federal and
state governments, and direct payment by patients. Capital funds are from both
private and governmental sources. Mental and tuberculosis hospitals usually are
owned and operated by state governments.
In Sweden, hospitals are owned, financed, and operated by 25 county councils
and four municipalities. Hospital care is free at time of service with minor exceptions, such as private rooms and other amenities. The central government contributes minimally to the operation and capital funding of the hospitals. All
diagnoses and treatments in the hospital are performed by hospital-based, salaried specialists.
Hospitals in England and Wales are owned, operated, and funded by the central government and, as in Sweden, all inpatient diagnoses and treatments are
carried out by hospital-based, salaried specialists. With minor exceptions, health
services are free in England and Wales.
PROBLEMS

OF COMPARISON

Comparative expenditure estimates of health services in.other countries are
difficult ot determine because of differences in purchasing power and problems
of comparability of institutions and services. Although expenditures were analyzed by the authors at the most general level possible, they still reveal what appear to be the basic trend differences in each country, irrespective of actual price
differences or quantity and quality of services. In addition, because economic and
technological pressures are essentially the same in the countries studied for all
types of institutions called hospitals, expenditures were not separated by types
of hospital facilities.
TABLE 1.1-INDEX OF TOTAL EXPENDITURES FOR ALL HOSPITALS, BASE YEAR 1955

USA 2

England and
Wales 3

1955 ---------------------------------------------------------1956 ------------------------------------------------------------

100
108

100
110

100
114

1965

231

228

323

Year

------------------------------------------------1957
1958 ----------------------------------------------------------1959
------------------------------------------------1960 -----------------------------------------------------------1961 -----------------------------------------------------------1962 -----------------------------------------------------------1963 -----------------------------------------------------------1964 ------------------------------------------------------------

-------------------------------------------------

116
128
139
151
168
181
196
215

118
127
137
146
160
174
189
206

Sweden 4

128
140
149
159
180
206
235
273

I The expenditures for England and Wales and Sweden include the salraies of the hospital-based specialists. There is no
easy way to Isolate them from the totals. As a matter of fact, they have increased also, as have the fees for hospital-based
physicians' services in this country. It can be assumed that the trends in the three countries would not be changed in
substance were it possible to account for physicians' fees or salaries.
2 American Hospital Association, Guide Issue Hospitals, I.A.H.A., Aug. 1, 1956-66 pt. 2 (Chicago: The Association).
3Office of Health Economics, The Cost of the National Health Service (London: The Office, January 1968).
1 AIlman Hiso-Och Sjukv'rd, includes report on general, epidemic, tuberculosis, chronic and mental hospitals (Stockholm: Kungl. Medicinnlstyrelsen, various years).
TABLE 2.1-INDEX OF EXPENDITURES PER PATIENT DAY FOR ALL HOSPITALS, INDEX YEAR 1955

Year
1955 -----------------------------------------------------------1956 -----------------------------------------------------------1957-----------------------------------------------------------1958
------------------------------------------------1959 -----------------------------------------------------------1960 -----------------------------------------------------------1961-----------------------------------------------------------1962-----------------------------------------------------------1963 -----------------------------------------------------------1964 -----------------------------------------------------------1965 -----------------------------------------------------------I Based on total costs divided by total patient days. Sources: Same as Table 1.

USA

England
and ales

100
108
115
131
139
146
164
176
187
206
225

100
110
120
130
141
152
169
184
199
219
224

Sweden
100
112
125
137
144
151
170
192
219
251
295

383
Expenditures shown in Tables 1 and 2 on page 51 are translated into index
numbers and compare the trends in the United States, England and Wales,
and Sweden during the decade from 1955 to 1965. At the beginning of this
decade -it can be assumed that the three hospital systems were experiencing
the impact of the medical developments that followed World War II.
)uring this decade the United States enrolled more than three-quarters of
its population in some form of hospital insurance; England and Wales had
had the National Health Service since 1948; and Sweden instituted a health insurance system covering out-of-hospital physicians' services. Sweden's hospital-based services had been free at point-of-service for decades.
Table 1 shows that the increases in total expenditures for the United States
during that decade, using 1955 as a base of 100, reached 231; for England and
Wales, 228; and for Sweden, 323. The differences between the Increases of United
States and England and Wales are not significant.
These trends are not meant to measure the absolute differences between the
three systems. The system in the United States usually is regarded as the most
expensive, followed by that of Sweden, and then by that of England and Wales.
In 1955 the three countries were not, of course, on the same starting line re,.garding relative expenditures, staffing ratios, equipment, and so on. However, the use of base years of 1950 and 1953 produces similar results.
TREND GOES BACK TO

1890S

For those who may believe that using 1950, 1953, or 1955 as a base conceals
great differentials between the countries prior to these periods, and hence makes
the comparisons of the last 15 years or so meaningless, the authors examined
data on hospital expenditures as far back as they were available. It was found
that hospital expenditures have been rising steadily in these countries since
the 1890s.
In 1890 a study of a few general hospitals in the eastern United States revealed that the per diem expenditures were approximately $1.25. By 1954 the
per diem expenditures for nonfederal short-term hospitals were $22.1 In England and Wales from 1911 to 1954, total hospital expenditures rose more than
345
a hundredfold and expenditures per bed rose 76 times the original amount.
In Sweden from 1913 to 1954, short-term, acute disease hospital expenditures
increased 52 times the original amount and per diem expenses increased 20
times." In all three countries the evidence indicates that hospital expenditures
have been rising exponentially throughout this century. In addition it is interesting to note that the usual trends of rising population, rising admission rates,
shorter length of stay, increasing staffing ratios, and increasing absolute expenditures have been in the same direction in all three countries. What these
trends reveal, then, is that th, pressures leading to greater and greater expenditures are the same in all three countries.
PER DIEM EXPENDITURES

A more refined measure of trends is found in per diem expenditures that
eliminate differences in the volume of use of hospitals. With 1955 as the base
year, It can be seen in Table 2 that by 1965, per diem expenditures for United
States hospitals rose to 225; for England and Wales, 224; and for Sweden, 295.7
These are astounding figures for such a short period. The future is uncertain,
but it is important to remember that hospital per diem expenditures have been
rising since late in the 19th Century. Now they apparently are accelerating;
hence the widespread concern. Given the technological explosion in medicine, this
acceleration is healthy for the.maintenance of a dynamic hospital system, but

I Bnrdett, Henry, C. Hospitals and asylums of the world. (London: Scientific Press,
II :716, 1893).
"American Hospital Association. Guide Issue Hospitals, J.A.1.A., Part 2, Aug. 1, 1954
(Chicago: Tho Association).
' Pinker, Robert. English Hospital Statistics 1861-1938 (London : Heinemann, 1066).
'Office of Health Economics 4Information Sheet. No. 3. London: The Office, Jan. 1968).
lDigest of Health Service Statistics (Series A, No. 9; London: Ministry of Ilealth/National Health Service. 196.3).
8 H68k, Erik Den Offentliga Sektorns Expansion (Upnsala: Almqvist and Wiksell. 1962).
7 An attempt to isolate hospitals that could be classified as general shows an index number of 192 for the United States, 224 for England and Wales. and 269 for Sweden. The
increases for all hospitals are greater than for general hospitals, but the important point
Is that the rank order is the same.
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this reasoning does not make it any easier for society to pay the costs. Per diem
expenditures will not increase indefinitely; countervaillng forces will set in at
some point. The question is how and when.
Table 3 on page 52 shows index figures for the component parts of total hospital
expenditures. By definition, pol)pulation in thousands multiplied by admissions per
1000 population multiplied by average length of stay multiplied by per diem
expenditure equals Total Hospital Expenditure. In all three countries population has increased, admissions per 1000 population have increased, and average
length of stay has declined.
TABLE 3.-INCREASE IN TOTAL HOSPITAL COSTS AND COMPONENT PARTS 1955-05, BASE YEAR 1955-100
USA 1
Total hospital expenditures ----------------------------------Population ------------------------------------------------------Admissions per 1,000 population --------.-----------------------Per diem expenditure: 4
Consumer price index ---------------------------------------Per diem expenditures not explained by CPI --------------------Average length of stay --------------------------------------------

231
117
116
225
(118)
(191)
75

England
and Wales 2
228
107
123
244
(136)
(179)
71

Sweden

3

323
107
116
295
(143)
(206)
89

Government Printing Office 1966).
I U.S. Bureau of the Census, Statistical Abstract of the United States (Washington: U.S.

2Consumer Price Index used here is based on the monthly averages of the Index of Retail Prices Annual Abstract of
Statistics (London: Her Majesty's Stationery Office, 1966).
3 Statistisk Arsbak For Sverige (Stockholm: 1965).
4(Per diem index cost)=(Consumer price index) (Per diem cost not explained by CPI).
NOTE: The following istrue by definition for the above figure after all figures have been divided by 100.
EFFECTS OF INFLATION

The effects of inflation are observed in Table 3 with the use of consumer price
indexes for each country, with the reservation that these can be only approximate
comparisons because they undoubtedly do not measure the same "market basket"
of goods and services in the three countries. The consumer price index has risen
more rapidly in Sweden (143) and in England and Wales (138) than in the
United States (118). When the effect of increases in the consumer price index is
eliminated, the United States per diem expense rose from 100 to 191 in this 10year period; in England and Wales the per diem expense rose from 100 to 179;
and in Sweden it rose from 100 to 206.8 In any case, this table again demonstrates
that all the trends are in the same direction for all three countries. Thus, it
would seem reasonable to conclude that the increases in the per diem expenditures in the three countries are attributable to factors other than price increases.
CONCLUSION

Health systems a varied as those in the United States, England and Wales,
and Sweden are experiencing the same dramatic Increases in expenditures, apparently for the same fundamental reasons regardless of ownership of facilities,
sources and control of funds, and staffing arrangements. The increase in expenditures in the United States has occurred in a context of autonomous hospitals
that involved very diffused decision making; the increases in England and Wales
have taken place in the face of an economy-minded central treasury; and the increases in Sweden have occurred in a decentralized financial structure represented
by the county councils and the xnunicipalities, which have almost no other public
responsibility than for the provision of hospital services. It is surprising, therefore, that, as measured by average per diem expenditures, the United States does
not have the highest rate of increase during the 1955-65 period, although the
headlines in this country seem to indicate otherwise.
A "rational" health service system, In the sense that there is systematic and
scientific justification for structural and administrative arrangements, is remote
in all three countries. The issues of expenditures, use patterns, and organizational
8 The same pattern occurs for cost per case. By definittion. cost per case equals cost per
patient day times average length of stay. From 1955 to 1965 cost per caqe In the United
States rose to 169, In England and Wales to 173. and in Sweden to 263. During this same
period, the rise In cost per case not exolalned by the Consumer Price Index was 143 In the
United States, 126 in England and Wales, and 183 In Sweden.
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arrangements are discussed with frustration and stridency in all three countries,
with the possible exemption of Sweden, where public policy formulation appears
to be more deliberative and pragmatic than in the United States and in England
and Wales. Fundamentally, however, the issues appear to be the same. Thus, the
problem that, remains is one of containing expenditures without inhibiting the
progress inherent in modern health services systems.
[Inquiry, volume VIII, No. 1, March 1971]
THE RATIONALIZATION

OF HEALTii SERVICES: A UNIVERSAL PRIORITY
(By

Anne R. Somers)

Anne R. Somers, is Research Associate, Industrial Relations Section,
Princeton University. This article is based on a visit to England,
Sweden and Denmark in the spring of 1970.
The rationalization of health facilities and services-in the interest both of
cost controls and better patient care-is emerging as a major public policy issue
throughout Western Europe. This is true despite the fact that in most countries.
health care is already financed through public funds. As Dr. Arthur Engel has
observed:
An intelligent control of the automatic growth of the health services Is
necessary if the health sector is to be able not only to maintain but to
enlarge its share of gross national product. With the enormously rising costs
of hosl)ital building and of hospital operation, carefully rationalized hospital
planning inside a comprehensive system of health and social care is of.
utmost importance.'
Similar views were expressed in a recent Green Paper on the British National
Health Service,2 and in the "Resolution on Recommendations Concerning Lowering the Cost of Medical Treatment," by the European Public Health Committee
of the Council on Europe.'
This is a sobering thought for both proponents and opponents of national compulsory health insurance in the United States. Public financing has not proved a
panacea in Europe. It has solved some problems and created or exacerbated
others. Clearly, also, our health problems and theirs are basically similar despite
certain historical variations and differences in timing.
EUROPEAN HEALTH CARE ECONOMICS
A few background facts are essential to any discussion of rationalization. First,
the European health care economies are almost completely "socialized." Except
in The Netherlands, most of the hospitals are owned and operated by government at one level or another. In England, since 1948, they have been the responsibility of the national government, with operation delegated to 14 regional councils
and some 400 hospital management committees, plus a special separate arrangement for the teaching hospitals.
In Denmark and Sweden, most hospitals are the responsibility of local government. In Sweden, 25 county councils and separate authorities for the three largest cities carry the responsibility. In Denmark, it is usually the municipalities.
In both countries, these bodies are autonomous and empowered to impose special
taxes for the construction and operation of their hospitals. Also, in both, most of
the hospitals' revenue comes from local taxes-about 90 percent in Sweden and
IEngel, Arthur, "Areawvde Hospital Planning In Sweden." World Hospitals 4:214. (1968)
2The Green Paper states : "The existing division of the [British National Health Service into three parts [Hospitals. General Practitioners, and Social Services] must he abolished in fact as well as In name. All decisions on staffing, planning, and the deployment of
resources must be governed by the total health needs of each area. One authority must be
responsible for the National Health Service in each area and it must administer the services of each district as a whole. Only if there is a total merger of hospital and community
health services in the administration of both district and area services will resources be
efficiently deployed to meet the needs of each patient." See. Department of Health and
Social Security. The Future Structure of the National Health Service (Green Paper II).
London, 1970, pp. 5-6.
2 The resolution stated, in part: "Whereas the building of hospitals is extremely expensive and hospital impatient care Is. in general, the most costly aspect of all forms of
medical care. It is necessary to encorage the closest cooperation between all the authorItles responsible for providing services relating to the health of the community." See,
Council on Europe, European Public Health Committee. "Resolution on Recommendations
Concerning Lowering the Cost of Medical Treatment." Strasbourg, March 1969, pp. 66-67.
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two-thirds in Denmark-with the balance coming from the central government,
insurance payments, and direct patient payments.
In theory, inpatienr ward care is free' to all residents without limitation as to
time or type of service. In fact, of course, shortages of beds and personnel impose
limits, especially in Britain where there have been substantial waiting lists for
elective surgery. In Sweden, persons 67 or over are limited to one year ill all acute
care hospital.
In all three countries, physicians' services are free,' or nearly so, to all or most
of the population. Inpatient medical care, )rovided in all instances by salaxie(l
doctors, is completely free. The financing of family doctor (out-of-hospital) services differs rather significantly among the three, chiefly as a result of historical
differences in the relation of "family-doctoring" to hospital care.
Differences in Ambiulatory Care
The Swedish system is most complicated and nearest to ours. About half the
ambulatory care is rendered in the outpatient departments of the hospitals by
hospital-baised doctors. Until January, 1970, these doctors billed their patients who
were then partially reimbursed by the national insurance scheme. Starting in
1970, however, all hospital doctors are fully salaried. The patient pays directly
to the hospital a small fee-seven kronor (about $1.40)-for each visit regardless
of the amount of services required.
Another fourth of ambulatory care is rendered by salaried doctors working out
of district health centers. Patients pay the same seven kronor (15 for a home
visit) for these services. A final quarter is provided by private practitioners in
their own offices who may charge what they wish. The patient is reimbursed
through national health insurance three-fourths of the official fee schedule. Dental
care is covered in the same way although there are niany limitations. Tn 1969, per
capita sickness insurance contributions average(] about 450 kronor ($90) for the
year. Employers pay somewhat more and government subsidy is about 12 percent
of total costs.
In Britain, the hospitals are not used at all for primary care. Outpatient services are restricted to diaano. tic servioes or special theranv. All nrimar" care is
provided free by the general practitioner service, one of the three major arms
of the National Health Service. General practitioners are paid on a modified
capitation basis.
The Danish system combines elements of the British and Swedish. As in
Britain, there is a sharp dichotomy between hospital-based specialists and
hospital-excluded general practitioners. The method of payment is similar to
that prevalent in Britain prior to the National Health Service. The nation is
covered by a network of semivoluntary government-subsidized sickness insurance
funds to which members pay about 25 DK ($3.50) per family per month. About
97 percent of the population belongs to one or another of these funds. For those
whose income falls below a specified level-"A members" constituting about 85
percent of the population-medical services, both G.P. and specialist, are free
and for these members doctors are paid on a capitation basis. The higher-income
"B members" are killed by the doctor; then refunded an amount equal to that
fund would have paid for an "A member." They also pay a slightly higher monthly
rate. Although subsidized )y the national government for about 20 percent of
their expenditures, the Danish funds are still private, estai)lishing their schedules
of physician payments through negotiations with the medical societies.
In England, drugs are supplied free to children, the elderly, and to those with
certain long-standing chronic conditions. For others, there is a flat charge of two
shillings, sixpence (about 35¢) per perscription. In Sweden, certain life-sustaining drugs are covered in full. For others there is a discount and a maximum
charge of $3.00 per prescription. In Denmark only th, life-sustaining drugs are
covered.
General Consumer Sati8faction
The impact of the various forms of health care on national mortality and
morbidity has never been effectively measured. Perhaps the most ambitious
attempt-by Dr. Osler Peterson working with researchers from England, Sweden,
and the United States--concluded that meaningful international comparisons
-'Strictly speaking, of course, no services are "free." They are paid for either by taxes
or health insurance contributions. The term is used here, as it is by the general public
in those countries, to indicate services for which no payment is required at the time of
delivery.
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were impossible in the present state of international health data.' Despite this
caution against relating health statistics to systems of care, Dr. Peterson et al.
did point out that the United States, with the highest death-rates of the three
countries, also has the highest levels of utilization--as measured by per capita
doctor-patient contacts or hospital admission rates--and the highest per capita
expenditures.
In any case, It is evident that the health care systems are overwhelmingly
popularr with the public in all three countries, Engiand, Sveden, and l)enmark.
In no country is there any serious demand for repeal. They are as fully accepted
by the conservative parties as by the labor or socialist parties through which
the systems were originally Introduced.
In England, the Conservatives would like to increase the small private sector
represented primarily by the British United Provident Association (BUPA), a
successful nonprofit health insurance organization with about 3.5 percent of the
population enrolled." With a handful of private hospitals financed out of its own
funds, a flair for innovation especially in the field of automatic data processing,
and exceptionally able management, BUPA enjoys the support of many top
leaders in the British health care field, but no one even considers it as a potential
substitute for the National Health Service. It has been said that the three most
popular items in Britain today are the monarchy, tea, and NHS.
Approval of Providers
Alongside the general public satisfaction must be placed the general satisfaction of the providers of care. It should be kept in mind that "socialized
medicine" represents much less of a change in Europe than it would in the
United States! In the Scandinavian countries the hospitals have been the responsibility of local government for a century or more. In England most of
the world-famous teaching hospitals were voluntary until 1948, but this was
not true in Scotland; and even in England perhaps half the acute beds and nearly
all the mental and other long-term beds were run by government even prior to
NHS. The nationalization of all hospitals under NHS was in accord with the
desires of both the hospitals-which, even before World War II, were in disastrous financial conditions-and of the hospital-based physicians whose primary concern was to avoid being placed under local government. The teaching
hospitals, while nationalized, retain their separate autonomy (except In Scotland).
With respect to physicians, most of the senior consultants have been pleased
from the outset-with good reason. Paid by NHS for whatever proportion of
their time they choose to give to hospital work (work which they had previously
done for nothing), they are permitted to retain whatever private practice they
wish to handle. There has been dissatisfaction among junior hospital staff, who
have accounted for most of the emigration, but their complaints appear to be
directed primarily against the senior consultants rather than against NHS
per se.
The G.P.'s, who originally chose to be paid on a capitation basis rather than
salary, found themselves very nearly overwhelmed in the first few years. Today,
however, thanks to a tanering-off in this backlog of demand, substantial pay
increases, modifications in the capitation system of payment, and more attention from the central government, they appear generally satisfied. The end of
the old British tradition of having to buy a practice, and Increasing government assistance in establishing G.P. "health centres" appear to be special sources
of satisfaction. Dr. William Thompson, editor of TL Practitioner,the British
counterpart of GP, probably spoke for most of his constituency when he reported that most British doctors were much better off now than before NHS
and were basically pleased with It.8
As already noted the Swedish hospital doctors were recently involved In a
basic chance of policy--from what we would call geographic full-time to strict
full-time. For about 15 percent of the highest paid this resulted in some loss
of earnings; and some grumbling Is still heard. For some younger doctors It
5 Peterqnn. 0. L. et al. "What is Value for Money in Medical Care?" The Lancet, pp. 77176. (Anril R.1967).
* Eric Roberts. President. and other officers. BUPA, Interview. London. April 1. 1970.
7See. Abel-Smith. Brian. "Mator Patterns of Finnneing and Oreaniation of Medical
Care in Countries Other than the U.S." In: Social Policy for Health Care. (New York:
New York Academy of Medicine, 1989) pp. 13--33.
8 Interview, London, April 6, 1970.
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meant all increase. The majority remained at the same level. And in the Swedish Welfare State where taxes consume nearly half of the average family income, money wages are less important than shorter hours and a more rational
professional life. There is no serious professional opposition to the health
service in either Sweden or Denmark.
Costs Rising Rapidly
In terms of costs, two facts stand out most prominently. First, although costs,
and the utilization they reflect, still vary from (ountry to country, they are all
going up rapidly, especially in the past few years. Second, despite the continuing
differences in organization of services, in every country the hospital is consuming an increasing share of national health care expenditures.
Some of the significant differences in use patterns, as of the late 1950s and
early 1060s, have been reported by )r. Peterson and associates. For example, the
Swedes averaged only 2.8 physician visits per capita per year, while the English
averaged 4.7; and Americans, at a roughly comparable date, 5.3.' On the other
hand, the Swedes were admitted to short-term hospitals at the rate of 127 per
1000 population; the English, only 82 per 1000; and Americans 134 to 1000.10
Although the English balance their low admission rate with an exceptionally long
length of stay, the Swedes have both a high admission rate and a long length
of stay. The mean length of stay for the 11.S., England, and Sweden, as reported
by Peterson ct al.,was 7.7 days, 14.8 days, and 12.5 days respectively.
Whether there is a sort of balancing trade-off as )etween M.D. and hospital
services, or for some other reasons, the proportion of Gross National Product
spent for the health services in the various advanced countries of tbe world has
remained remarkably similar over the )ast two decades. An International Labor
Office study based on data of the e-irl," 1950s reported a range from 3.7 percent
in Denmark to 4.5 in Norway and the U.S. and 4.6 in New Zealand." Using data
from the late 1050s, Professor Abel-Smith of 2England reported a range from 4.9
percent in Sweden to 5.3 percent in the U.S.'
During the past decade health care costs have increased dramatically in all
three countries, as in our own. In Sweden costs have been rising about 10 percent
annually. In England, where expenditures were rigidly held down for the first
begun to escalate, the rise for the year ending
decade of NHS, they have also
3
March, 1968 begin 10 percent." A Netherlands study reports a rise of 243 percent
+
in health care costs during the decade, 1958-1968." The cost of hospital care rose
339 percent.
The latter phenomenon, the hospitals' increasing share of total health care
costs, appears to be the pattern throughout Europe. Fifty-six percent of the NHS
budget went for hospitals in 1969-1970, all hut six percent for operating expenses." The operating costs alone of Swedish hospitals consume 51 percent of
total public expenditures for health. Current investment in new hospitals is very
high. Anderson and Neuhauser compared the rise in hospital costs in Sweden,
England and Wales, and the U.S. for the decade 1955-1965, and found the following: Sweden up 323 percent; England and Wales up 228 percent; U.S. up 231
6
percent. Even with the effect of general price increases eliminated, they found
these rises: Sweden- 206 percent; England-179; U.S.-191. While comparable
figures do not exist for Denmark, officials of the Bispebjerg Hospital, Copenhagen, one of the largest in the country and probably representative of the better
urban institutions, reported rives in the cost per patient day of 12 percent between
1967 and 1968 and 15 percent between 1968 and 1969.7
The Swedes' growing concern about their out-of-hand hospital costs was
clearly stated by Goth Nilsson, Chairman of the Orebro County Council. Citing
9Peterson, et al., op. oit., p. 772.
10 Ibid., p. 773.
IoInternational Labor Office. The Cost of Medical Care. (Geneva, 1959) pp. 76-77.
12Abel-Smith, Brian. Paying for Health Services: A Study of the Costs and Sources of
Plnance in Sim Countries. (Geneva: World Health Organization, 1963) p. 55.
'3U.K. Department of Health and Social Security. Annual Report. (London: H.M.S.O.,
1968) p. 1.
1 Council of Europe, European Public Health Committee. "Lowering the Cost of MedIcal Treatment," op. cit., p. 59.
15Logan. R. F. L. M.D "Some Problems in Medical Care." Medical Annual. (Bristol,
England : John Wright & Sons. Ltd., 1969? pp. 23-24.
1 Anderson, 0. V. and Neubauser, D. Rising Costs are Inherent in Modern Health Care
Systems." Hospitals pp. 50-52. (February 16, 1969)
1 K. Jonsson, Assistant Director, BispebJerg Hospital, Copenhagen, Interview, April 16,
1960.
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a study of health costs and Gross National Income by the City of Stockholm
Finance department, assuming a continuing Increase in the former of 10 percent
per year, Nilsson pointed out that the health share of Gross National Incocme
would rise from 5 percent in 1967 to 13 percent in 1987. Under certain assumptions the health share could reach 37 percent by that year. s
Nilsson continued: "This would mean a considerable reshuffle of public resources
to the benefit of the Hospital and Health Services. Is this realistic? Is it reasonable? Are the present aims and structure of the health services the right ones?
Does not the situation force the leaders in the health services to decide on a
structure to suit these possibilities? To what extent can illness be prevented?"
He then continues with a long and urgent plea for more preventive services and
health education.
TIIE DRIVE TOWARD RATIONALIZATION

Against this background of general popularity, accompanied by accelerating
cost increases, concerned public officials and health authorities are casting about
in many directions for cost restraints. In the words of Dr. Robert Logan of the
London School of Hygiene and Tropical Medicine, "There is no ceiling to the
costs of a perfect comprehensive health service." 1' Or, in the more pungent
words of Professor Richard Titnmuss of the London School of Economics, "It Is
is a bottomless pit." 20
Since it is now unthinkable in these countries that demand should be restricted
by reimposition of financial barriers, the officials and planners are concentrating
on other approaches, principally the administrative manipulation of supply and
demand. The recommendations with respect to lowering the cost of medical treatment advanced by the Council of Europe's Public Health Committee are illustrative. ' One of these recommendations dealt with greater patient participation
in the costs of care (copayment). After considerable debate, the Committee
adopted a statement saying that such a measure is acceptable provided the contribution Is small and that it can be reduced or abolished in cases of special need
or where there is no fear of abuse. Sweden's new "7 Kronor" system suggests
that this recommendation may be heeded.
All the other recommendations dealt with rationalization of supply in one
form or another; the integration or coordination of all types of facilities, services, and programs, hopefully with the ultimate aim of redirecting demand to the
less expensive programs and facilities as well as the avoidance of duplication,
waste, and poor quality care.
The Swedish Regional Hospital System
One of the first to stress this approach to cost controls was Sweden, a country
with a smaller-than-average supply of doctors, a greater-than-average supply of
beds, nurses, and other health personnel, and the financial and technological
resources to make possible an Imaginative approach to rationalization. In addi-

Is Nilsson, L. Goth. "Growth and Change in the Health Service." Region Sjukhuset I:
Orebro. Introduction. (1970)
19Logan, R. F. L. "Some Problems in Medical Care," op. cit., p. 23.
WInterview with H. M. Somers, London, April 4, 1970.
21Specific recommendations include :
"Promoting the closest possible integration between preventive and curative medicine, both with regard to medical and ancillary staff, and the use of organizations,
establishments, and installations.
"Interchange of patients between different levels of hospitals or health services....
"Close cooperation between the hospital and family physician ...
"Coordinated planning between the various authorities responsible for health
services . ..
"Coordination of planning between the different hospital authorities within the
area . . . to allow rationalization of the scope of work among the hospitals...
"An information system should be set up to cover several hospitals and also community services. This may raise a demand for an automated data processing system."
See, Council on Europe, European Public Health Committee. "Lowering the Cost
of Medical Treatment," op. cit., pp. 66-67.
22 Based primarily on interviews with leading Swedish officials and health care authorities, including Arthur Engel, M.D., former Director-General, National Board of Health, and
President, Swedish Hospital Association; Professor Gunnar Myrdal, University of Stockholm ; Malcolm Tottie, M.D., Director of Information, and S. Akc Lindgren, M.D., Director
of PlanninO. National Board of Iealth and Welfare: Gunnar Hfigberg, Director of Organization, SPRI; Edgar Borgenhammar, Director, and Frederick von Bergen. Administrative
Resident, Danderyd Hospital. Stockholm. See, also Engel, "Areawide Hospital Planning
in Sweden," op. cit., pp. 212-16: "Planning and Spontaneity in the Development of the
Swedish Health System." M. M. Davis Lecture, University of Chicago. 1968; and Perpcetive8 in Health Planning. (London: University of London, Athlone Press, 1068).
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tion, there is, in Sweden, what Gunnar Myrdal calls "an organizational infrastructure" ," through which health care planning and other desirable public
policies could be undertaken with a minimum of compulsion and national government controls. "In recent times," says Professor Myrdal, "Sweden has become
the organizational state." Employers, labor-now organized virtually 100 percent, including hospital workers-a powerful cooperative movement, hospitals,
doctors, "even very specific common interests-for instance those of old-age
pensioners and invalids, or those suffering from rheumatism, diabetes and even
less frequent illneqses-have now their own nationwide organizations with district branches." While such an organizational network has its drawbacks and
dangers-especially the danger of over-bureaucratization, which Myrdal pointed
out: and as the recent bitter wildcat strike of Swedish miners against their own
leadership illustrated-it did facilitate the development of hospital planning
on an area or regional basis, not unlike U.S. experience, and totally at variance
with British policy under the National Health Service.
As already noted, Sweden has long been divided, for purpose of hospital administration, into 25 autonomous counties and three major cities. In the late
1950's, however, Dr. Arthur Engel, then Director (Gene.al. N" i. i
f
Health, concluded that a new organizational level was necessary to avoid duplication and irrational use of resources and personnel. In 1960 his proposal was
accepted by Parliament. The new level was designated a region and the country
was divided into seven such regions, each with roughly a million people. (The

population of the country is now about eight million.) Each of the five existing
teaching hospitals was designated a regional hospital and two others were
named as potential regional hospitals. Collaboration between the counties within
each region remains on a voluntary basis, with governmental health authorities
supervising, guiding, and advising the counties as they move toward greater
coordination.
At the national level, supervision is exercised by the National Board of Health
through its Planning Department and a semi-autonomous body, the Committee
for the Construction of Health and Social Welfare Buildings (NSB), which
must approve all new construction. The Institute for the Planning and Rationalization of Health and Welfare Services in Sweden (SPRI), formed in 1968
as a result of an agreement between the national government and the Federation of Swedish County Councils and supported one-third by the former, twothirds by the latter, now serves an important function as technical advisor to
the county councils.
Under the guidance of this voluntary but coordinated effort at rationalization, a four-level model of care is emerging:
1. At the regional level a single regional hospital serves a population of a
million or more. The superspecialties are concentrated at this level.
2. The county central hospital serves a population from 250,000-300,000. As
a rule this hospital has 800 to 1000 beds. most of the usuol specialties, a large
outpatient department, rehabilitation facilities, family planning, welfare services, etc.
3. The local district hospital, typically serving 60,000-90,000, is still in process of transition. Nearly all authorities agree on the need for merging, closing,
or converting many of the formerly small district hospitals into nursing homes,
health centers, or a combination of the two. Local resistance is considerable but
the policy remains to eliminate all district hospitals with less than 300 beds.
4. The local health center, serving a population of 10,000-20,000 with ambulatory preventive and curative care, is not formally part of the hospital system.
However, with 300 such centers in oneration today, the goal is to integrate their
activities with the nearest district hospital.
Illutrative of the new. rtionnlized. Putomoted. Swediqh lnspital is Danderyd, the central hospital for North Stockholm. With some 1000 beds to which
400 new Psychiatric beds will be added by 1972, it was recently described as
"a medical-technical industry for human repair, it books by computer, is run by
an economist [University of Colifornia. M.H.A.]. functIons through emT)lovee
participation, is totally free. assigns private rooms for need but not for money,
and really cares for and about each patient." 2 One could add that it boasts
the record of the lowest infant mortality rate of any hospital in the world-a
record won from another Swedish hospital, Karolinska-and despite the fact
0 Myrdvl. Gunner. "What is Wrona with the Welfare State?" Institute for International
Studies. University of Sto'lcholm. 1966 (mimeo).
2' "Medifactory: The Hospital That Cares." Sweden Noto, p. 23. (March 1970)
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that all medical care is given by salaried physicians it operates with a personnel/patient ratio of about 1:5.
The guiding principle of the Swedish planners Is that "care should be provided
at the lowest acceptable organizational level of the medical care system." The
motivation was )oth economy and higher quality care. In the words of Dr. Engel *
The main goal is to provide qualified medical treatment for the population
of every area of the country. . . . If we had not launched the regional
hospital system we would have witnessed the growth of small specialist
services in many places. They would not have had the capacity to develop
the highest quality of care and to keep abreast of scientific progress. That
would have meant a bad investment of capital and medical personnel.
It is perhaps still too soon to evaluate the results. But it is already obvious that
more has been achieved with respect to quality than economy. The rapid rise in
overall and hospital costs has been cited. The cost of building the new Iluddinge
Hospital in Stockholm is now quoted as $120,000 per bed. The fear expressed by
Nilbson (cited al)ove)-that too great a proportion of national resources are
going into health care-is rather widely shared by public officials. Despite
planning, the combined pressures of consumers and professionals continue to
produce more beds than needed. To control the situation in Stockholm, starting
in 1971 the city will be divided into six health care districts with a central
hospital in each district and rather strict limitations on patient crossing of
district lines.
CurrentBritish Efforts at Coordination
Prior to World War II, the British voluntary hospital, despite recurrent financial crises, virtually defied systematic )lanning. Even the nationalization of
the hospitals in 1948 and establishment of the regional hospital boards and area
management committees has been described by one of England's leading health
care authorities as, in reality, "no more than a reshuffling of the same people
who had always run the hospitals-the unpaid volunteers who had attained
some expert knowledge and the medical profession." "
While this appraisal of the impact of NHS on British hospitals undoubtedly
represents British understatement, it is true that the almost total absence of
investment capital during the first 10 years of NHS precluded any serious effort
at restructuring or rationalization. Starting in the mid-1950s, modest but increasing sums were made available for new construction and leaders, both in
and out of government, began to recognize the need for planning. In 1962, the
Ministry of Health presented to Parliament an ambitious program, A Hospital
5
Plan for En.gland and Wales."
Central to the new British plan was the concept
of the "district general hospital." Normally 600 to 800 beds, it would serve a
population of 100,000 to 150,000 and provide treatment and diagnostic facilities
for both inpatients and outpatients, including a short-stay psychiatric unit and
a geriatric unit. One of its major purposes was the integration of the many
existing single-specialty institutions.
By the end of the 1960s the concept of the district general hospital was further expanded to one of 1000 to 1500 beds, serving a population of 200,000 to
300,000, with greater emphasis on psychiatric (including mental sub-normality)
and geriatric treatment; on joint planning of hospital and community health
services; and on bridging the gap between hospital and general practitioner
services through the introduction of "general practitioner beds" at the district
hospital.w
Meanwhile governmental leaders became increasingly concerned with the
dysfunctions resulting from the tri-partite division of the National Health Service. A Ministerial Green Paper, published in 1968, urged integration of the three
branches with responsibility for provision of all services allocated to 40 to 50
area boards.2 The 14 regional hospital boards and the 400 area management committees would have been abolished.
Despite widespread agreement as to the desirability of integrating the three
branches, a storm of criticism greeted the Green Paper. It was widely alleged
that the new area boards would be too remote from the people, would probably
25Abel-Smlth. B. "Hosnital Planning In Britain," 1962. p. 6 (mimeo).
DO
Cmnd. 1604, H.M.S.O.
21Department of Health and Social Security. Welsh Office. The Function8 of the District
General Ho8pital, Report of the Committee (Sir D. Bonham-Carter, Chairman), H.M.S.O.,
1969. See. also, Godber, George. D. M. "The Future Place of the Personal Physician."
M. M. Davis Lecture, University of Chicago. 1969.
- Ministry of Health. The National Health Service in England and Wale8 (Green
Paper 1). H.MS.O., 1968.
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be dominated by the hospitals, and would discourage regional planning. Shortly
thereafter another report, this one by the Royal Commission on Local GovernIntegration be
ment in England (Maud Commission), recommended that government.2
local
achieved by turning all the services over to strengthened
Again a storm of protest, this time from the hospitals and the doctors.
The latest proposal. contained in a second Green Paper, published early in
1970, seeks to reconcile the opposing positions and recommends integration, not
through existing local government, and not through 40 to 50 area authorities,
to the 90 "unitary authoribut by some 90 of these bodies designed to correspond
°
ties" recommended by the Maud Commission.' To guarantee local participation
(presumably consumers) it is proposed that the new area bodies should consist of only one-third professionals, and one-third persons appointed by local
governments, one-third by the Secretary of State for Health and Social Security.
In place of the present 14 regional hospital boards, the Green Paper recommends 14 advisory regional health councils.
How the emerging district general hospital will fit into the new administrative
pattern is still unclear. In theory, at least, the integration of hospital, general
practitioner, and other health services should make it easier for the district
hospital to become the hub and center of all the health services and thus contribute to a general rationalization. On the other hand, opposition to the hospital
as the major consumer of scarce NHS financial resources and as the citadel of
specialist-dominated curative medicine could prevent it from developing the desirable outreach.
The Second Green paper is still too new to permit definitive evaluation. Howpersons, both in and out of
ever, in numerous interviews with knowledgeable
31
government and in both major parties, there appeared certain broad areas of
agreement: First, some such consolidation of the hitherto separate serviceshospitals, general practitioners, and social services-is long overdue and will be
generally welcomed. While some hospital spokesmen are concerned over the
future of the hospital in such a consolidation, they are hard put to oppose consolidation in principle. Second, there also appears to be general support for the
concurrent government efforts toward consolidating and strengthening local
government and thus preparing it to assume greater responsibility for health
and other welfare services. Third, there is, as one might expect, considerable
difference of opinion as to where the major responsibility for running the consolidated services should be sited.
Comparing the British and Swedish scenes, it may seem ironic that the British
are moving to erode the power of their new regional hospital boards at the same
time that the Swedes are trying to strengthen their regional organization. In
fact they are both groping toward some effective balance between centralization
and decentralization, between national and local responsibility.
In all cases, this issue is complicated by the overlap of provider versus consumer interests. The historical opposition of English doctors and hospitals to
local control-in striking contrast to the Swedish experience-apparently relates
both to the relative financial weakness of British local government and to fear
that professional interests will not be adequately protected. Although I anticipate
some continuing opposition to the proposed 90-area authorities by hospitals and
doctors, especially by the teaching hospitals and their staffs if, as proposed in a
separate document,' their autonomy is now removed and they are brought into
the general health services grid, it seems likely that this compromise will be
acceptable to enough of the various interests that it will pass Parliament.
Beyond these broad areas of agreement, there appears to be a growing conviction that real integration of health services will not and cannot be achieved
simply by juggling administrative units. How, it is now beginning to be asked,
WRoyal Commission on Local Government in England (Lord Redeliffe-Maud. Chairman). Report, 1966-69, Cmnd. 4040. H.M.S.O.. London.
aODepartment of Health and Social Security. The Future Structure of the Natioual
Health Service, H.M.S.O., 1970, op. sit.
3'Dr. Archibald, Principal Medical Officer, Department of Health and Social Security:
Gordon McLachlin, Director, Nuffield Provincial Iospitals Trust; Brian Abel-Smilth. Senior
Advisor to Secretary of State for Health and Social 'Securlty; Rbert Logan. MI.D.. London
School of Hygiene and Tropical Medicine, Keith Porter, M. )., Senior Administrative
Officer; S.E. Metropolitan Regional Board; Paul Dean, M.P., Conservative leader in
health policy, and others.
2Royal Commission on Medical Education (Lord Todd, Chairman). Report, 1965-68,
'
Cmnd. 3569, H.M.S.O., London.
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can even a fully-integrated area authority, with responsibility for all branches
of the health services, provide continuity of patient care, and the economies
presumed to result therefrom, so long as the traditional (lichotomy between
hospital care and primary care persists? Undoubtedly those who are asking this
question are still in the minority. From Labor Party spokesmen one hears more
today about the "rationing" of supply as a means of controlling demand than of
changes in the fundamental organization of physician services or consumer
attitudes.
But occasional voices are being raised to question these generally-taken-forgranted "givens" in the growing supply and demand imbalance. Some are beginning to point out that the dramatic increase in hospital use and costs is not
the fault of the hospital but of the G.P. who determines the hospital case-load;
or, more fundamentally, the system which forces the conscientious G.P. to send
his patient to the hospital whenever he suspects anything serious.
Dr. Logan recently concluded a penetrating analysis of NHS problems with a
renewed attack on "the gap between general practice and hospital practice in
Britain."
This break in contact between care in the hospital ward and in the home
existed in England long before 1948 (when the nationalization of all the
hospitals merely aggravated an,' froze it) and now both the public and the
l)rofession so accept it that to discharge a semi-ambulant patient to his own
well-furnished home a few days after an operation (or even after a normal
childbirth) is an experiment if not revolutionary! Yet every patient in
England has his own free family doctor backed up by a potential army of
nurses and home helps-and each redundant day in hospital consumes at
least £6 of limited resources and skills. . . Another consequence of the break in continuity between the world of
the community and the different isolated world of the hospital is bound to
be seen at their most crucial interface in out-patient departments. Here
again the hospital doctor is so remote from the family doctor with whom
the patient is registered that six months after the first visit for an outpatient "consulation" some one-fifth of all patients in general medicine,
surgery, pediatrics, and gynecology are still retained by the hospital and
are not discharged to the care of their own doctor. . . . No system for the
delivery of technical clinical skills can afford such a polarization of medical manpower and particularly in a country like ours which has no alternative routes in our comprehensive, but' closed, National Health Service.3
To correct this situation and to achieve some meaningful nationalization at
the crucial point-where care is actually delivered-Dr. Logan refers hopefully
to ideas that are apparently fermenting in Scotland under the leadership of Dr.
John Brotherston, Scotland's Principal Medical Officer23
The discerning Scottish eye views the isolation as so wide and fundamental that it needs a radically new working vehicle run by a new hybrid
doctor, half general and half hospital practitioner. Essentially doctors
would not work in groups of less than five and would care for 10,000 population with half their work concerned with "hospital" medicine, much of
which would be carried out in a new medical center equipped as for present
out-patient's hardware and dealing more appropriately with much of the
current out-patient caseload of investigation, follow-up, and care of the
chronic ambulatory patient. The new buildings would also incorporate the
day centers and day hospitals for the handicapped, the elderly, and the
l)sychiatric, and thus would be nearer to the neighborhood of the homes of
such long-term patients than at present. The relatives and the public would
be incresinglv participating in their care. . . . To run such a new setup
would naturally need a new breed of doctor, but he would be practicing up
to the rising level of his professional interests and competence. Such a new
kind of doctor would be delivering the modern medicine he has been taught
in both the community and in the "hospital." Besides providing the most
effective use of the educational investment from his long training, it should
also satisfy his ambitions and thereby reduce the "brain drain." (italics
supplied) 35
33Logan. R. P. L. "Some Problems In Medical Care," op. cit., pp. 29-30.
34Brotherston, J. N. F. Scottish Medical Journal 14: 130. (1969)

" Logan, op. cit., p. 31.
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The New Danih Ivsurance System 3
The complex Danish health insurance system, based on semi-voluntary sickness insurance funds, described above, will be replaced in 1971 by a new system
under which the separate funds will be assimilated into a single national organization, the income ceiling will be abolished, and all doctors will go on salary.
Along with this change has come a reform of Danish local government. Tie
number of local authorities has recently been substantially reduced and their
fiscal strength increased. Under the new system each level of government-national, county, and municipality-will have -an income tax and each will contribute to financing the health and social services.
At the same time new efforts are being made to integrate the health and social
services, both at the national -and local levels. New emphasis is being placed on
preventive medicine. The nation's first I)epartinent of Social Medicine has been
established at the University of Copenhagen.
Significantly, the new insurance system, long opposed by the Danish Medical
Association, now has the support of most doctors. Over the past decade, both
sides of the coin have changed. Government salaries are now much more attractive and greater prestige attached to hospital-based salaried positions. Conversely, general practice-despite the officially revered position it still holds
in Denmark (unlike Sweden)-is on the decline, falling from about half of all
doctors in 1950 to one-third today. The remaining G.P.'s are beginning to move
into health centers, many government-subsidized.
The only real opposition to the new system, we were told, came from the older
leadership of the Social Democratic Part, some of whose local leaders hold jobs
as administrators of the voluntary funds. The Danes, like the Swedes and the
British, are seeking some way to control costs by shifting more services from
the hospital to less expensive facilities. Unlike the Swedes, they have rejected the
concept of the hospital outpatient department as a provider of primary care
and are hoping, by means of the insurance reform, new programs of social medicine, G.P. clinics, etc., to revitalize the tradition.,l family-doctor pattern. Sharing the traditional British view, they do not appear to worry about the break
in patient continuity between primary and hospital care and. for the fact that
most hospitals In Denmark are run by local abvernment, the new insurance
scheme appears not dissimilar to the British NTIS. In view of the continuing
groping in Britain, one wonders If the Danish reform goes far enough to be
effective, either in terms of quality or cost controls.
OUR COMMON

FATE

For the American observer there appear to be a number of relevant observations In the experience of the three countries: First, there is the comforting
discovery that we are not alone in our difficulties. Despite differences in financing, all three countries-and Western Europe in general-shnre our concern
over fragmented care and rising costs and are groping for ways of dealing with
these problems.
Second, there is the discomforting realization that in all these countries, tie
hospital Is the special target of criticism. Consuming the lion's share of national
health care expenditures In all countries, 1)erihan- this mixture of resentment.
envy, and distrust of the modern "medi-factory" is understandable. but it is
particularly unfortunate just at the time wlen the need for systemization or
rationalization of health services is increasingly recognized. Tile imnlicgtion
here seems clear: Either the bosnital will take the initiative in rationalizing tho
health services as a whole. including out-of-bospital care. or it will be done by
forces hostile to the hospital with resulting downs-rading of its role.
Third. there is the conviction that. underneath all the socloecoromic. political,
and cultural differences between these nations and ourselves there are a number of common problems regarding the health care system in a modern, affluent.
technologicaliv-advanced society:
1. How to provide a financial base broad enough and stable enough to sustain
the comprehensive and expensive system demanded both by consumers and providers In such a society?
OsBased on Interviews with leading officials and authorittes including Kai Westergaard,
DenartSenior Economist, Danish Institute of Social Research; Erik Hoist, M.D., Director,
ment of Social Medicine, University of Copenhagen ; E. Haunstrup, Management Secretary,
CopenHospital,
Bispebjerg
Director,
Asst.
Jonsson,
K.
Copenhagen Board of Hospitals;
hagen.
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2. How to provide the "organizational Infrastructure" necessary to provide
something approaching comprehensive care to the entire population?
3. How to revitalize the health professions educational endeavor so as to meet
the enlarged needs and demands of such a society, both quantitatively and qualiA,
tativel .
4. How to enlist the intelligent participation of the general public and the individual consumer in the national health care endeavor in such a way as to
improve individual health while restraining costs to bearable dimensions?
The order in which these four questions are listed is not accidental. It appears
that the public's first concern-an adequate financial base-is perhaps intuitively
correct. As Professor Myrdal has said, affluence is an absolute prerequisite to the
welfare state. But if an adequate financial mechanism is essential it is only one
of several essentials, as the experience of the socialized health economies makes
clear; and by itself is no guarantor of either adequate cost controls or quality
controls.
At the present time all three countries are now concentrating, each in its own
way, on the second issue-the organizational infrastructure. They are making
some progress. But at the same time, there is the growing realization that organizational reform cannot solve the problems without going even deeper into reform
of professional education (Logan and Brotherston), and consumer education
(Nilsson).
With respect to some of these four areas, I believe we lead Western Europe.
With respect to others, they lead us. The overriding fact, however, is that we are
growing closer together both in our problems and in our solutions. Also in the
difficulty of our task.
It would be gratuitous to point out the difficulties facing the would-be planner
in America, the individual who hopes to use peaceful democratic institutions to
effect far-reaching change. Despite the obstacles, however, the chance for success
in the health care field appears better than in many others. The resources are
greater relative to need; the polarization less acute. If we can only set our own
house in order-i.e., achieve the minimum rationalization necessary to provide
the essential cost and quality controls-perhaps we may prove to be healers to
the body politic as well as to the human body.
Effective rationalization implies imagination, innovation, experimentation. It
also imples decision-making, discipline, and control. As we inevitably move in
this direction--hopefully democratically, but in any case inevitably-it would
be the height of folly to disregard the wealth of valuable trial-and-error experience offered us by our European cousins.
[Excerpt From an Article by William A. Glaser, "Paying the Doctor: Systems of Remuneration and Their Effects." The Johns Hopkins Press, Baltimore, 1970.]
Far more research is needed that compares organized national systems of
medical care with private payments for comparable patients in the same society.
A serious limitation upon my analysis has been the shortage of evidence about
private medical transactions: I have compared types of organized payment systems in various countries, but I could not compare adequately the effects of organized and private pay in the same society. During the 1960's, a pessimism has
spread in many countries concerning the accomplishments of the once lauded
national health insurance schemes and national health services. All countries are
experiencing a period of frustration and re-examination, regardless of system:
costs rise, utilization increases, no one knows whether "enough" or the "right
amount" of care is being given, limited resources are subject to steadily higher
37
Some critics have recommended
demands by doctors, hospitals, and patients.
shifts from national systems of service benefits with standard pay rates to systoms of selective benefits distributed by probate purchase in a competitive free
market.' Others have suggested the revival of private practice in order to keep
the official system on its toes. Whether private medical markets can bring their
reputed benefits and are free of the defects predicted by defenders of existing
.1For example, T. B. Chester, "How Healthy Is the National Health Service-" District
Bank Review, no. 162 (September 1968): Pierre Grandicat, "L'assurance-maladle en
France," Revue economique, no. 2 (March 1967), pp. 251-91: and Boris J. Petrovsky,
"Sosto'anle meditslnskoi mmooshehi naseleniiu I mery po uluchsheniiu zdravookhraneiia v
SSSR," Izvestia, 26 June 1968, nn. 2-3.
3') For example, D. S. Lees, "Health Through Choice," Freedom or Free-for-all- (London
The Insttitme of Economic Affairs 2d ed., 1965). pp. 21-94 : and Ralph Harris and Arthur
Seldon, Choice in Welfare 1965 (London: The Institute of Economic Affairs, 1965).
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national medical systems is completely speculative without research and experi-

mientation.

Mr. CONABLE. Studies have been made comparing costs in different
countries?
Mr. SMITu. I am not sure that HEW has such figures, but I would
certainly think that they should have.
Mr. EVERETT. I notice, Mr. Conable, that the American Medical
Association is going to appear later. I believe that they have made
studies of this nature that would be helpful to you.
Mr. CONABLE. Thank you very much. That is all, Mr. Chainran.
Mr. BURLESON. To clarify the record, reference was made only co
appendix A. You also wish to include appendix B and appendix C?
I overlooked that and want the record to be clear.
Mr. SMITH. Yes, definitely.
Mr. BURLESON. I have questions but we have a quorum call and
the hour is late. My conscience wouldn't have you gentlemen back here
this afternoon just for my questioning.
Mr. SAITIH. We are at your command, sir.
Mr. BURLESON. I would feel, unless you have something further to
add, that the committtee would excuse you. We have three witnesses,
two panel groups, this afternoon.
Mr. S% raT. We .arecertainly grateful for all this time.
Mr. BURLESON. We thank all three of you for appearing before the
committee. Very naturally I will say for the record I appreciate
highly your statements because you agree with me and I agree with
you.
The committee will recess until 2 o'clock.
(Whereupon, at 12:25 p.m. the committee rec ed, to reconvene at
2 p.m. of the same day.)
AFTERNOON SESSION

Mr. BURLESON. The committee will come to order.
Our first witness this afternoon is Mr. Russell Van Hooser, chairman of the Executive Committee, National Association of Insurance
Commissioners.
Mr. Van Hooser, you are accompanied by Mr. Gamen; is that
correct?
STATEMENT OF RUSSELL E. VAN HOOSER, CHAIRMAN OF THE
EXECUTIVE COMMITTEE OF THE NATIONAL ASSOCIATION OF
INSURANCE COMMISSIONERS; ACCOMPANIED BY S0N HANSON,
EXECUTIVE SECRETARY, AND DIRECTOR OF RESEARCH
Mr. VAN HoosER. This is John Hanson, who is the executive secretary and director of research of the National Association of Insurance
Commissioners.
Mr. BumrESON. Very good, gentlemen. We are glad to have you and
you may proceed.
Mr. VAN HoosER. Mr. Chairman and members of the committee, my
name is Russell E. Van Hooser. I am the insurance commissioner for
the State of Michigan and I am appearing here today on behalf of the
National Association of Insurance Commissioners, commonly referred
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to as the NAIC. I am the vice president and chairman of the Executive Committee of the NAIC. The NAIC is the oldest voluntavy association of State officials. It includes the principle insurance regulator.y
authorities of the 50 States, the District of Columbia, and the terrtories of the United States.
We hlave a rather lengthy statement, which we have submitted to you
for the record. At this l)oint in time I would like to gothrough and
read a somewhat, shortened version in the interest of time and for all
of us, really.
Mr. Bu13iIEsoN. That is appreciated. Without objection, your entire
statement will be included in the record.
(Mr. Van looser's statement follows:)
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STATEMENT OF RUSSELL E. VAN HOOSER
Insurance Commissioner of the State of Michigan, Chairman of the
Executive Committee, National Association of Insurance
Commissioners
SUMMARY OF STATEMENT
The National Association of Insurance Commissioners (NAIC) supports
the enactment of a national health care program which
(1)

provides comprehensive health care to all Americans and otherwise
improves the health care delivery system,

(2)

preserves and expands the private health insurance mechanism as a
means to finance improved care, and

(3)

utilizes the system of state insurance regulation as the most
appropriate

means

for

safeguarding

the

intersts

of

the

insurance-consuming public.
This statement concentrates on the insurance regulatory aspects of the
problem.
A. Synopsis of the State Insurance Regulatory Mechanism.
This section provides an over-all view of state insurance regulation, a
brief description of how it functions, and what it regulates both in general
and with respect to health insurance in particular. Also, the role of the NAIC
as a mechanism for change and uniformity, where appropriate, is reviewed.
B. State v. Federal Regulation.
A fundamental issue is state versus federal regulation in the context of
what best promises to safeguard the public interest over the long run. This

section reviews several primary factors involved, including the existence of
the current state insurance regulatory system, pluralism and diversity, threat
of a federal alternative, regulation closer to the people, federalism,
uniformity, quality of personnel, and the weakest link argument.
C. Implementation of Insurance Regulatory Goals.
For reasons discussed in Sections A and B, the NAIC recommends the
avoidance of creating an institutional insurance regulatory structure in a
federal agency. At the same time, we recognize that the federal government
has valid insurance regulatory objectives. This section sets out these
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objectives as (1) provision of the specified standard benefits, (2) assurance
that the standard benefits will be available tP all so entitled, (3) assurance
that the benefits will be paid regardless of the financial condition of the
insurer, (4) minimization of health insurance costs, and (5) preserving the
advantages of the concept of federalism by maximizing the decentralization
of political power to the extent feasible and minimizing duplication, waste
and inefficiency stemming from regulatory overlap. We recommend that the
authority for implementing these objectives be vested in the states and
suggest a technique which would provide meaningful assurances that the
states will meet these responsibilities without the necessity of creating a
federal insurance regulatory structure.
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My name is Russell E. Van Hooser. Today I am appearing on behalf of the
National Association of Insurance Commissioners, commonly referred to as
the NAIC, both as the Insurance Commissioner of Michigan and as Chairman
of the NAIC's Executive Committee. Having its inception in and regular
meetings since 1871, the NAIC is the oldest voluntary association of state
officials. It includes the principle insurance regulatory authorities of the 50
states, the District of Columbia, and the territories of the United States.

The National Association of Insurance Commissioners on June 17, 1971,
adopted a resolution supporting the enactment of a national health care
program which meets three criteria. (A copy of this resolution is attached as
Exhibit 1.)
First, such a program should provide comprehensive health care to all
Americans and otherwise improve the existing health care system by
(1)

Increasing the supply and making the national
distribution of medical and paramedical manpower
more equal both in terms of number and quality of
care.

(2)

Requiring community and broad based planning
for health manpower and facilities.

(3)

Controlling health care costs through supervision
of the charges made by providers of health care.

Second, the existing system of private health insurance should be preserved
and expanded as a means to finance the improved health care. Existing
health

insurers,

Blue

Cross-Blue

Shield, non-profit

hospital

medical

organizations, and prepaid group plans should be utilized to provide
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insurance benefits for those who can afford to pay for such protection (with
or without employer contributions). State pools of private insurers or other
appropriate means should be established to make such benefits available to
those who are uninsurable and, with federal and/or state subsidies, to those
who are medically indigent.
In 1970 the existing system of private health insurance, including Blue Cross
and Blue Shield, involved $20.1

billion annually in premiums. 1200

insurance companies, employing over 200,000 persons, and paying in excess
of $235 million in state premium taxes and $94 million in federal income
tax, compete not only among themselves but also with the Blues. The private
health insurance system pays $45 million in daily benefits to the public and
covers over 90% of the population under age 65 with over three-fourths of
the insured covered under group plans.
The abandonment of the extensive system of private health insurance in
favor 6f an al'government program would rejectSdecades of expanding'/nd
improving an on-going system, would cause severe dislocation in both state
and federal tax revenues, as well as in the employment of thousands of
workers, would cost substantial sums of taxpayer dollars to create a new
system and administration thereof, and, finally, would remove a large
segment of the economy from the private enterprise system, thereby
lessening political as well as economic freedom. Until the private health
insurance system demonstrates that it is either unwilling or incapable of
effectively effectuating a national health insurance program, the NAIC
submits that reasons such as those touched on above warrant utilizing,
expanding, and improving the private health insurance mechanism as a basic
element in achieving the goals of a national health care program.
Third, if the decision made is to utilize the private sector, we submit that the
system of state insurance regulation, pursuant to the national public policy
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affirmed by the Congress in the McCarran-Ferguson Act, is the most
effective and appropriate means for safeguarding thd interests of the
insurance consuming public. Since other witnesses can be expected to fully
develop

criteria

(1)

and

(2)

-- i.e. the wide-spread

availability of

comprehensive health care and the use of the private insurance mechanism -we shall concentrate on the regulatory aspects of the problem. In doing so,
we shall (a) summarize the nature and scope of the state insurance regulatory
mechanism, (b) review the basic issue of state versus federal regulation, and
(c) discuss means of assuring the implementation of the goals of a national
health insurance program through the state insurance regulatory mechanism.
A. SYNOPSIS OF THE STATE INSURANCE REGULATORY MECHANISM
1. The Federal-State Framework.
Prior to 1944, the U. S. Supreme Court held that insurance was not
interstate commerce and, consequently, did not fall within the ambit of
Congressional

jurisdiction

under

the

commerce

clause

of the

U.S.

Constitution. From the middle 1800's insurance regulation developed at the
state level with little or no federal involvement. In 1944 the Supreme Court
reversed itself and held that insurance was interstate commerceI thereby
subjecting the insurance business to Congressional power. This, in turn, cast
doubt on the validity of the long existing structure of state insurance
regulation.

However,

Congress resolved the dilemma by enacting the

McCarran Act 2 in 1945 providing that
"the continued regulation and taxation by the several
States of the business of insurance is in the public
interest, and that silence on the part of Congress shall
not be construed to impose any barrier to the regulation
or taxation of such business by the several States."

1.

U.S. v. Southeastern Underwriters Association, 322 U.S. 533 (1944)

2.

59 Stat. 33 (1945), 15 U.S.C.A.Secs. 1011-15.
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Furthermore, the Act went on to provide that
"No Act of Congress shall be construed to invalidate,
impair or supersede any law enacted by any State for
the purpose of regulating the business of
insurance ....unless such Act specifically relates to the
business of insurance: Provided that after January 1,
1948, the ....(Sherman, FTC and Clayton Acts) shall
be applicable to the business of insurance to the extent
that such business is not regulated by State Law."
Thus, in short, when the McCarran Act was adopted, Congress after
extensive deliberation opted for the public policy of preserving the state
insurance regulatory system while at the same time retaining a continuing
oversight role. Since 1945, state insurance regulation has evolved within this
framework.
2. Overall View of State Regulation.
State insurance regulation is both broad and detailed. Here we can only
summarize some of the highlights.
(1) Insurers must obtain and continue their licenses in order to do business.
This, in turn, requires complying with statutes and regulations pertaining to
formation,

financial standards concerning assets,

capital and surplus,

permissible investments, adequacy of reserves, and qualifications as to
character of management, experience and knowledge of the business.
Licenses may be suspended or revoked for failure to comply with the law or
when the public interest so requires.
(2) Insurers must file comprehensive annual and other periodic reports under
oath in each state in which they do business.
(3) Insurers are subject to comprehensive periodic examinations which
include, among other things, the financial condition of the company, a review of whether claims are paid on a fair and pompt basis and whether
policyholder complaints are han dled promptly and fairly.
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(4)

By virtue

of statutory

standards

on

policy

content

and

the

commissioners' policy form approval or disapproval power, much of the
source of misrepresentation or other unfair practices is deterred in advance.
(5) Control is exercised over the pricing practices of property and liability
insurers through implementing the standards that rates shall not be excessive,
inadequate nor unfairly discriminatory. Health policies must meet the
standard requiring benefits to be reasonable in relation to premium.
(6) Market practices are controlled by, among other things, laws governing
the qualifications of agents and brokers, licensing of the same, prohibitions
against certain practices such as prohibiting false and misleading advertising
and representations, defining standards of fair competition, control over
policy forms, rate controls in several areas, etc.
(7)

The insurance commissioner may, for a variety of causes, (e.g.,

insolvency, refusal to comply with orders, failure to remove officers, etc.),
apply for a court order of liquidation, rehabilitation or conservation.
(8) Among the sanctions available for enforcement of the insurance laws are
criminal and civil penalties; cease and desist orders; injunctions; removal of
officers and directors; fines; revocation of (or refusal to renew) licenses of
agents, adjusters, brokers, insurers; etc. (For a more detailed exposition on
enforcement sanctions, see Exhibit I.) These powers and sanctions, plus the
informal powers, sanctions and alternative modes of relief stemming
therefrom, extend far beyond what is being talked about in connection with
various proposed federal bills.
3. Regulation of Health Insurance.
The discussion above relates to regulation of insurance in general, including
but not limited to health insurance. This section will focus briefly on some
aspects of health insurance regulation in particular.

405
Each state has imposed requirements pertaining to the organization,
admission and solvency of health insurers. These include such provisions as
minimum

capital

and

surplus requirements,

periodic comprehensive

disclosure, examinations, investment requirements, regulation of reserves,
etc.
All states regulate policy forms for individual insurance (the individual
policy area is the area of the most potential abuse). The NAIC Model
Uniform Individual Policy Provision law has been enacted in all states. The
law requires 12 provisions designed primarily to protect the interests of the
insured after loss. In addition, there are 11 optional provisions. These must
be used by an insurer if it covers the subject in the policy, or the insurer may
use language not less favorable to the insured.
States require the filing of individual health insurance policy forms and at
least 47 states require the filing of group policies. A few states require
advance approval of the policy before it can be issued. Most provide for
automatic approval if no action is taken within a certain time limit (e.g. 30
days). Some states provide that the forms may be used unless subsequently
disapproved by the commissioner. Several states, primarily as to individual
policies, specify statutory standards for disapproval including such criteria as
benefits unreasonable

in relation to the premium charged, unfair or

inequitable or misleading provisions, sales methods involving misleading or
inadequate description of policy provisions, etc.
In addition to statutory standards for policy forms and approval, other
guides exist for commissioner use. The NAIC promulgated an official guide
for policy form approval (latest edition 1947). Although it is somewhat out
of date, it is generally understood that it applies to the extent not
superseded by new legislation. Other recommendations of the NAIC include
a Statement of Principles-Personal Accident and Health Insurance adopted
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by the NAIC in 1948. The Statement pertains to the number of policy
forms, clarity of policy language, reasonable policy exclusions, substantial
scope of coverage, standards for advertising and solicitation material, etc.
All states have enacted the NAIC model unfair trade practices act or
something akin thereto. The bill is applicable to all kinds of insurance, not
just health. The bill defines unfair methods of competition and unfair trade
practices embracing, among other things, an insurance company's advertising
practices, discrimination, rebating, etc. (Incidentally, the NAIC is currently
considering an updating of the model bill. It is anticipated that the
subcommittee will submit a revised model bill to the NAIC as a whole at its
December meeting.)
Also, the NAIC has developed Rules Governing Advertisement of Accident
and Sickness Insurance in the mid-1950's as a guide for use by the
commissioners. These Rules have been officially adopted by over 30 states
and are used as a guide in other states.

While rates are normally filed in most states as to individual policies and
states as to group insurance, most states do not regulate health rates per se
on the theory that health insurance, especially that written on a group basis,
has a history of being quite competitive. The health insurance business is not
marked with a history of cooperative rafe-making bodies as occurred in the
property and liability business. However, at least two states have a rate
approval provision for health insurance and twenty-one require benefits to
be reasonable in relation to premium.
4. Regulation of Blue Cross and Blue Shield.
Most of the Blue plans have been created under special enabling legislation
although some have been organized under the normal insurance laws and
others under the general non-profit incorporation statutes. The enabling
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statutes set forth the regulatory agency (in most cases, the insurance
department)

and

the

procedures

to which

the

Blues

are

subject.

Furthermore, the statute typically exempts the Blues from the insurance
code except where provisions are specifically declared to apply.
Usually the reporting, examination and investment requirements are closely
akin (if not identical) to those in the insurance code. The great majority of
states require both Blue Cross and Blue Shield plans to file the benefits they
intend to offer. Depending on the state, their filings are subject to prior
approval, automatic approval if no disapproval within a specified period of
time, or subsequent disapproval. Requirements are imposed as to subscriber
contracts similar to those used concerning health insurance policies. Well
over

half

of

the

states

use

approval

or

disapproval

procedures.

Commissioners look at such factors as experience, trends, benefit changes
and solvency as primary factors in approving rate changes.
Several states specify requirements

as to reserves and some impose

limitations on expenses. Requirements have been imposed in various states as
to such items as composition of boards of directors, requirements for
enrollment representatives (akin to agents), certificate provisions, etc. The
advertising rules applying to insurers have generally been considered to apply
to the hospital and medical service programs.
5. The NAIC: Mechanism for Uniformity and Change.
The discussion above merely outlines some of the highlights of the state
insurance regulatory system. This system has evolved over an extended
period of time. An important element in this evolution has been the NAIC, a
100 year association of the insurance commissioners of the several states.
The NAIC has sought to promote uniformity where appropriate, developed
model laws and regulations for use in various states, conducted various types
of studies and research projects, etc. The NAIC functions through a series of
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committees assigned various subjects. The NAIC, as a whole, meets twice a
year. Various committees meet during the interim. In addition, the Central
Research Office has been established. Thus the NAIC provides a flexible and
timely mechanism to improve regulation and to develop and provide impetus
for change.
During its 100 year history, the NAIC has sponsored a number of model bills
and regulations. We are attaching a list of these as Exhibit I1. When the
NAIC adopts a model bill, it does not do so upon the theory that every one
of the fifty states has the identical problems to which the model bill is
addressed or that they will all adopt it. The bills are intended primarily for
the use and guidance of those states which feel the need for such a statute.

On the other hand, some model bills are designed to meet a nationwide
pattern of activity and hence may be appropriately considered by most, if not
all, states. For example, in the 1940's the NAIC recommended model rating
bills applicable tc the property and casualty business. These were adopted in
practically all states.. California was an exception, but it had a different
system which was functioning well for it. New York, on the other hand, had
a statute something like the model bills and amended its statute to conform
generally to the model bill.
Another essential model bill is the so-called Unfair Trade Practices Act which
parallels the Federal Trade Commission Act. This model, or something akin
thereto, was passed in every state. The same is true of the Unauthorized
Insurers Service of Process Act. The states are now in the process of adopting
guaranty fund laws. To date, within a two-year period, the number of states
which have the NAIC model bill or a statute closely akin has increased to 45.
Here there is a feeling among the states that such a statute would be useful
and appropriate from coast to coast and the legislative action reflects that
fact.
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Forty some states have passed the model bill applicable to credit insurance.
Certain states have not enacted the bill because they have general statutes
dealing with the same subject or wish to approach it in a different way.
Every state uses the NAIC Annual Statement Blank and its Valuation of
Securities procedures. They also use the NAIC convention system of
examinations which coordinates the examination by several insurance
departments in such a manner that a company licensed to do business in
more than one state is only examined once. In conducting this examination,
the examiners follow procedures spelled out in the NAIC Examiners'
Manual.
Hopefully this exposition provides a general idea of how the system works.
Every one of the fifty states has its own insurance department, its own
insurance code, and its own system and methods of regulating the insurance
business. Diversity in legislation and regulation is essential to meet the
variety of local conditions and problems. On the other hand, we have
coordinating

machinery

to enhance

uniformity

or

similarity

where

appropriate.
6. Summary.
This statement does not attempt a comprehensive treatment of the state
insurance regulatory mechanism. But rather, it attempts to sketch the types
of regulatory techniques available at the state level. Some are available in all
or virtually all of the states. Others are available in some states. Some have
not been mentioned here. Nevertheless, each state has a wide range of
sanctions, both formal and informal, which it can use to achieve compliance
with insurance laws. As new types of coverages develop and circumstances
change, there is a fertile field of experience upon which an individual state
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may draw to augment its enforcement arsenal if its existing provisions prove
to be inadequate.

If Congress decides to utilize the existing machinery of the insurance
business and state regulation thereof in implementing a national health
program, the NAIC provides a readily available vehicle to devise and
implement

appropriate

procedures.

Thus,

in evaluating this picture,

consideration ought to be given not only to the existing regulatory scheme,
but to the comparative ease with which supplementary measures could be
devised at'the state level.
B. STATE VERSUS FEDERAL REGULATION
The issue of whether the insurance business should be regulated at the state
or federal level (or by some combination of the two) is a fundamental one
which arises in a variety of circumstances. The issue is complex, shifting in
nature depending upon what set of permutations and combinations are
assumed.

Nevertheless, in determining the most appropriate regulatory

framework

to implement

a national health insurance program, some

consideration of this issue is essential.
Among the advantages of state regulation are (1) its existence, (2) pluralism,
(3) threat of a federal alternative, (4) regulation closer to the people, and (5)
the concept

of federalism. Among the alleged advantages of federal

regulation are (6) uniformity, (7) quality of personnel, and (8) the weakest
link argument. Let us deal briefly with each of these.
1. Existence.
A state insurance regulatory system already exists. It is a long established
and known system. It utilizes over 50 offices (at least one in each state and
multiple offices in several states), employs over 4500 persons and budgets
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approximately $50 million dollars.
As a general proposition it is more effective and less expensive to improve
upon and add to existing institutions than to start new ones. This is
particularly true with respect to institutions, such as the state insurance
regulatory mechanism, which have a demonstrated willingness to change
where appropriate, which have a facility for change, and whose goals in
affording protection to the public are similar to the objectives of the
national health care programs. Assumption of regulatory power by the
federal government could sweep away much of the experience and expertise
existing in state insurance departments. Such a shift would throw into doubt
for years man)' of the rules under which the business has been accustomed to
function.

From the customers' viewpoint, the known local points for

applying citizen

pressure would

be removed,

dispersed

or obscured.

Furthermore, there is no assurance that the resulting quality of federal
regulation will justify the dislocations incident to the change in locus of
regulatory authority.
The history of several federal agencies does not give rise to overconfidence.
Nothing is so unsure as predicting the full range of consequences of a major
change in a complex system. Thus, the fact that the state regulatory
mechanism already exists is in itself a powerful argument for its continuance.
2. Pluralism, Experimentation and Vitality.
A second advantage to state regulation is the pluralism and diversity within
the system. It involves regulatory agencies of limited size. It seems clear that
the economies of scale taper off as size increases beyond some point while
problems of bureaucracy become proportionately worse.
The field of government regulation is imperfectly understood. This lends
support to utilizing a number of agencies rather than just one. Such a system
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is conducive to experimentation and will confine the impact of an
experiment until

it has been

tested. The

dispersion of decisional

responsibility and power tends to restrict the gravity of the impact of
mistakes or miscalculation whereas a dramatic and effective innovation is apt
to be adopted elsewhere after a period of time and testing.
Pluralism also affords a more fertile environment for greater vitality than
does a single national agency. The scope for top creative leadership is greater
in a small organization and the likelihood of creative leadership is greater in a
system having several tops. The work of one or more vigorous agencies is
contagious. It tends to be imitated, competed with and used as a standard in
other states. The problem of keeping regulatory agencies, whether state or
federal,imbued with the sense of vitality, capable of self-renewal and change
is now and, certainly in the future, will be a graver public concern than an
occasional awkwardness of a multi-state regulatory system.
3. The Threat of a Federal Alternative.
An extremely important and unique advantage to state regulation is that the
threat of a national alternative always hangs over it. State insurance
regulatory agencies are subject to review, investigation and embarrassment
by Congress which has the power to abolish the systems if it so chooses. As
one former insurance commissioner said, "This concentrates the mind
wonderfully."

Such congressional oversight no doubt stimulates state

regulators to do a better job.
In contrast, if a national regulatory agency becomes involved, it would not
be as skeptically watched or credibly menaced. Congressional oversight of
federal regulatory agencies has not been demonstratively better than state
legislative oversight of state agencies. In otherwords, congressional oversight
of federal agencies has yielded fewer benefits and more adverse side effects
than congressional oversight of state insurance regulation.
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4. Regulation Closer to the People.
It is an old cliche that the states are closer to the people than is the federal
government. Nevertheless, it poses a fundamental question - i.e., does such
closeness aid or impede the problem to be solved. In insurance regulation the
major problems on the horizon are concerned with markets - i.e., availability
of coverage, extent and price of coverage, handling of claims, etc. Market
problems tend to depend on local conditions and the parts of the insurance
enterprise most affecting market quality are quite decentralized. Both the
means and the incentives to regulate market conduct of the insurer exist at
the state level.
The individual member of the public possesses more readily available means
to seek redress, to answer inquiries and to apply pressure at the state level,
For example, an insurance commissioner and top members of his staff are
more accessible than comparable members of the President's cabinet.
Furthermore, there are over fifty commissioners, contrasted to one cabinet
secretary, to whom resort can be had. State legislators, who can and do make
forcefully known to the commissioner the insurance problems of their
constituents, are also more accessible and tend to be more responsive to an
individual's problems. When ultimate responsibility is vested in one place
away in far off Washington, the response tends to be more sluggish and less
attuned to the individual's needs and demands.
5. Federalism.
Professor Spencer Kimball, currently Dean of the Wisconsin Law School, In
addressing himself to the issue of state versus federal insurance regulation,
suggested that
"there is importance to our whole society, altogether
transcending and overriding industry interests, of some
fundamental political values urging state level
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regulation. The very basis of our federal system is at
issue. Decentralization and dispersion of political power
is in itself an important value in a democratic society.
Concentrations of power are bad per se, and it is
irrelevant whether the concentrations are in
government, in labor, or in business. In any case they
are in people. For present purposes, however, I am only

concerned with powerful government. Undue
concentration of power in Washington is unwise from
any point of view. Any problems that can be dealt with
adequately at the state level should be handled there in
preference to Washington." (emphasis supplied) 3

History of both federal and state governments has demonstrated that
government cannot always be relied upon to perform in the public interest,
An important guardian of such interest is the dispersion of power between
the state and federal government enabling each to exercise a discipline over
the other. (The above discussion of Congressional oversight also fits here.)
Undisciplined power tends to become unresponsive at best and corrupt at
worst. Effective implementation of the concept of federalism is fundamental
to the exercise of such discipline. This concept requires a dispersion in
ultimate

decision-making

power and responsibility and not merely

superimposing a federal government regulatory agency on top of that of the
states.
6. Uniformity.
The lack of uniformity among the states is often cited in support of national
vis-a-vis state regulation. Several observations are relevant.
First, uniformity itself is a questionable goal. The insurance business has
numerous logical ties to the geographic, economic and political structures of
the states. For example, risk analysis, coverage and rating are related to local
conditions and needs. Marketing methods, company size, structure and

Insurance, Government, and Social Policy, 416, (Ed. Kimball and Denenberg, July,1969).
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orientation

have evolved from and exist within state and regional

circumstances. While there are some matters where uniformity is helpful, in'

many other areas this is not the case. Diversity is a plus when local
conditions vary or experimentation is desirable. Lack of uniformity is
inherent in a large complex continental economy. In short, uniformity per se
is a highly overrated virtue.
Second, even if uniformity were desirable, national regulation would not
necessarily produce it. Uniformity, or the lack thereof, is more a function
of how the laws are administered than of their literal language. In regulating
a complex industry, a federal agency is confronted with a basic dilemma. At
one extreme, emphasis on the interest of maintaining uniformity would lead
to centralized controls in Washington. Those who deal with the system,
whether a member of the public or of the industry, must wend their way
through the maze to the locus of decisional power, assuming he can get there
at all. Flexibility is lost, rigidity sets in, and varied consumer demands and
needs go unmet. At the other end of the spectrum, in the interest of
adapting to regional and local differences, decentralization of responsibility
may be emphasized at the sacrifice of the "ideal" of uniformity, When this
occurs a major alleged advantage of federal regulation begins to evaporate.
Third, in situations where uniformity is needed, uniformity has often been
achieved through interstate cooperation (e.g. annual statement,
examinations, etc.) and the development and enactment of various model
laws and regulations. The existence of the NAIC has proven to be a valuable
facility for cooperation, an impetus for action and means to achieve
uniformity in appropriate situations.

4

Mr. Basil J. Meziner, the Executive Director of the FTC, recently stated that in response to critics
of that organization's performance the FTC underwent an Internal reorganization. Among other
things, the FTC's regional offices were given greater autonomy and authority and that the
Increase in complaint actions in 1971 were due in part to the efforts of these offices under their
expanded authority. Meziner, "FTC Official Views Industry Self Regulation", Personal Finance
Law Quarterly Report, Vol. 25, No. 4, Fall 1971, p. 133.
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In short, if a high degree of uniformity is an appropriate goal, a federal
regulatory agency can only achieve it at the sacrifice of more important
values. On the other hand, uniformity to the extent required has been and
can be achieved through the state insurance regulatory system.
7..Quality of Personnel.
Some have argued that a federal regulatory agency can attract better talent.
Professor Kimball suggests that,
"Statistically this may be true at the present time -- at
least it is true if one compares the national civil service
with that in smaller states. It is less clear that it is true
when one compares the national civil service with the
civil service in the largest and most populous states.
Increasingly, able people prefer to stay where they grow
up rather than migrate to the banks of the Potomac to
live in the much less relaxed atmosphere of the nation's
capital. The always dubious attractions of Washington
look less glamorous now than recently. Moreover, the
quality advantage is only marginally true. One needs
only to compare the quality of the best and the worst
national agencies to realize that there is no clear and
sharp contrast in quality between national and state
regulation.
"Again, whatever the situation may be now, there is no
assurance that over the long pull the attractions of the
national civil service will ensure quality regulation there.
The attraction of the metropolis in the first half of this
century has become less today."'
Another consideration is also relevant. In recent years, in our inflationary
economy which is at the root of many problems confronting the industry,
insurance has become a more visible and political issue. As a consequence,
those persons with the power to appoint insurance regulatory officials seek
to attract a higher level of competence. Greater use is being made of outside
expertise and improved technology is opening the doors to improved
regulation.
5.

Kimball, note 3 supra at 418.
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Thus, the quality of, personnel argument is not only subject to question but
also it is even more dubious in the future.
8. The Weakest Link Fallacy.
An often expressed notion is that state regulation must stand or fall
according to the quality of regulation of the weakest state. This argument
has been described as "pure fallacy". Those insurers writing a significant
amount of business are licensed to do business in several states, each of
which exercises regulatory control over them. As a consequence, if the
regulation in several states is effective, virtually all of the business is subject
thereto. Thus, in practical effect, the stronger states are able to do much to
make up for those few who may exercise weaker regulation. Furthermore,
there exists regulatory competition as between the states which provides
leverage

for better quality regulation,

a kind of leverage absent in

Washington.
9. Summary
State, regulation of the insurance business is not an end in itself. Its
justification rests upon the protection which it affords the insurance
consuming public consistent with, other goals of public policy, The state
insurance regulatory mechanism is far from perfect. But the history of
federal regulatory agencies reveals a lack of perfection at that level as well.
The case for state regulation is a strong one. The system already exists. It is
capable of experimentation, change and vitality. It tends to be more
responsive since it is closer to the people and because of the ever-present
threat of federal alternative. But even more important, state regulation is
more -consistent with the fundamental precepts of a viable federal form of
government which disperses regulatory power. As evidenced by the NAIC
declaration of support for a national health care program, the goals of the
state regulation are consistent, we believe, with those underlying various
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national health insurance programs. Thus, on the merits, the creation of an
institutional insurance regulatory structure at the federal level not only is
unnecessary, but also poses adverse and long range consequences for the
insurance industry and the public interest its purpose is to serve,
C. IMPLEMENTATION OF INSURANCE REGULATORY GOALS
THROUGH THE STATES
1. The Need for an Alternative.
For several months, various persons and agencies have been considering a
variety of regulatory means to implement a national health insurance
program. Discussion has ranged from comprehensive direct federal regulatory
control over the health insurance business to utilizing the state regulatory
system over which would be imposed some type of oversight authority in
HEW. Failure of the states to adequately perform, presumably determined
by HEW, would trigger even greater standby authority. In any event, to our
knowledge, whatever the expressed intent favoring the continuance of state
regulation,

all alternatives

seriously considered and/or recommended

contemplate the immediate creation of a fuctioning institutional regulatory
structure in a federal agency. The adverse implications, both short and long
run, are manifest and have been discussed above. Thus we feel it incumbent
upon the states and the NAIC to develop a meaningful alternative to the
creation of an institutional regulatory framework in a federal agency as a
means to implement the goals of a national health insurance program which
utilizes the private industry.
2. Goals Versus Means.
What are the federal insurance regulatory interests in implementing its
national health program? In answering this question, it is Important to
distinguish between the goals sought and the means to achieve those goals.
While not necessarily an exhaustive list, the following seem to be primary:
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(1) Provision of specified' minimum standard health
insurance

benefits

and

of

prompt and fair

treatment of policyholder claims.
(2)

Assurance that standard benefits will be available
to all so entitled under the Act from the insurance
industry or elsewhere (including the Blues, HMO's,
self insurers).

(3) Assurance that the benefits will be paid regardless
of the financial condition of the insurer.
(4) Minimization of health insurance costs.
(5) Preserving the advantages of the concept of
federalism by maximizing the decentralization of
political

power

to the

minimizing duplication

extent

feasible

and

waste and inefficiency

stemming from regulatory overlap.
To implement objective (5), a political philosophy which is fundamental to
our form of government, the national government should not become
involved in the details of achieving (1)-(4) so long as there are meaningful
assurances or sanctions to achieve them.

3. Fler] S.ratutory Standards Plus State Enforcement Responsibility.

Once tlhe standard minimum benefits are set out in the statute, as well as a
general standard requiring prompt and fair treatment of claims, the states
(perhaps through the NAIC) can establish the necessary requirements as to
appropriate standard policy forms to assure that the mandated minimum
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benefits are provided. Vesting such authority in a federal regulatory agency
not only negates existing state law governing insurance policies and their
issuance, it also conflicts with achieving (5).

Similarly, the responsibility for assuring that coverages will be made available
to all should rest with the states free from ultimate authority in a federal
regulatory agency. The mechanics of how this can be achieved is a question
of means not of objectives. This ideal solution has not yet appeared and
proven itself although the current thinking focuses on the pool approach.
The states should be free to probe new ideas and use what best suits their
peculiar conditions so long as they assure availability of coverage whether it
be by a pool, an assigned risk plan, some type of reinsurance arrangement, or
otherwise.

The same can be said as to the structure and financial condition of an
insurer. Various proposals such as independent audits, capital and surplus
requirements and provisions governing reserve, etc. are means to prevent
insolvencies. The objective is to assure that claims will be paid. The
availability of state insolvency funds provides even greater assurance, and is
also consistent with objective (5). In the property and liability, field,
forty-five states have enacted some type of guaranty fund mechanism. More
recently the NAIC has adopted a model life and health guaranty fund act.
Hereto, the need for federal agency regulatory involvement is not existent if
there is adequate assurance that the states will provide such funds covering
health insurance claims.

Achieving objective (4), minimization of health insurance costs, is one step
further removed from the state insurance regulatory mechanism than are the
other objectives. Health insurance premiums are primarily a reflection of the
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underlying health care costs which have been skyrocketing in recent years.
Attempting to control costs by suppressing premium rates is using the tail to
wag the dog. The keys to minimizing costs lay in such areas as controlling
inflation, improving the efficiency of the health delivery system, controlling
the charges of providers of medical services, etc. Although some efforts have
been made to exercise control through the insurance rate mechanism, since it
was the only mechanism available, the leverage is too indirect for an overall
effective solution. The minimization of health costs is primarily outside the
scope of insurance regulation. The goal of providing health care benefits at
reasonable cost is primarily a function of increasing efficiency in the health
care delivery system and of control over prices charged by the providers of
health services.

It is possible, however, that insurance rates could be higher than reasonably
necessary due to the functioning of thc insurance mechanism. With respect
to the group coverages provided to employers this is more a theoretical
argument than one borne out in practice due to the highly competitive
market and sophisticated buyers. A convincing case on the merits has not
been made to impose either federal standards and/or procedures in this area.
However, it can be anticipated that states would develop a reporting system
to monitor results which would, among other things, disclose loadings, taxes,
profits and other statistical information as well as the amount of subsidy
involved. This information would be compiled and publicly disclosed. (In
addition, there should be developed a means of measuring and reporting the
contribution of various factors to increased health care costs, such as
inflation, to better assign responsibility for such increased costs.)

Furthermore, if it is deemed necessary, the regulatory bill could provide that
rates must be reasonable in relation to the risk insured and that this standard
should be enforced by the state (e.g., perhaps through some type of filing
- 22 -
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procedure as a means to monitor the effectiveness of competition, or some
type of rate approval or disapproval mechanism).

As to rates on pool business, if the rates are to be permitted to be self
supporting (i.e., no ceiling so as to require a subsidy), this market also should
be competitive and the approach in the above paragraph should also apply
here. However, if there is to be a federal ceiling on pool rates, this ceiling
should be spelled out in the statute, not left to federal agency discretion, and
the responsibility for enforcement should rest in the states. However, any
rate ceilings should be accompanied by a statutory provision to the effect
that the rates overall (i.e., when the employer group and the pool business is
looked at in total) should be self-supporting and not confiscatory.

In short, there would appear to be five major public policy goals upon which
the insurance regulatory aspects of a national health insurance program are
postulated: (1) establishing minimum health benefits and adequate claim
procedures, (2) availability of such benefits to all, (3) assurance that the
benefits will be paid, (4) minimization of health insurance costs, and (5)
preservation and implementation of the advantages accruing from the
concept of federalism. Reaching these goals is possible by establishing
general standards or objectives in the federal statute but leaving the details
and enforcement to the state regulatory mechanism. Vigorous effort should
be made to avoid creating a new regulatory institutional structure in a
federal agency. This, we believe, is fundamental to an effective long term
insurance regulatory mechanism on behalf of the insured public.

4. Assurances of Implementation.
At the same time, however, we recognize that the Administration and
Congress have a legitimate interest in obtaining meaningful assurances that
the states will meet the responsibilities imposed by the program. We
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recommend that any regulatory bill be predicated on the McCarran Act
concept. That is, the Federal regulatory bill could provide that no insurer
could issue health policies, certificates, contracts or the like which would be
deemed to meet the federal requirements, in any state which fails to provide
(whether by regulation or statute) a program reasonably calculated to
effectively implement the federal standards. For example, the federal
regulatory statute could provide that no health insurance policies, contracts
or the like will be deemed to meet the federal requirements in a state which
has not enacted a guaranty fund insolvency bill providing protection at least
substantially as great as that afforded to health insurance policyholders by
the NAIC model life and health guaranty association model bill. Another
example would be a provision that no health insurance policies, contracts or
the like will be deemed to meet the federal requirement in a state which has
not adopted a program reasonably calculated to assure availability of
coverage to all persons so entitled under the Act. Similarly, the other federal
insurance regulatory objectives could be implemented in the same fashion.
Furthermore, if the courts determine that a state has so failed, a specified
federal agency would be authorized to provide such coverage on a direct
basis in that state (perhaps akin to the direct federal crime insurance
available in those states where such is not available at affordable rates).
Direct federal health insurance would not be subject to the state premium
tax.
This approach should eliminate insurance industry opposition to the
enactment of necessary legislation at the state level. Similarly, state
legislators would be loathe to lose the health insurance premium tax. Thus,
there seems to be no reason to believe that any state would fail to perform.
But if it did, direct federal health insurance would then be available in that
state for the insurance consuming public.
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An important point to note, especially in the context of a viable federal
form of government (objective 5), is that the federal agency possessing the
contingent powers to write health insurance directly should not be the body
responsible for determining the adequacy of state performance. But rather,
the decision should rest in the hands of the Federal courts, presumably a
more objective body, in a suit brought by the Attorney General. The court
would determine whether the laws, regulations and procedures established
by the state are reasonably calculated to effect the general standaAds set by
the federal statute. At the same time Congress would continue in Its
oversight capacity through its investigations, hearings, and its inherent ability
to attract complaints if the health insurance program malfunctions. Adverse
findings by Congress )r committees thereof would be referred to the
Attorney General for appropriate action.
5, Conclusion
In conclusion, we submit that implementing the five insurance regulatory
objectives can most effectively be achieved through the state regulatory
mechanism which already exists and is functioning with one or more offices
in every state, over 4500 employees and approximately $50 million dollars
in budgets. But to do so over the long duration, it is essential to avoid
creating an institutional structure in a federal agency concerning the
regulation of the insurance business. Nor is it necessary to vest the federal
agency with current insurance regulatory authority. A federal regulatory bill
can establish (1) the federal objectives (as distinguished from the means), (2)
vest in the states the responsibility for their implementation, and (3) build in
effective incentives and sanctions, based on the McCarran Act concept,
which would virtually assure that all states will meet their responsibilities
under the Act. Failure to do so, however, could trigger standby federal
authority to provide the needed protection to the public. In short, through
the use of the McCarran Act concept, it should be possible to achieve all five
of the stated objectives resulting in better public protection and the
implementation of a fundamental political philosophy.
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EXHIBIT I

NAIC RESOLUTION ON NATIONAL
HEALTH CARE
(Adopted June 17, 1971)
WHEREAS the Congress of the United States is considering several
proposals for a National Health Insurance Program; and
WHEREAS the National Association of Insurance Commissioners, the
membership of which consists of the principal insurance regulatory officials
of the 50 states, the District of Columbia, GuaiA Puerto Rico and the Virgin
Islands, was founded in 1871 and thus is the oldest voluntary organization of
state officials; and
WHEREAS the National Association of Insurance Commissioners
provides a means for the free interchange of information among Insurance
Commissioners, encourages uniformity by the development of model
legislation and in other appropriate ways, assists individual Commissioners in
the adaptation of insurance regulation to local needs, and by appropriate
regulatory safeguards provides a mechanism for assuring the public of the
benefit of legitimate experimentation without sacrificing the values of
stability; and
WHEREAS the National Association of Insurance Commissioners is of
the opinion, based upon the extensive experience of its members in the
regulation of health insurance, that effective provision of health care to the
Amerian public urgently requires fundamental changes in the system for
delivery of such care; and
WHEREAS the present system of private health care insurance is one of
$20.3 billion annually in premiums, with 1200 competing insurers
employing over 300,000 persons, paying in excess of $235 million annually
in state premium taxes, paying in excess of $94 million annually in Federal
income tax, paying $45 million daily in benefits to the public, and covering
over 90% of the population under age 65, with over 3/4 of these insureds
provided protection under group plans where, in most instances, the
employers pays all or most of the premium, and
WHEREAS the Federal government has already recognized the
efficiency and economy of this system by employing it as a fiscal
intermediary for the Medicare program and as an insurance system for the
Federal employee health benefit program, and
WHEREAS the present scope of state regulation of health insurance
encompasses such widely divergent matters as:
(1)

Licensing insurance companies, brokers and agents which are
found to satisfy standards concerning assets, investments, reserves,
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(2)

Filing comprehensive annual statements under oath.

(3) Conducting comprehensive periodic examinations.
(4) Regulating policy content either by statute or by Commissioner
approval or disapproval of policy forms.
(5) Requiring that benefits be reasonably related to premiums.
(6)

Controlling of market practices, including the Uniform Unfair
Trade Practices Act.

(7)

Providing, through the complaint processing facilities of all state
insurance departments, an established countrywide network of
consumer protection in insurance matters.

(8)

Having available liquidation or rehabilitation proceedings in the
event of insolvency, failure to comply with orders, failure to
remove officers, etc.

(9) Having available enforcement sanctions such as criminal and civil
penalties, cease and desist orders, injunctions, removal of officers
and directors, fines, revocation of (or refusal to renew) licenses of
agents and insurers, as well as the informal sanctions and
alternative modes of relief stemming from the powers formally
conferred; and
WHEREAS the abandonment of the present and extensive systems of
private health insurance and state regulation would constitute the rejection
of decades of improving both such systems and would require astronomical
expenditures of tax dollars to replace the existing channels of
communication and administration,
NOW, THEREFORE, BE IT RESOLVED by the National Association

of Insurance Commissioners at its Centennial Meeting that the Congress of
the United States is hereby petitioned to enact a National Health Insurance
Program which will:
A. Make comprehensive health care available to all Americans and otherwise
improve health care delivery by:
(1) Increasing the supply and making the national distribution of
medical and paramedical manpower more equal both in terms of
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number and quality of care.
(2)

Requiring community and broad based planning for health
manpower and facilities.

(3)

Controlling health care costs through supervision of the charges
made by providers of health care.

(4)

Providing for an advisory body to assit the President on health
care goals and priorities (analogous to the Council of Economic
Advisors) with a representative of the NAIC being named to such
body.

B. Preserve and expand the existing system of private health insurance as the
best known means for financing and administering such improved health care
system by:
(1)

Utilizing existing private health insurers (including insurance
companies, Blue Cross-Blue Shield, non-profit medical-hospital
care organizations, and prepaid group practice plans) to provide
insurance benefits through group and individual policies for those
who can afford to pay for such protection, with strict regulatory
responsibility required of the states and by

(2)

Making such benefits available through state pools of private
insurers or other appropriate means for those who are uninsurable
and, with federal and/or state subsidies, for those who are
medically indigent.

C. Continue the existing system of state regulation, pursuant to the national
public policy reaffirmed by the Congress in the McCarran-Ferguson Act
(Publid Law 15), as the most effective means for safeguarding the interests of
11
the insurance-buying public.
AND, BE IT FURTHER RESOLVED, that the National Association of
Insurance Commissioners pledges its cooperation and assistance in the
development and implementation of such national health insurance
legislation.

428
EXHIBIT II
ENFORCEMENT OF THlE STATE INSURANCE LAWS:
A BRIEF SUMMARY
State insurance regulation contemplates a wide range of activity covering
the formation and licensing of insurers; solvency requirements including
provisions as to capital and surplus, adequacy of reserves, and authorized
investments; requirements pertaining to periodic reports and examinations;
qualifications of agents and brokers; regulating marketing practices through
prohibitions against misleading and false advertising, prescribing policy forms
or requiring policy approval; and in some areas regulating rates. The focus of
this memorandum,, however, is more limited. Here we seek to briefly
summarize the state insurance regulatory enforcement mechanism.
The Enforcement mechanism can be broken down into eleven categories: (1)
self-executing provisions, (2) policy form approval, (3) seizure, (4)
examinations, (5) criminal penalties, (6) civil penalities or forfeitures. (7)
revocation of licenses, (8) liquidation and rehabilitation, (9) cease and desist
and summary orders, (10) injunctions, and (11) miscellaneous. Although the
various items described below may not exist in the same form in every state,
we believe that the following discussion provides a fair representation of the
enforcement pattern.
1. Self-Executing Provisions.
Insurance regulation experienced early the use of standard insurance policies
which the statute prescribes word for word-e.g. the standard fire policy.
The law does permit riders or endorsements providing for certain extended
coverages which do not conflict with the standard policy and which are
usually subject to commissioner approval.' Because of the inflexibility, the
use of a standard policy in life insurance never caught on. However, in 1912,
the NAIC adopted the model standard provision law for accident and health
policies. This later gave way to a more flexible law which enables an insurer
to use different wording for both the mandatory and optional provisions
(see below).
The required provision vis-a-vis the standard policy approach has become a
common device to exercise control over an insurance contract. This
approach provides that an insurance policy contain specified individual
provisions. Required provisions can be found in many types of policies (e.g.
life, health, credit insurance). At one time standard provisions were
commonplace-i.e. the statute would specify the exact language. However,

1.

E.g. N.Y. Ins. Law Sec. 168(5).
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the trend has been towards greater flexibility in wording, for example,
permitting different language if it is not less favorable to the insured or
beneficiary. (This approach, both as to required and optional provisions, is
used in the NAIC Uniform Individual Accident and Sickness Policy Provision
Law 2 which has been enacted in all fifty states, the District of Columbia and
Puerto Rico. Policy language altered from that in the statute must be
approved by the commissioners.) Other statutes require the policy to deal
with specified subjects in a certain way without setting out precise language.
Closely related to standard provision requirements are "prohibited"
provisions which are deemed sufficiently injurious to the public to warrant
legislative intervention and prohibition.
Implementation or enforcement of standard policies and required policy
provisions follow a similar path. For example, a momentary penalty can be
imposed for each offense of issuing a policy in violation of the standard
policy or required provisions law. Provision can also be made for revocation
or suspension of the insurer's license. 3 Furthermore, the statutes and/or the
courts can render these provisions self-executing by providing or holding that
non-complying provisions are void
and that the policy will be enforced as if
4
it did comply with the statute.
The self-executing nature of these requirements contributes to better
protection for the policyholders. They do not, however, dispense with the
need for administrative controls. Such controls are necessary to protect
insureds who are unaware of the statutory requirements, who do not go to
court, etc. Nevertheless, "self-executing provisions" do provide an extra
element of protection and may provide a useable precedent in the future.
2. Policy Form Approval.
Every state requires the filing of health insurance policy forms. Some states
require advance approval; many more provide for automatic approval if no
action is taken within a prescribed time. Others provide that the forms may
be used unless subsequently disapproved. Some laws specify standards for
disapproval-e.g. benefits unreasonable in relation to the premiums charged;
unjust, unfair, inequitable, or misleading provisions; and/or sales methods
involving misleading or inadequate description of policy provisions.
The self-executive provisions and policy form procedures Constitute
protective devices in advance of any specific violation of the law rather than
enforcement mechanisms per se. Nevertheless, they are closely related and
2.

1950 Proceedings of the NAIC 399.

3.

See NAIC model bill, id. at Sec. 9.

4.

See e.g. Mich. Ins. Code Sec. 2860; N.Y. Ins. Law Sec. 143.
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3therefore included in this summary.
3. Seizures.
.Ordinarily the enforcement of the insurance laws does not require the
application of physical force. However, on occasion, the assumption by the
commissioner of direct and immediate control of an insurer's assets and
books are essential to the protection of the policyholder. The usual rules
governing rehabilitation and liquidation enable such seizure on short notice
pursuant to a court order. 5 (See below for discussion of conditions for the
institution of rehabilitation and liquidation proceedings.) Some states go
further and authorize the commissioner in an emergency situation to take
control immediately without waiting for a court order. 6 Direct seizurenot
only prevents the removal of assets, but also provides the commissioner with
access to the insurer's records.
4. Examinations.
Most, if not all, statutes grant to the commissioner broad powers to examine
the' insurer's records at any reasonable time. Refusal to submit to an
examination is a standard basis to trigger a rehabilitation or liquidation
proceeding or for the revocation of a license. Thus, the mere existence of
this examination power provides a deterrent sanction.
5. Criminal Penalties.
The distinction between criminal and civil penalties is not always clear. (Nor
is the distinction academic since proceedings as to the former involve greater
procedural safeguards to the defendant whereas the latter, while easier to
recover payment, does not provide the same psychological deterrence.) Many
statutes, however, do give a clear indication as to the nature of the penalty
(e.g. by describing the offense as *a misdemeanor or providing that the
penalty shall be imposed "upon conviction.") Imprisonment andfines are
normally criminal sanctions whereas the use of the term forfeiture suggests
that the penalty is civil in nature. Some statutes expressly provide that the
penalty may be recovered in a civil action.
Insurance codes contain numerous specific criminal penalties and normally a
general penalty provision as well. Specific insurance crimes include

See e.g. Calif. Ins. Code Sec. 1011, Conn. Ins. Code Sec. 38-11; Wyo. Ins. Code Sec. 26.1-597,
598.
6.

See e.g., Conn. Ins. Code Sec. 38-9(b); Wis. Stat. 645.23(1).
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-4fraudulent advertising, 7 misrepresenting policy terms or benefits thereof, 8
false entry in books or concealment of financial condition, 9 issuing or
delivering a policy in violation of the law,' 0 etc., etc. Furthermore, most
insurance codes go farther and supplement the various special crimes
provisions with a "general penalty" provision reading something like the
following:
"Any person who violates any provision of this code for which
fine and/or imprisonment is not provided under any other
provision of this code or of other laws applicable to such
violation, shall, upon conviction thereof, be guilty of a
misdemeanor, and in addition to any other penalty which may
be applicable thereto under this code shall be, subject to a fine
of not exceeding $1,000 or by imprisonment not exceeding 6
months, or by both such fine and imprisonment, in the
discretion of the court." 1 1
1
Fines range as high as at least $2,00012 and imprisonment up to one year.

3

6. Civil Penalties.
As distinguished from a criminal penalty, a civil penalty can be defined as
monetary payments imposed for violations of the law, administrative rule or
order in non-criminal proceedings. Frequently these are referred to in the
statutes as forfeitures. As is true with the criminal sanctions, the civil

See e.g. Ala. Ins. Code Sec. 18. 19 ($10-100, hard labor); Ohio'Ins. Code Sec.
,tno

399.10, 3999.99

first offense. $1,000 thereafter.)

8.

See e.g. Ala, Ins. Code Sec. 26, 28 (misdemeanor, $100 to $500 fine, 30 days imprisonment,
suspension of co. license); Calif. Ins. Code Sec. 782 (up to $100 fine, 6 mos. imprisonment);
Colo. Ins. Code Sec. 72-1-31 ($100-$1000, up to 1 year imprisonment); Ga. Ins. Code Sec.
56-9905 (misdemeanor); Ohio Ins. Code Sec. 3999.10, 3999.99 ($100-4500, up to 30 days
imprisonment).

9.

See e.g. Ill. Ins. Code Sec. 134 ($1000, up to 5 years imprisonment); Ohio Ins. Code Sec.
3999.06, 3999.99 (1 to 3 years imprisonment).

10.

See e.g. Ga. Ins. Code Sec. 56-9907 (misdemeanor); Minn. Ins. Code Secs. 72A.02 (misdemeanor,
gross mesdemeanor) and 72A.13 (violation of A & H provisions, $100 for each offense and
commissioner may revoke license for wilful violations).

11.

Mich. Ins. Code Sec. 150.

12.

See e.g. La. Ins. Code See. 1455 ($10-$2000); N.H. Rev. Stat. Sec. 402.50 (up to $2000).

13,

See e.g. Wash. Ins. Code Sec. 48.01.080.

/
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-5penalties can be divided into two groups-i.e. special forfeiture1 4 and general
penalties. 1 5 The amount of the penalties are sometimes fixed by statute,
often by prescribing an upper limit. Sometimes the penalty is prescribed in
terms of $X for each day or month the violation continues, or for each
policy issued in violation of the law. 1 6 The commissioners usually have more
than adequate leverage to enforce payment of civil penalties without
bringing a civil action. For example, some codes authorize the 1commissioner
7
to impose a penalty in lieu of revoking or suspending a license.
7. Revocation of License.
All states require a license or certificate of authority as a condition for doing
business therein. Doing business without such license subjects the violator to
criminal, civil and administrative sanctions.
The revocation, suspension or non-renewal of an insurer's or agent's license
have long been a staple in the commissioner's enforcement mechanism
arsenal. In addition to serving as an ultimate sanction to protect the
insurance comsuming public from future misconduct, the threat of their
applicability provides significant leverage to obtain compliance with the
insurance laws without the threat being carried out.
Many codes contain lists of grounds for mandatory or discretionary
revocation, suspension or non-renewal of licenses. They normally include (a)
unsound condition of the insurer, (b) refusal to submit to examination, (c)
failure to pay judgments, (d) practice of delaying claims and forcing
claimants to settle for less, etc. 1 8 In addition to listing specific grounds, the
commissioner is authorized or directed to revoke or suspend an insurer's
license for any violation of the insurance law or noncompliance with an
order. 19

14.

E.g. a forfeiture is a common sanction for compliance with a cease and desist order under the
unfair trade practices acts. See NAIC Model Unfair Trade Practice Act, 2 Proceedings of the
NAIC 509 (1960).

15. See e.g. N.V. Ins. Law Sec. 5(2); Wis. Stat. Sec. 601.64(3); Wyo. Ins. Code Sec. 26.1-28(c).
16.

See e.g. Ia. Ins. Code Sec. 511.6 ($500/day for operating without a license); Kan. Ins. Code Sec.
40-266 ($500/mo. for failing to reply to commissioner's inquiry).

17.

See e.g. Conn. Ins. Code Sec. 38-20: Fla. Ins. Code Sec. 626681(1).

18.

See e.g. Fla. Ins. Code Sec. 624.0217; Ga. Ins. Code Sec. 56-317; Minn. Ins. Code Sec. 60A.05;
Wyo. Ins. Code Sec. 26.1-65.

19.

See e.g. Ala. Ins. Code Sec. 57; Colo. Ins. Code Sec. 72-1-11(1); Ga. Ins. Code Sec. 56-317; Minn.
Ins. Code Sec. 60A.05; N.M. Ins. Code Sec. 58-5-19; Wash. Ins. Code Sec. 48.05.140; Wis. Stat.
Sec. 601.64(5).
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-68. Liquidation and Rehabilitation.
Although revocation of license is the ultimate sanction which the
commissioner may impose on a foreign insurer, he can go one step further as
to domestic insurers via liquidation. As an alternative step, rehabilitation can
be attempted to improve the insurer's management and/or financial
condition so that it can safely continue to do business in some form. The
normal liquidation and rehabilitation statutes set out the grounds
authorizing the commissioner to obtain a court order to rehabilitate or
liquidate an insurer. These grounds typically include items such as (a)
insolvency, (b) refusal to submit books and records to reasonable inspection,
(c) failure to comply with the commissioner's order to make good an
impairment in its :apital, (d) transfer (or attempt to do so) substantially all
of the insurer's business without approval of the commissioner, (e) further
transaction of business found hazzardous to policyholders, (f) wilfully
violated its charter or any law of the state, ect. 20 The grounds for
liquidation and rehabilitation are typically the same thereby providing the
commissioner the option as to which route to follow. Under a court order or
sometimes without one, the commissioner can assume direct control over the
assets and records of the insurer.
9. Cease and Desist and Summary Orders.
Administrative orders can serve to translate the general rules of the statutes
into more concrete commands for application to individual cases. Various
types of orders are used.
The NAIC model Unfair Trade Practices Act, which has been adopted,
in effect, by all states, authorizes the commissioner to issue an order (after a
hearing) requiring a person to "cease and desist" an unfair practice. This
power is confined to those unfair practices defined by the statute. The
commissioner is also authorized to conduct hearings as to undefined unfair
practices and request the attorney general to seek a court injunction. 2 1
Under the rate regulatory laws, the commissioner may order the
discontinuance of unfair practices of rating, advisory or joint underwriting
organizations. Here, his authority is not limited to defined offenses.2 2

20.

See e.g. Fla. Ins. Code Secs. 631.051; 631.061; N. Y. Ins. Law Secs. 511,513; Wyo. Ins. Code
Secs. 26.1-592, 26.1-593.

21.

See 2 Proceedings of the NAIC 509 (1960) for a reprint of the model act.

22. See id. at 617 for a reprint of the casualty and surety rating bill.
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Other special authorizations appear in various statutes. 2 3 Other statutes
provide a general power for the commissioner to order a discontinuance of
any action that violates the law. 2 4 California and Wisconsin authorize "stop
orders" or "summary orders" to remedy a grievous situation which would
otherwise lead to formal rehabilitation or liquidation proceedings. This
power exists only when there are grounds for instituting formal delinquency
proceedings. The commissioner may order whatever is "reasonably
necessary" even though this may create duties which previously did not
exist. 2 5
10. Injunctions.
Many insurance codes expressly authorize the commissioner to institute a
proceeding for an injunction or to have itinstituted by the attorney general.
Some apply to violations of the law 2 6 and others extend to non-compliance
with commissioner orders. 2 7 Some refer specifically to injunctions while
others authorize any appropriate action. 2 8 Also several statutes call for

injunctions in special cases. 2 9 Violation of a court injunction gives rise to
immediate and substantial punishment including imprisonment for contempt
of court.
11. Miscellaneous.
In addition to the various types of enforcement methods outlined above,
insurance commissioners possess a variety of means to exert pressure
resulting in compliance with the insurance laws. The mere fact that an
insurer operates under the continuing supervision of the insurance
department (and must have its license renewed each year except in the home
state) serves as a deterrent to inappropriate conduct today in contemplation
of department attitude in the future. Publicity at the local level can be a
powerful enforcement mechanism under some circumstances. Various states
23.

E.g., a cease and desist order against interlocking directorships, Calif. Ins. Code 725; against
improper claim practices, Ill. Ins. Code Sec. 154.1.

24. See Conn. Ins. Code Sec. 38-8; Ind. Ins. Code Sec. 39-3323; Mo. Ins. Code Sec. 374.046.1(1);
Ore. Ins. Code Sec. 731.252.
25. See Calif. Ins. Code Sec. 1065.1; Wis. Stat. Sec. 645.21(1).
26. See e.g. Mass. Laws Ch. 175 Sec. 3(B); Mo. Ins. Code Sec. 374.046.3; N. Y. Ins. Law Sec. 35.
27. See e.g. Calif. Ins. Code Sec. 12928.6; Ky. Ins. Code Sec. 304.2-130(l); Wash. Ins. Code Sec.
48.02.080.
28. See e.g. Fla. Ins. Code Sec. 624.0109.
29. E.g. against undefined unfair trade practices.
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such as Wisconsin are now utilizing new types of enforcement mechanisms
(e.g. a "compulsive forfeiture" which combines a substantial monetary
penalty-$5000/day-with the opportunity of avoiding the same if
non-compliance is discontinued within a very short period of time;30
"restitutionary forfeiture" of two times the amount of profit gained from
the violation, 3 1 etc.)
12. Summary.
This memorandum does not attempt a comprehensive treatment of the state
insurance regulatory enforcement mechanism. But rather, it attempts to
sketch the types of enforcement techniques available at the state level. Some
are available in all or virtually all of the states. Others are available in some
states. Some have not been mentioned here. Nevertheless, each state has a
wide range of sanctions, both formal and informal, which it can use to
achieve compliance with its insurance laws. As new types of coverages
develop and circumstances change, there is a fertile field of experience upon
which an individual state may draw to augment its enforcement arsenal if its
existing provisions prove to be inadequate.
If Congress and the Administration decide to utilize the existing machinery
of the insurance business and state regulation thereof in implementing a
national health program, the NAIC provides a readily available vehicle to
devise and implement appropriate procedures. There are numerous
precedents for this, e.g. the NAIC Uniform Individual Accident and Sickness
Policy Provision Law, the State Unfair Trade Practices Acts, state rating laws
(a by-product of the McCarran Act), etc. The recent wide-scale enactment by
the states of property and liability guaranty fund laws provides a current
illustration. Thus, in evaluating this picture, consideration ought to be given
not only to the existing regulatory scheme, but to the comparative ease with
which supplementary measures could be devised at the state level.

30.

Wis. Ins. Law, Sec. 601.64(2).

31.

Id. at Sec. 601.64(3).
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EXHIBIT III
NAIC PROCEEDINGS --

1971 VOL. II

NAIC MODEL AND/OR UNIFORM LAWS AND REGULATIONS
ACCIDENT AND HEALTH INSURANCE:
Accident and Health Regulatory Law (Amendment to Law For
Personal Accident and Health Insurance):
1947 Proc. p. 218
1947 Proc. pp. 391-2 (reproduced with amendments)
1953 Proc. Vol. II pp. 542-44 (Interpretation)
Advertising (Rules Governing the Advertising of Accident and
Sickness Insurance):
1956 Proc. Vol. I p. 130-131
1962 Proc. Vol. I p. 83 (reproduced with amendments)
Coordination of Benefits Guidelines
1971 Vol. I p. 226
Underwriting Practices of Individual Accident & Health Policies
1966 Proc. Vol. I p. 135
1969 Proc. Vol. II p. 761 (no action taken)
Unauthorized Insurance: See this heading.
Credit Insurance: See this heading.
Franchise Insurance - Definition:
1946 Proc. p. 271
Fraternal: See this heading.
Guidelines Respecting Use of Cash Surrender or Other Nonforfeiture
Value Benefits in Health Irtsurance Policies
1971 Proc. Vol. II p. 413
Non-Cancellable and Guaranteed Renewable Terminology (Definition):
1960 Proc. Vol. 1, p. 153
Official Guide for the Filing and Approval of Accident and Health
Contracts (Third Edition):
1946 Proc. p. 281

xi
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NAIC PROCEEDINGS --

xii

1971 VOL. I

Reserves for Guaranteed Renewable Accident and Health Policies:
1957 Proc. Vol. I p. 77
1959 Proc. Vol. I p. 90 (paper in Society of Aftiiaries, 1958, No. 1,
Vol. IX, Mtg. 25, p. 334 incorporated by reference).
1965 Proc. Vol. I pp. 72-77 (1964 Commissioner's Disability Tables).
Standard Accident and Sickness Policy Provisions Law (1912):
1912 Proc. p. 118 (subsequently supplanted by the 1950 Uniform
Accident & Sickness Policy Provision Law, below).
Uniform Individual Accident and Sickness Policy Provision Law:
1950 Proc. p. 399
Cancellation Provision Amended:
1956 Proc. Vol. II pp. 289-90
Overinsurance Provisions Amended:
1964 Proc. Vol. I p. 98
Recommended Administrative Procedure Relative to Renewability and
Cancellation Provisions in the Approval of Accident and Health
Policies Drafted in Accordance with the Uniform Individual
Accident and Sickness Policy Provisions Law:
1953 Proc. Vol. I p. 135
1956 Proc. Vol. II pp. 292-3 (reproduced with amendments).
Reinstatement Provision (Statement of Interpretation):
1963 Proc. Vol. II pp. 509-10, 514
Uninsured and Partially Uninsured Non-Regulated Plans: See this heading.
COMPANY ORGANIZATION AND MANAGEMENT: REGULATION THEREOF:
Biographical Data Relating to Company Officers and Directors (Uniform
Regulation Requiring Reporting):
"1967Proc. Vol. II p. 382
Continuity of Management Act:
1963 Proc. Vol. I p. 275
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COMPANY ORGANIZATION AND MANAGEMENT (Continued):
Deposit Law:
1953 Proc. Vol. I p. 178
Minimum Requirements as to Admission and/or Certification of
Insurance Companies to do Business in the Various States:
1959 Proc. Vol.11 p. 513
Minimum Requirements as to the Organization and Ownership of
New Insurance Companies:
1959 Proc. Vol. 11 p. 511
Fraternal: See this heading.
Insider Trading: See this heading.
Proxy: See this heading.
Stockholder Information Supplement: See this heading.
CREDIT INSURANCE:
Model Bill to Provide for the Regulation of Credit Life Insurance
and Credit Accident and Health Insurance:
1958 Proc.
1959 Proc.
1961 Proc.
1968 Proc.

Vol.
Vol.
Vol.
Vol.

I pp. 106-113
I pp. 126-130 (amended)
I pp. 300-305 (reproduced with amendments)
II p. 499 (amended)

Recommendations for Implementation of Model Bill:
50% Loss Ratio Benchmark Recomni.rded:
1960 Proc. Vol. I p. 176
Richmond Resolution Expanding on 50% Loss Ratio Benchmark:
1966 Proc. Vol. II pp. 402-3
Interpretation of Richmond Resolution (Las Vegas Resolution):
1968 Proc. Vol. II p. 575

xiii

439
xiv

NAIC PROCEEDINGS --

1971 VOL, II

CREDIT INSURANCE (Continued):
Richmond Resolution Amended (Neff Amendment):
1969 Proc. Vol. II pp. 770-772
Richmond Resolution Amended (O'Hare Resolution):
1971 Proc. Vol. I p. 295
Richmond Resolution Amended to Eliminate Accident and Health
Insurance:
1971 Proc. Vol. II p.
New York Resolution
1971 Proc. Vol. II p.
CRIME INSURANCE:
Model Crime Insurance Association Act:
1971 Proc. Vol. II p.
FRATERNAL:
Uniform Code for Organization and Supervision of Fraternal Benefit
Societies:
1955 Proc. Vol. II p. 301
1958 Proc. Vol. I p. 99 (amended)
1963 Proc. Vol. I p. 151 (amended, Uniform Code)
(See Also Variable Contracts)
GROUP LIFE INSURANCE DEFINITION AND GROUP LIFE INSURANCE
STANDARD PROVISIONS MODEL BILL:
1956 Proc. Vol. II p. 361
1957 Proc. Vol. I p. 134 (amended)
HOLDING COMPANIES:
NAIC Insurance Holding Company Regulatory Act:
1969 Proc. Vol. II p. 738
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HOLDING COMPANIES (Continued):
NAIC Insurance
Regulations:

Holding

Company

System

Regulatory

Act Model

1970 Proc. Vol. II B. p. 1050
1971 Proc. Vol. I p. 149 (Adopted)
INSIDER TRADING:
An Act Concerning Insider Trading of Domestic Stock Insurance Company
Equity Securities:
1965 Proc. Vol. I p. 171 (forfeiture provision added)
1968 Proc. Vol. II p. 564 (forfeiture provision amended)
1969 Proc. Vol. I p. 246 (amended)
Insider Trading Reporting Forms and Instructions:
1966 Proc. Vol. Ip. 107
Proposed Regulations Adopted Pursuant to an Act Concerning the Insider
Trading of Equity Securities of a Domestic Stock Insurance Company:
1966
1968
1969
1970

Proc. Vol. I p. 111
Proc. Vol. II p. 561 (amended)
Proc. Vol. I p. 247 (regulation with amendments incorporated).
Proc. Vol. II B. p. 1066 (amended)

INSOLVENCY:
Insurers Rehabilitation and Liquidation Act (Wis. Ins. Code Ch.
645 (1967).
1969 Proc. Vol. I p. 241 (recommended as basis for model
legislation replacing 1936 Uniform Law below)
State Post Assessment Insurance Guaranty Association Model Bill
1970 Proc. Vol. I p. 253
Insurance Guaranty Association Model Plan of Operation (Property
and Liability):
1970 Proc. Vol. II p. 1092
Life and Health Insurance Guaranty Association Act:
1971 Proc. Vol. I p. 160
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INSOLVENCY (Continued):
Uniform Rehabilitation, Reorganization or Liquidation Act:
1936 Proc. p. 30
LIFE:
Credit Insurance: See this heading.
Fraternal: See this heading.
Insolvency: See this heading.
Replacement: See this heading.
Standard Non-Forfeiture and Valuation Law: See this heading.
Uninsured and Partially Uninsured Non-Regulated Plans: See this heading.
Variable Contracts: See this heading.
War Risk Exclusion Provision:
1951 Proc. p. 114 (statement of principals and provisions)
1952 Proc. p. 106 (amended)
Welfare and Pension Funds: See this heading.
MAIL ORDER INSURERS - See UNAUTHORIZED INSURANCE
NATIONWIDE MARINE DEFINITION:
1953 Proc. Vol. II p. 561
PROPERTY AND LIABILITY:
Atomic Energy Exclusion:
1959 Proc. Vol. I p. 116
Bail Bondsmen Licensing Act:
1963 Vol. I p. 116
Nationwide Marine Definition: See this heading.
Rating Laws: See this heading.
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PROPERTY AND LIABILITY (Continued):
Schedule P: See this heading.
Uniform Inception and Expiration Times:
1966 Proc. Vol. I p. 167 (position adopted)
1966 Proc. Vol. II p. 510 (position modified)
PROXY:
Proposals Regarding Proxies, Consents and Authorizations of Domestic
Stock Insurers (NAIC Regulation):
1965 Proc. Vol. I p. 155
1969 Proc. Vol. I p. 243 (amended)
1969 Proc. Vol. I p. 257 (reproduced with amendments)
RATING LAWS:
1969 Proc. Vol. I p. 307. The Commissioners have modified their
position on All Industry Bills. However, there has been
no change in the format of the Bill.
Casualty and Surety Rate Regulatory Bill:
1946 Proc. 397
1947 Proc. p. 410 (amended)
1960 Proc. Vol. II p. 617 (reprinted)
Consolidated Casualty, Surety, Fire, Marine and Inland Marine Rate
Regulatory Bill:
1963 Proc. Vol. I p. 227
1963 Proc. Vol. II p. 654 (reprinted)
Fire, Marine and Inland Marine Rate Regulatory Bill:
1946 Proc. p. 410
1947 Proc. p. 410 (amended)
1960 Proc. Vol. II p. 639 (reprinted)
REPLACEMENT:
Model Life Insurance Replacement Regulation:
1970 Proc. Vol. I p. 345

xvii
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xviii

1971 VOL. 1i

SCHEDULE P (Model Legislation to Modify):
1968 Proc. Vol. II p. 501
STANDARD NON-FORFEITURE AND VALUATION LAWS:
1942
1959
1960
1962

Proc.
Proc.
Proc.
Proc.

Supp. pp. 157-68
Vol. I pp. 197-206 (amended)
Vol. II pp. 536-38 (amended)
Vol. II pp. 145-7 (amended)

STOCKHOLDERS INFORMATION SUPPLEMENT (SIS):
1964 Proc. Vol. II p. 517
UNAUTHORIZED INSURANCE:
Reciprocal Licensing Law:
1941 Proc. p. 147
Unauthorized Insurers False Advertising Process Act:
1960 Proc. Vol. II p. 507
1961 Proc. Vol. I p. 309 (Adopted)
Unauthorized Insurers Model Bill:
1969 Proc. Vol. I p. 222
Unauthorized Insurers Process Act:
1949 Proc. p. 315 (Adopted)
1951 Proc. p. 166 (Reproduced)
*Uniform Non-Admitted Insurers Act:
1960
1961
1961
1961
1961

Proc.
Proc.
Proc.
Proc.
Proc.

Vol.
Vol.
Vol.
Vol.
Vol.

II p. 664 (1st draft)
I p. 361 (3rd draft)
II p. 609 (guiding principles)
I p. 205 (4th draft)
II p. 529 (final draft)

*This Act was neither adopted nor rejected. It is a "working model."
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xix

UNFAIR TRADE PRACTICES ACT:
1947 Proc. p. 392
1960 Proc. Vol. II p. 509 (draft reprinted)
UNINSURED AND PARTIALLY UNINSURED NON-REGULATED PLANS:
Regulation on Non-Insured Employee Welfare Plans - Model Legislation
1964 Proc. Vol. I p. 59
VARIABLE CONTRACTS:
Model Variable Contract Regulation:
1968 Proc. Vol. II p. 777
1970 Proc. Vol. I p. 354 (amended)
1970 Proc. Vol. II B. p. 1185 (reproduced with amendments)
1971 Proc. Vol. I p. 503 (Amended to include Fraternal Insurance
(Optional).
Suggested Model Variable Contract Law:
1970 Proc. Vol. I p. 367
WELFARE AND PENSION FUNDS:
Code of Ethical Practices with Respect to the Insuring of the Benefits
of Union or Union-Management Welfare and Pension Funds:
1958 Proc. Vol. I p. 183
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Mr. VAN HooSER. Thank you, sir.
The National Association of Insurance Commissioners on June 17,
1971, adopted a resolution supporting the enactment of a national
health care program which meets three criteria.
First, such a program should provide comprehensive health care to
all Americans and otherwise improve the existing health care system.
Second, the existing system of private health insurance should be
preserved and expanded as a means to finance the improved health
care.
In 1970 the existing system of private health insurance, including
Blue Cross and Blue Shield, involved $20.1 billion annually. in premiums. One thousand and two hundred insurance companies, emp loying over 200,000 persons, and paying in excess of $235 million in
State premium taxes and $94 million in Federal income tax, compete
not only among themselves but also with the Blues. The private health
insurance system pays $45 million daily in benefits to the public and
covers over 90 percent of the population under age 65 with over threefourths of the insureds covered under group plans.
The abandonment of the extensive system of private health insurance in favor of an all government program would reject decades of
expanding and improving an ongoing system, would cause severe dislocation in both State and Federal tax revenues as well as in the employment of thousands of workers, would cost substantial sums of
taxpayer dollars to create a new system and administration thereof,
and, finally, would remove a large segment of the economy from the
private enterprise system. Until the private health insurance system
demonstrates that it is either unwilling or incapable of effectuating
a national health insurance program, the NAIC submits that reasons
such as those touched on above warrant utilizing, expanding, and
improving the private health insurance mechanism as a basic element
in achieving the goals of a national health insurance program.
Third, if the decision made is to utilize the private sector, we submit that the system of State regulation, pursuant to the national policy
affirmed by the Congress in the McCarran-Ferguson Act, is the most
effective and appropriate means for safeguarding the interests of the
insurance consuming public. Since other witnesses can be expected to
fully develop criteria 1 and 2-that is, the widespread availability of
comprehensive health care and the use of the private insurance mechanism-we shall concentrate on the regulatory aspects of the problem.
State insurance regulation is both broad and detailed. Here we can
only summarize some of the highlights.
One. Insurers must obtain and continue their licenses in order to
do business.
Each State has to license a company before it does business in that
State.
This, in turn, requires complying with statures and regulations
pertaining to formation, financial standards concerning assets, capital and surplus, permissible investments, adequacy of reserves, and
qualifications as to the character of management, experience, and
knowledge of the business. Licenses may be suspended or revoked for
failure to comply with the law or when the public interest so requires.
Two. Insurers must file comprehensive annual and other periodic
reports under oath in each State in which they do business.
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Three. Insurers are subject to comprehensive periodic examinations.
Four. By virtue of statutory standards on policy content and the
commissioners' policy form approval or disapproval power, much
of the source of misrepresentation or other unfair practices is deterred
in advance.
Five. Control is exercised over the pricing practices of property
and liability insurers through implementing the standards that rates
shall not be. excessive, inadequate nor unfairly discriminatory.
Six Market practices are controlled by, among other things, laws
governing the qualifications of agents and brokers, defining standards
of fair competition, control over policy forms and rate controls in
several areas, and so forth.
Seven. The insurance commissioner may, for a variety of courses,
apply for a court order of liquidation, rehabilitation or conservationship.
Eight. Among the sanctions available for enforcement of the insurance laws are criminal and civil penalties; cease-and-desist orders:
injunctions; removal of officers and director.: fines: revocation of
or refusal to renew licenses of agents, adjusters, brokers, insurers, and
SO forth.
The discussion above relates to regulation of insurance in general,
including but not limited to health insurance.
In our full written statement we also focus briefly on some aspects
of health insurance in particular. As I said earlier, for the sake of
brevity at this point in time I am going to skip to page 8, starting
at the last paragraph on that page.
I he State insurance regulatory system has evolved over an extended
period of time. An important element. in this evolution has been the
NATC, a 100-year association of the insurance commissioners of the
several States . The NAIC has sought. to promote uniformity where
appropriate, developed model laws and regulations for use in various
States, conducted various types of studies and research projects, and
so forth. The NAIC functions through a series of committees assigned
various subjects. The NAIC, as a whole, meets twice a year. Various
committees meet during the interium. In addition, the central research office has been established. Thus the NAIC provides a flexible
and timely mechanism to improve regulation and to develop and
provide impetus for change.
For example, every State uses the NAIC annual statement blank
and its valuation of securities procedures. They also use the NAIC
convention system of examinations which coordinates the examination by several insurance departments in such a manner that a company licensed to do business in more than one State is only examined
once, and that periodically.
This statement does not attempt a comprehensive treatment of the
State insurance regulatory mechanism. But rather, it attempts to
sketch the types of regulatory techniques available at the State level.
Some are available in all or virtually all of the States. Others are
available in some States. Some have not been mentioned here at all.
Nevertheless, each State has a wide range of sanctions, both formal and
informal, which it can use to achieve compliance with insurance laws.
As new types of coverage develop and circumstances change, there is
a fertile field of experience upon which an individual State may draw
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to augment its enforcement arsenal if its existing provisions prove to be
inadequate.
If Congress decides to utilize the existing machinery of the insurance business and State regulation in implementing a national health
program, the NAIC provides a readily available vehicle to devise and
implement appropriate procedures. Thus, in evaluating this picture,
consideration ought to be given not only to the existing regulatory
scheme, but to the comparative case with which supplementary measures could be devised at the State level.
The issue of whether the insurance business should be regulated at
the State or Federal level, or by some combination of the two, is a
fundamental one. In determining the most appropriate regulatory
framework to implement a national health insurance program, some
consideration of this issue is essential. Let me touch upon a few of the
considerations included.
A State regulatory system already exists. It is a long established
and known system. It utilizes over 50 offices, employs over 4,500 people
and hias budgets of approximately $50 million.
1. As a general proposition, it is more effective and less expensive
to improve upon and add to existing institutions than to start new
ones. This is particularly true with respect to institutions, such as the
State insurance regulatory mechanism, which have demonstrated willingness to change where appropriate, which have a facility for change,
and whose goals in affording protection to the public are similar to the
objectives of the national health care programs. Assumption of regulatory power by the Federal Government could sweep away much of
the experience and expertise existing in State insurance departments.
Such a shift would throw into doubt for years many of the rules under
which the insurance business has been functioning. From the customers' viewpoint, the known local points for applying citizen pressure would be removed. Furthermore, there is no assurance that the
resulting quality of Federal regulation would justify the dislocations
incident to the change in locus of regulatory authority.
2. A second advantage to State regulation is the1pluralism and
diversity within the system. It involves regulatory agencies of limited
size. It seems clear that the economies of scale taper off as size increases
beyond some point while the problems of bureaucracy become proportionately worse.
The field of Government regulation is imperfectly understood. This
lends support to utilizing a number of agencies rather than just one.
Such a system is conducive to experimentation and will confine the impact of an experiment until it has been tested.
Pluralism also affords a more fertile environment for greater vitality
than does a single national agency. The scope for top creative leadership is greater in a small organization and the likelihood of creative
leadersip is greater in a system having several tops, or several heads.
The work of one or more vigorous -agencies tends to 'be contagious. It
tends to be imitated, competed with, and -used as a standard in other
States. The problem of keeping regulatory agencies, whether State or
Federal, imbued with a sense of vitality,'capable of self-renewal and
change is now and, certainly in the future, will be a grave public concern. This makes up for an occasional awkwardness of a multi-State
regulatory system.
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3. An extremely important and unique advantage to State regulation
is that the threat of a national alternative always hangs over it. State
insurance regulatory agencies are subject to review, investigation, -and
embarrassment by Congress which has the lower to abolish the systems
if it so chooses. As one former insurance commissioner said, "This concentrates the mind wonderfully." Such congressional oversight no
doubt stimulates State regulators to do a better job.
In contrast, if a national regulatory agency becomes involved, it
might not be as skeptically watched or credibly menaced.
4. Although it is an old cliche that the States are closer to the people
than is the Federal Government, the individual member of the public
possesses more readily available means to seek redress, to answer inquiries and to. apply pressure -at the State level. For example, an insurance commissioner and top members of his staff are more accessible
than comparable members of the President's Cabinet.
Furthermore, there are over 50 commissioners, contrasted to one
Cabinet Secretary, to whom resort can be had. State legislators, who
can and do make forcefully known to the commissioner the insurance
problems of their constituents, are also accessible and tend to be more
responsive to an individual's problems. When ultimate responsibility
is vested in one place far away in Washington, the response tends to be
more sluggish and less attuned to the individual's needs and demands.
5. Prof. Spencer Kimball, currently dean of the Wisconsin Law
School, in addressing himself to the issue of State versus Federal insurance regulation, suggested that* * * there is importance to our whole society, altogether transcending and
overriding industry interests, of some fundamental political values urging State
level regulation. The very basis of our Federal system is at issue. Decentralization and dispersion of political power is in Itself an important value in a democratic society * * *. Any problem that can be dealt with adequately at the State
level should be handled there in preference to Washingt on.

History of both Federal and State governments has demonstrated
that government cannot always be rel ied upon to perform in the public
interest. An important guardian of such interest is the dispersion of
power between the State and Federal Government enabling each to
exercise a discipline over the other. Undisciplined power tends to become unresponsive at best and corrupt at worst. Effective implementation of the concept of federalism is fundamental to the exercise of such
discipline. This cioncpt requires a dispersion in ultimate decisionmaking power and responsibility 'and not merely superimposing a
Federal Government regulatory agency on top of that of the States.
State regulation of the insurance business is not an end in itself.
Its justification rests upon the protection which it affords the insurance
consuming public consistent with other goals of public policy. The
State insurance regulatory mechanism is far from perfect. But the
history of Federal regulatory agencies reveals a lack of perfection at
that level as well. The case for State regulation is a strong one. The
system already exists. It is capable of experimentation, change and
vitality. It tends to be more responsive since it is closer to the -people
and because of the ever-present threat of Federal alternative. But
more important, State regulation is more consistent with the fundamental precepts of a viable federal form of government which disperses regulatory power.
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As evidenced by tho NAIC declaration of support for a national
health care program, the goals of State regulation are consistent, we
believe, with those underlying various national health insurance programs; Thus, on the merits, the creation of an institutional insurance
regulatory structure at the Federal level not only is unnecessary, but
also poses adverse and long-range consequences for the insurance industry and the public interest its purpose is to serve.
For several months, various persons and agencies have been considering a variety of regulatory means to implement a national health
insurance program. Discussion has ranged from comprehensive direct
Federal regulatory control over the health insurance business to utilizing the State regulatory system over which would be imposed some
type of oversight authorit-y in HEW. Failure of the States to adequately perform, presumably determined by IIEW, would trigger even
greater standby authority. In any event, to our knowledge, whatever
the expressed intent favoring the continuance of State regulation, all
alternatives seriously considered and/or recommended contemplate
the immediate creation of a functioning institutional regulatory structure in a Federal agency. The adverse implications, both short and long
run, are manifest and have been discussed above. Thus we feel it is
incumbent upon the State and the NAIC to develop a meaningful
alternative to the creation of an institutional regulatory framework in
a Federal agency as a means to implement the goals of a national health
insurance program which utilizes the private industry.
What are the Federal insurance regulatory interests in implementing
its national health program? In answering this question, it is important to distinguish between the goals sought and the means to
achieve those goas. While not necessarily an exhaustive list, the following seem to be the primary objectives:
1. Provision of specified minimum standard health insurance benefits and of prompt and fair treatment of policyholder claims.
2. Assurance that standard benefits will be available to all so entitled under the act.
3. Assurance that the benefits will be paid regardless of the financial
condition of the insurance company.
4. Minimization of health insurance costs.
5. Preserving the advantages of the concept of federalism by inaximizing the decentralization of political power to the extent feasible
and minimizing duplication, waste and inefficiency stemming from
regulatory overlap.
To implement objective 5, a political philosophy which is fundamental to our form of government, the National Government should
not become unnecessarily involved in the details of achieving 1 and 4
so long as there are meaningful assurances or sanctions to achieve
them.
Once the standard minimum benefits are set out in the statute, the
States, perhaps through the NAIC, can establish the necessary requirements as to appropriate standard policy forms to assure that the
mandated minimum benefits are provided. Vesting such authority in
a Federal regulatory agency not only negates existing State law governing insurance policies and their issuance, it also conflicts with
achieving objectives.
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Similarly, the responsibility for assuring that coverages will be
made available to all should rest with the States free from ultimate
authority in a Federal regulatory agency. The mechanics of how this
can be achieved is a question of means not of objectives. This ideal
solution has not yet appeared and proven itself although the current
thinking focuses on the pool approach. The States should be free to
probe new ideas and use what best suits their peculiar conditions so
long as they assure availability of coverage whether it be by a pool,
an assigned risk plan or some type of reinsurance arrangement.
The same can be said as to the structure and financial condition of
insurance companies. Various proposals such as independent audits,
ecapital and surplus requirements, and provisions governing reserve
are means to prevent insolvencies. The objective is to assure that

claims will be paid. The availability of State insolvency funds provides an even greater assurance, and is consistent with objective 5.
In the property and liability field, 45 States have enacted some type
of guaranty fund mechanism. More recently the NAIC has adopted a
model life and health guaranty fund act.
I would like at this time to submit a copy of the model NAIC health
and guaranty fund act for the record, if I may.
Mr. CORMUAN (presiding). Without objection, it will be made part
of the record at this point.
(The material referred to follows:)
NAIC

MODEL LIFE AND HEALTH

INSURANCE

SECTION 1.

GUARANTY

ASSOCIATION ACT

TITLE

This Act shall be known and may be cited as the (state) Life and Health Insurance Guaranty Association Act.
Comment: This model act is to be distinguished from the NAIC model guaranty association act for property and liability insurance. Although several
philosophical and technical differences exist between this bill and the property
and liability model act, to the extent possible and appropriate, provisions and
the format of the latter are utilized in this model act.
SECTION

2. PURPOSE

The purpose of this Act is to protect policyowners, insureds, beneficiaries, annuitants, payees, and assignees of life insurance policies, health insurance
policies, annuity contracts, and supplemental contracts, subject to certain limitations, against failure in the performance of contractual obligations due to
the impairment of the insurer issuing such policies or contracts. To provide this
protection, (1) an association of insurers is created to enable the guaranty of
payment of benefits and of continuation of coverages, (2) members of the Association are subject to assessment to provide funds to carry out the purpose of
this Act, and (3) the Association is authorized to assist the Commissioner, in the
prescribed manner, in the detection and prevention of insurer impairments.
Comment: The basic purpose of tbis model act is to protect policyowners, insureds, beneficiaries, annuitants, payees, and assignees against losses (both in
terms of paying claims and continuing coverage) which might otherwise occur
due to an impairment of an insurer. Unlike the property and liability situations,
life and annuity contracts in particular are long term arrangements for security.
An insured may be in impaired health or at an advanced age so as to be unable
to obtain new and equivalent coverage from other insurer. The payment of
cash values alone does not adequately meet such needs. Thus it is essential
that coverage be continued. In like manner, an insured may be unable to obtain
new health insurance or, at least, he may lose protection for prior illness.
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SECTION 3.

SCOPE

(1) This Act shall apply to direct life insurance policies, health insurance
policies, annuity contracts, and contracts supplemental to life and health insurance policies and annuity contracts issued by persons authorized to transact
insurance in this state at any time.
(2) This Act shall not apply to:
(a) Any such policies or contracts, or any part of such policies or contracts, under which the risk is borne by the policyholder;
(b) Any such policy or contract or part thereof assumed by the impaired
insurer under a contract of reinsurance, other than reinsurance for which
assumption certificates have been issued;
(c) Any such policy or contract issued by (
Comment: This model act does not apply to reinsurance. Furthermore, it
applies only to direct insurance "issued by persons authorized to transact insurance in this state at any time." Coverage issued by Insurers which have not submitted to the application of a state's regulatory safeguards is excluded from
protection by this act. However, states may wish to consider modifying the
scope provision to cover certificate holders under group policies validly issued in
other states by unauthorized insurers.
The model bill covers life, health, and annuities and contracts supl)plemental
thereto. The term health insurance is Intended to include "accident and health"
insurance, "sickness and accident" insurance, "disability" insurance, etc. The
individual state may want to adjust this language to fit its particular terminology.
Subsection 2(a) is directed toward variable policies and contracts. That portion of the contract where the risk is borne by the policyholder is excluded. However the obligations of the Insurer (e.g. mortality and expense guarantees) are
covered. Furthermore Sec. 8(10) provides that the Association's liability shall
not exceed the contractual obligations of the impaired insurer.
Subsection 2(b) exempts the reinsurance business of the Impaired insurer
other than reinsurance for which assumption certificates are used.
Subsection 2(c) provides a ready means by which an individual state can
exempt from the act those policies and contracts issued by insurers or similar
organizations deemed appropriate for exemption by such state. Some of those
which have been suggested for the exemption are assessment mutuals, fraternals,
nonprofit hospital and medical service plans, burial societies, and cooperative
hospital associations.
Some additional limitations on the scope are found elsewhere In the act. For
example, the Association assumes no liability concerning policies of nonresidents
issued by a foreign or alien insurer or for policies of residents Issued by a foreign
or alien insurer If such insurer is domiciled in a state having a comparable act
(See Section 8). These limitations are not found in the scope section since it
provides exclusion from the entire act, not just portions thereof.
SECTION

4.

CONSTRUCTION

This Act shall be liberally construed to effect the purpose under s. 2 which
shall constitute an aid and guide to interpretation.
SECTION

5.

DEFINITIONS

As used In this Act:
(1) "Account" means either of the three accounts created under s. 6.
(2) "Association" means the (state) Life and Health Insurance Guaranty
Association created under s. 6.
(3) "Commissioner" means the Commissioner (Director or Superintendent)
of Insurance of this state.
(4) "Contractual obligation" means any obligation under covered policies.
(5) "Covered policy" means any policy or contract within the scope of this
Act under s. 3.
(6) "Impaired Insurer" means (a) an insurer which after the effective date
of this Act, becomes insolvent and is placed under a final order of liquidation,
rehabilitation, or conservation by a court of competent jurisdiction, or (b) an
insurer deemed by the Commissioner after the effective date of this Act to be
unable or potentially unable to fulfill its contractual obligations.
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(7) "Member Insurer" means any person authorized to transact In this state
any kind of insurance to which this Act applied under s. 3.
(8) "Premiums" means direct gross insurance premiums and annuity considerations written on covered policies, less return l)remiums and considerations
thereon and dividends paid or credited to policyholders ol such direct business.
"Premiums" do not include premiums and considerations on contracts between
insurers and reinsurers. As used in s. 9 "premiums" are those for the calendar
year preceding the determination of impairment.
(9) "Person" means any individual, corporation, partnership, association or
voluntary organization.
(10) "Resident" means any person who resides in this state at the time the
Impairment is determined and to whom contractual obligations are owed.
Comment: This act covers "Impaired Insurers" which are defined in subsection (6) to Include (a) an Insolvent insurer under all order of liquidation,
rehabilitation, or conservation or (b) an Insurer deemed by the Commissioner to
be unable or potentially unable to fulfill its contractual obligations. As will be
treated in Section 8 on the powers and duties of the Association, this model
bill enables the Association to become involved prior to an actual court order.
The finding by the Commissioer that an insurer Is impaired, even though
not subject to a court proceeding. serves as a triggering mechanism enabling
the Association to function. For further discussion see the comment on Section 8.
Subsection (10) defines resident for the purpose of determining on whose
behalf the Association may become liable under Section 8 if a foreign or alien
insurer becomes Impaired.
Each state will wish to examine its own statutes to determine whether these
definitions are applicable and to determine whether some should be deleted and
others adde-4.
SECTION 6. CREATION OF THE ASSOCIATION

(1) There is created a non-profit legal entity to be known as the (state)
Life and Health Insurance Guaranty Association. All member insurers shall
be and remain members of the Association as a condition of their authority
to transact Insurance in this state. The Association shall perform its functions
under the plan of operation established and approved under S. 10 and shall
exercise its powers through a board of directors established under S. 7. For
purposes of administration and assessment, the Association shall maintain
three accounts:
(a) The health Insurance account;
(b) The life insurance account; and
(c) The annuity account.
(2) The Association shall come under the immediate supervision of the
Commissioner and shall be subject to the applicable provisions of the insurance
laws of this state.
Comments: Each state will wish to examine its own statutes to determine
whether a corporate structure would be a more appropriate form for the
Association.
Subsection (1) creates three accounts, for both administration and assessment
purposes. the health insurance account and the life insurance account and the
annuity account. These three categories of coverage would seem to be significantly different, so that persons protected by virtue of 'one account should
not be required to pay for the protection afforded persons protected by the
other accounts.
SECTION

7.

BOARD OF DIRECTORS

(1) The board of directors of the Association shall consist of not less than
five nor more than nine members serving terms as established in the plan of
operation. The members of the board shall be selected by member insurers
subject to the approval of the Commissioner. Vacancies on the board shall be
filled for the remaining period of the term in the manner described in the plan
of operation. To select the initial board of directors, and initially organize
the Association. the Commissioner shall give notice to all member insurers of
the time and place of the organizational meeting. In determining voting rights
at the organizational meeting each member Insurer shall be entitled to one
vote in person or by proxy. If the board of directors is not selected within 60
days after notice of the organizational meeting, the Commissioner may appoint
the initial members.
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,(2) In approving selections or in appointing members to the board, the Commissioner shall consider, among other things, whether all member insurers are
fairly represented.
(3) Members of the board may be reimbursed from the assets of the Association for expenses incurred by them as members of the board of directors but
members of the board shall not otherwise be compensated by the Association
for their services.
Comments: Subsection (1) provides that the number and the term of the
members of the Board of Directors shall be determined in the plan of operation.
To avoid problems in initially selecting the board, this section includes a provision for a start-up meeting which will be called by the Commissioner. To determine voting rights at the organizational meeting each member insurer would have
one vote. Thereafter the plan of operation will establish the voting procedures,
by-laws, etc. governing the conduct of the Association.
SECTION 8.

POWERS AND DUTIES

OF TIE ASSOCIATION

,In addition to the powers and duties enumerated in other sections of this act(1) If a domestic insurer is an. impaired insurer, the Association may, prior
to an order of liquidation or rehabilitation, and subject to any conditions imposed
by the Association other than those which impair the contractual obligations of
the impaired insurer, and approved by the impaired insurer end the Commissioner(a) Guarantee or reinsure, or cause to 'be guaranteed, assumed, or reinsured, all the covered policies of the im.pqired insurer;
(b) Provide such monies, pledges, notes, guarantees, or other means as
are proper to effectuate par. (a), and assure payment of the contractual
obligations of the impaired insurer pending action under par. (a)
(c) Loan money to the impaired insurer;
[(2) If a foreign or alien insurer is an impaired insurer, the Association may,
prior to an order of liquidation, rehabilitation, or conservation, with respect to
the covered policies of residents and subject to any conditions imposed by the
Association other than those which impair the contractual obligations of the
impaired insurer, and approved by. the impaired insurer and the Commissioner,(a) Guarantee or reinsure, or cause to be guaranteed, assumed or reinsured, the impaired insurer's covered policies of residents;
i(b) Provide such monies, pledges, notes, guarantees or other means as
are proper to effectuate par. (a), and assure payment of the impaired insurer's contractual obligations to residents pending action under par. (a)
(c) Loan money to the impaired Insurer.]
(3) If a domestic insurer is an impaired insurer under an order of liquidation or rehabilitation, the Association shall, subject to the approval of the Oommissioner, (a) guarantee, assume, or reinsure, or cause to be guaranteed, assumed or reinsured the covered policies of the impaired insurer, (b) assure payment of the contractual obligations of the impaired insurer, and (c) provide such
monies, pledges, notes, guarantees, or other means as are- reasonably necessary
to discharge such duties. If the Association fails to act within a reasonable
period of time, the Commissioner shall have the powers and duties of the Association under this Act with respect to such domestic impaired insurer.
(4) If a foreign or alien insurer is an impaired insurer under an order of
liquidation, rehabilitation, or conservation, the Association shall, subject to the
approval of the Commissioner(a) guarantee, assume, or reinsure or cause to be guaranteed, assumed,
or reinsured the covered policies of residents,
(b) assure payment of the contractual obligations of the impaired insurer
to residents, and
(c) provide such monies, pledges, notes, guarantees, or other means as
are reasonably necessary to discharge such duties. If the Association fails to
act within a reasonable period of time, the Commissioner shall have the
powers and duties of the Association under this Act with respect to such
foreign or alien impaired insurer.
(5) (a) In carrying out its duties under subs. (3) and (4), the Association
may request that there be imposed policy liens, contract liens, moratoriums or
payments, or other similar means and such liens, moratoriums, or similar means
may be imposed if the Commissioner(i) Finds that the amounts which can be assessed under this Act are
less than the amounts needed to assure full and prompt performance of
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the impaired insurer's contractual obligations, or that the economic or financial conditions as they affect member insurers are sufficiently adverse to
render the imposition of policy or contract liens, moratoriums, or similar
means to be in the public interest, and
(ii) Approves the specific policy liens, contract liens, moratoriums, or
similar means to be used.
(b) Before being obligated under subs. (3) and (4) the As.sociation may request that there be imposed temporary moratoriums or liens on payments of cash
values and policy loans and such temporary moratoriums and liens may be imposed if they are approved by the Commissioner.
(6) The Association shall have no liability under this section for any covered
policy of a foreign or alien insurer whose domiciliary jurisdiction or state of
entry provides by statute or regulation, for residents of this state protection
substantially similar to that provided by this Act for residents of other states.
(7) The Association may render assistance and advice to the Commissioner,
upon his request, concerning rehabilitation. payment of claim, continuations of
coverage, or the performance of other contractual obligations of any impaired
Insurer.
(8) The Association shall have standing to appear before any court in this
state with jurisdiction over an impaired insurer concerning which the Association is or may become obligated under this Act. Such standing shall extend to
all matters germane to the powers and duties of the A.ssociation. including, but
not limited to, proposals for reinsuring or guaranteeing the covered policies of the
impaired insurer and the determination of the covered policies and contractual

obligations.
(9) (a) Any person receiving benefits under this Act hll bp deemind to have
assigned his rights under the covered policy to the Association to be extent of
the benefits received because of this Act whether the benefits are payments of
contractual obligations or continuation of coverage. The Association may require
an asslnment to it of such rights hy any payee, policy or contract owner, boneficiary, insured or annuitant as a condition precedent to the receipt of any rights
or ben,'its conferred by ihis Act upon such person. The Association shall be subrogated to these rights against the assets of any impaired insurer.
(b) The subrogation rights of the Association under this subsection shall have
the same priory against the assets of the impaired insurer as that possessed by
the person entitled to receive benefits under this Act.
(10) The contractual obligations of the impaired insurer for which the Association becomes or m.ay become lial)le shall be as great as but no greater than
the contractual obligations of the im',aired insurer would have been in the absence of an im'nairment un'ess such ob'iaitions are reduced as permitted by
subsection (5) but the Association shall have no liability with respect to any
portion of a covered policy to the extent that the death benefit coverage on any
one life exceeds an aggregate of $300,000.
(11) The Association may(a) Enter into such contracts as are necessary or proper to carry out the
provisions and purposes of this Act.
(b) Sue or be sued. including taking any !eal actions necessary or proper
for recovery of any unaid assessments under S. 9.
(c) Borrow money to effect tle nurnosps of this Act. Anv notes or other
evidence of indebtedness of the Association not in default shall be legal
Investments for domestic insurers and may be carried as admitted assets.
(d) Employ or retain such persons as are necessary to handle the financial
transactions of the Association, and to perform such other functions as
become necessary or proper under this Act.
(e) Negotiate and contract with any liquidator. rehabilitator, conservator,
or ancillary receiver to carry out the powers and duties of the Association.
(f) Take such legal action as may be necessary to avoid payment of Improper claims.
(g) Exercise. for the purposes of this Act and to the extent approved by
the Commissioner. the powers of a domestic life or health insurer, but in
no case may the Association issue insurance policies or annuity contracts
other than those issued to perform the contractual obligations of the impaired insurer.
Comments: Subsections (1)-(5) constitute the heart of this model Act. These
subsections detail the duties of the Association by distinguishing (a) between
those Insurers whose "impaired" status is attributable to a finding by the Coin-
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missioner prior to an order of liquidation, rehabilitation or conservation and those
whose "impaired" status is attributable to such orders and (b) between impaired domestic insurers and impaired foreign or alien insures.
Prior to an order of liquidation, rehabilitation or conservation, the Association
has no liability. However upon a finding l)y the Commissioner that the insurer is
impaired, the Association is authorized to guarantee, assume, or reinsure or
cause to be guaranteed, assumed or reinsured the covered policies of the impaired insurer and to assess member insurers the amounts necessary to effectuate this activity. The Association would presumably do so in those situations
where early assistance would prevent a more costly impairment later (e.g.
liquidation). The Association, as a condition of its assistance, may negotiate any
requirements or safeguards it deems necessary so long as they are approved by
the Commissioner and are accepted by the impaired insurer and do not impair
the contractual obligations to the policyowners, insureds, and beneficiaries. In the
absence of any court order, before any negotiations become final, the impaired
insurer's acceptance of the terms of the Association is necessary. Through this
approach, a mechanism is provided for early action by the Association before the
situation further deteriorates. The policyholder, insureds, and beneficiaries are
protected, claims are paid and coverage is continued, for example, through rehabilitating the impaired insurers or reinsuring the policies elsewhere. Furthermore, the statutory language is highly flexible as to what techniques the Association may employ so as to be able to meet a variety of situations.
Subsection (2) is offered as an optional provision. On the one hand, an Association might be reluctant to involve itself with a foreign or alien insurer prior
to judicial proceedings. Thus the provision might never be used. On the other
hand, if an appropriate situation should arise, such a provision might provide
an added degree of flexibility. If this optional provision is not adopted it will be
necessary to make changes in the numbering of this section and subsequent cross
references.
If the insurer acquires its "impaired" status as a result of a final order of
liquidation, rehabilitation or conservation, the Association shall (rather than
may), guarantee, assume, reinsure, or cause to be guaranteed, assumed or reinsured, the covered policies of the impaired insurer and to assure payment of
contractual obligations.
It should be noted that the duties of the Association whether before or after
an impairment, vary with the kind of insurer. If it is a domestic insurer then
all the covered policies must be continued and the contractual obligations met.
However, if the impaired insurer is a foreign or alien insurer, contractual obligations or covered policies which apply to residents of the state must be paid or
continued, if they are not covered by a similar law in such insurer's domiciliary

jurisdiction.

Subsection (5) relates to the imposition of policy and contract liens, moratoriums, etc. These are devices which have been used in the past in connection with
continuation of the impaired insurer's coverage. Since, by definition, the assets
of the impaired insurer were not adequate to support its contractual obligations,
liens were used to reduce those obligations to a level where the assets would be
adequate. However, in the past there was no means to infuse additional funds
where needed to make whole policyowners, insureds, and beneficiaries. The purpose of the model ,lct is to provide protection against losses due to impaired insurers by prompt fulfillment of the impaired insurer's contractual obligations. To
the extent that liens and moratoriums are sanctioned, the model act retreats
may be
from this principle. Of course, in situations prior to a court order there
so as to
some question whether a iien or moratorium could be legally imposed
the
impair the contractual obligations of the insurer even in the absence of
specific provisions of this Act.
be
On the other hand, it can be argued that if liens and moratoriums cannot
In the past this
used, there will be a run on the assets of the impaired company.
of the
seems to have been true. However, unlike the past, the performancee
insurer's contractual obligations would be guaranteed.
Also, the standard nonforfeiture laws provide that an insurer in its policies
of six
shall reserve the right to defer the payment of cash values for a period it is
months after demand therefor with surrender of the policy. Similarly,
right to
common to require an insurer to reserve for a period of six months the
For these
defer the granting of any policy loan (other than to pay premiums).
liens and moratovarious reasons, the model act does not encourage the use of
riums in ordinary situations.

70-174

0 - 72 - pt.2 ---

16

456
On the other hand, In periods of severe liquidity problems and economic stress,
perhaps of even catastrophic proportions, such devices may become essential.
While the model bill concentrates on the protection of those to whom the impaired insurer has a contractual obligation, the impact of assessments on the
policyholders of assessed companies is also an important consideration (e.g.
significant sales of depressed value assets in a tight money market). Consequently subsection (5) (a) authorizes the Association to cause to be imposed
liens and moratoriums (or other similar means) :
(i) if the Commissioner finds that the amounts assessable are less than
what is needed, or that the economic or financial conditions as they affect
member insurers are sufficiently adverse to render the use of such tools in
the public interest, and
(Ii) the Commissioner approves the use of the specific lien, moratorium,
etc.
This provides a highly flexible mechanism while at the same time it avoids
impairing the contractual obligations of the impaired insurer as a routine matter
under ordinary economic and financial conditions.
Furthermore, to provide added flexibility in a temporary situation (e.g., run
on assets), subsection 5(b) provides for temporary moratoriums or liens on
payment of cash values and policy loans, but not on the payment of other benefits,
with the commi"ioner's approval.
Subsection (6) avoids duplication of coverage by providing that the Association shall have no liability for any covered policy of a foreign or alien insurer
domiciled in a state having a similar bill. If every state adopts the model act,
each state association would protect only covered policies of domestic insurers.
Subsection (8), to enable the Association to protect its interests and the best
interests of the policyholders in the handling of an impairment, provides that
the Association shall have standing to appear in a court with jurisdiction over
an impaired insurer and such standing will extend to any matters concerning the
duties of the Association.
SECTION 9.

ASSESSMENTS

(1) For the purpose of providing the funds necessary to carry out the powers
and duties of the Association, the board of directors shall assess the member insurers, separately for each account, at such times and for such amounts as the
board finds necessary. The board shall collect the assessments after 30 days
written notice to the member Insurers before payment Is due.
(2) There shall be three classes of assessments, as follows:
(a) Class A assessment shall be made for the purpose of meeting administrative costs and other general expenses not related to a particular impaired insurer.
(b) Olass B assessments shall be made to the extent necessary to carry out
the powers and duties of the Association under S. 8 with regard to an impaired domestic insurer.
(c) Class C assessments shall be made to the extent necessary to carry
out the powers and duties of the Association under s. 8 with regard to an
impaired foreign or alien insurer.
(3) (a) The amount of any Class A assessmnent for each account shall be
determined by the board. The amount of any Class B or C assessment shall be
divided among the accounts in the proportion that the premiums received by
the impaired insurer on the policies covered by each account bears to the
premiums received by such Insurer on all covered policies.
(b) Class A and Class C assessments against member insurers for each
account shall be in the proportion that the premiums received on business In
this state by each assessed member insurer on policies covered by each account
bears to such premiums received on business in this state by all assessed member Insurers.
(c) Class B assessments for each account shall be made separately for each
state In which the impaired domestic insurer was authorized to transact insurance at any time, in the proportion that the premiums received on business in such state by the impaired Insurer on policies covered by such account
bears to such premiums received in all such states by the impaired insurer. The
assessments against member insurers shall be in the proportion that the premiums
received on business in each such state by each assessed member insurer on policies
covered by each account bears to such premiums received on business in each
state by all assessed member insurers.
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(d) Assessments for funds to meet the requirements of the Association with
respect to an impaired insurer shall not be made until necessary to implement the purposes of this Act. Classification of assessments under sub. (2) and
computation of assessments under this subsection shall be made with a reasonable degree of accuracy, recognizing that exact determinations may not always
be possible.
(4) The Association may abate or defer, in whole or in part, the assessment
of a member insurer if, in the opinion of the board, payment of the assessment
would endanger the ability of the member insurer to fulfill its contractual obligations. The total of all assessments upon a member Insurer for each account
shall not in any one calendar year exceed 2% of such insurer's premiums il
this state on the policies covered by the account.
(5) In the event an assessment against a member insurer is abated, or
deferred, in whole or in part, because of the limitations set forth in sub. (4),
the amount by which such assessment is abated or deferred, shall be assessed
against the other member insurers in a manner consistent with the basis for
assessments set forth in this section. If the maximum assessment, together with
the other assets of the Association il either account, does not provide in any
one year in either account an amount sufficient to carry out the responsibilities
of the Association, the necessary additional funds shall be assessed as soon
thereafter as permitted by this Act.
(6) The board may, by an equitable method as established in the plan of
operation, refund to member insurers, in proportion to the contribution of each
insurer to that account, the amount by which the assets of the account exceed
the amount the board finds is necessary to carry out during the coming year
the obligations of the Association witl regard to that amount, including assets
accruing from net realized gains and income from investments. A reasonable
amount may be retained in any account to provide funds for the continuing
expenses of the Association and for future losses if refunds are impractical.
(7) It shall be proper for any member insurer, in determining its premium
-rates and policyowner dividends as to any kind of insurance within the scope of
this act, to consider the amount reasonably necessary to meet its assessment
obligations under this Act.
(8) The Association shall issue to each insurer paying an assessment under
this Act a certificate of contribution, in a form prescribed by the Commissioner,
for the amount so paid. All outstanding certificates shall be of equal dignity and
priority without reference to amounts or dates of issue. A certificate of coltribution may be shown by the insurer in its financial statement as an1
asset in such form and for such amount, if any, and period of time as the
Commissioner may approve.
Comment: Subsection (2) outlines different assessment methods for assessments needed to cover foreign or alien insurers and for assessments needed to
cover domestic insurers. When a foreign or alien insurer is impaired the member
Insurers will be assessed on the basis of the premiums they write il the state.
This corresponds to the Association's liability which is limited to covered policies of residents when the policies are issued by a foreign or alien insurer. When
a domestic insurer is impaired, the total amount to be assessed will be allocated
to each state in which the impaired insurer was authorized at any time to transact Insurance in the proportion that the impaired insurer's premium income in
each state bears to its total premium income. The amount allocated to each
such state will then be assessed to member insurers in the proportion that the
member's premium income from such state bears to all premium income of
member insurers from that state. In any case, assessments would be made
separately for each account and the amount assessed from each account will be
in the proportion that the total premiums of the impaired insurer bear to the
premiums of the impaired insurer from the kind of insurance in the account.
For example, if a total assessment of $100,000 is needed for the health Insurance
account and the domestic impaired insurer received 50% of its premium income
from state X, then 50% of $100,000 or $50,000 will be allocated to state X. Member Inourer. receiving premium income from state X will then be assessed in
proportion to their share of that state's nmrket, as reflected in premium income.
For example, if member insurers receive $30 million il premium from state X
and a certain member receives $3 million of that amount, then 3/30 of the $50,000
assessment will come from this company, that is, the company will be assessed
$5,000. (3/30-1/10 and 1/10 of $50,000 is $5,000.)
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This assessment system should be relatively simple to administer. More importantly, it provides a base broad enough to meet fairly large demands on the
Association. Equally important, since It reflects the market share of each member
in the state considered, It is an equitable method of apportioning the burden of the
assessments.
The maximum assessment per year may be varied from state to state depending
on the size of the base and the concentration of the business. The 2% maximum
should produce al adequate amount while at the same time not Impose al undue
strain in any given year on the assessed companies and their policyholders.
In order to prevent further financial difficulties caused by al assessment, sub.
(4) permits abatement of assessments when such financial difficulties might
result.
Subsection (4) and (5) provide some limitation on the amounts which can
be assessed in any given year. If these limits are reached. to fulfill its responsibilities the Association is empowered to borrow funds which later can be repaid
out of future assessments.
Subsection (7) provides that a member Insurer may consider In Its premium
rates and dividend scale an amount reasonably necessary to meet its assessment
obligations. This makes it clear that the cost can be ultimately passed on to the
policyowners-i.e., to persons who enjoy the protection provided by the Act.
Subsection (8) provides that the Association shall issue to assessed insurers
certificates of contribution in the amount levied. The certificates may be carried
by an Insurer In its annual statement as an asset in such form, amount and
period as may be approved by the Commissioner. By permitting the companies
to carry these certificates as an asset. to the extent of their estimated value, the
impact on member insurers will be lessened.
SECTION 10. PLAN OF OPERATION

(1) (a) The Association shall submit to the Commissioner a plan of operation
and any amendments thereto necessary or suitable to assure the fair, reasonable,
and equitable administration of the Association. The plan of operation and any
amendments thereto shall become effective upon approval In writing by the
Commissioner.
(b) If the Association falls to submit a suitable plan of operation within 180
days following of the effective date of this Act or if at any time thereafter the
Association falls to submit suitable amendments to the pl,9n, the Commissioner
shall, after notice and hearing, adopt and promulgate such reasonable rules as
are necessary or advisable to effectuate the provisions of this Act. Such rules
shall continue in force until modified by the Commissioner or superseded by a
plan submitted by the Association and approved by the Commissioner.
(2) All member insurers shall comply with the plan of operation.
(3) The plan of operation shall, in addition to requirements enumerated else'where in this Act:
(a) Establish procedures for handling the assets of the Association.
(b) Establish the amount and method of reimbursing members of the board
of directors under s. 7.
(c) Establish regular places and times for meetings of the board of directors.
(d) Establish procedures for records to be kept of al financial transactions of the Association. its agents. and the board of directors.
(e) Establish the procedures whereby selections for the board of directors
will be made and submitted to the Commissioner.
(f) Establish any additional procedures for assessments under s. 9.
(g) Contain additional provisions necessary or proper for the execution
of the powers and duties of the Association.
(4) The plan of operation may provide that any or all powers and duties of
the Association, except those under ss. A (11) (c) and 9. are delegated to a corporation. association. or other organization which performs or will perform functions similar to those of this Association, or its equivalent, in two or more states.
Such a corporation, association, or organization shall be reiml,ursed for any
payments made on behalf of the Association and shall be paid for its performance
of any function of the Association. A delegation under this subsection shall take
effect only with the anproval of both the board of directors and the Commissioner.
and may be made only to n corporation, association, or nrganir, ation which extends
protection not substantially less favorable and effective than that provided by
this Act.
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SECTION 11. DUTIES AND POWERS OF THE COMMISSIONER

In addition to the duties and powers enumerated elsewhere in this Act(1) The Commissioner shall(a) Notify the board of directors of the existence of an impaired Insurer
not later than 3 days after a determination of impairment is made or le
receives notice of Impairment.
(b) Upon request of the board of directors, provide the Association with
a statement of the l)remiums in the appropriate states for each member

Insurer.
(c) When an impairment is declared and the amount of the impairment
Is determined, serve a demand upon the impaired insurer to make good the
impairment within a reasonable time. Notice to the Impaired insurer shall
constitute notice to its shareholders, if any. The failure of the insurer to
promptly comply with such demand shall not excuse the Association from
the performance of its powers and duties under this Act.
[(d) In any liquidation or rehabilitation proceeding involving a domestic
insurer, be appointed as the liquidator or rehabilitator. If a foreign or alien
member insurer is subject to a liquidation proceeding in its domiciliary
jurisdiction or state of entry, the Commissioner shall be appointed

conservator.]
(2) The Commissioner may suspend or revoke, after notice and hearing, the
certificate of authority to transact insurance in this state of any member insurer
which fails to pay an assessment when due or fails to comply with the plan of
operation. As an alternative the Commissioner may levy a forfeiture on any
member insurer which falls to pay an assessment when due. Such forfeiture shall
not exceed 5% of the unpaid assessment per month, but no forfeiture shall be
less than $100 per month.
(3) Any action of the board of directors or the Association may be appealed
to the Commissioner by any member insurer if such appeal is taken within 30
days of the action being appealed. Any final action or order of the Commissioner
shall be subject to judicial review in a court of competent jurisdiction.
(4) The liquidator, rehabilitator, or conservator of any impaired insurer may
notify all interested persons of the effect of this Act.
Comment: Subsection (1) (c) requires that the Commissioner give notice of an
impairment to the impaired insurer, and hence to its stockholders, and serve a
demand that the imi)mirment be made good. If the company and stockholders fail
to raise the necessary funds, this will be a factor bearing upon the stockholder's
ownership rights under Section 14 (4).
Subsection (1) (d) provides that the Commissioner shall be appointed liquidator or rehabilitator of a domestic insurer and conservator of a foreign or alien
insurer being liquidated or rehabilitated. This subsection is not needed In those
states having the Uniform Insurers Liquidation Act. Requiring the Insurance
Commissioner to be the receiver is necessary to obtain the benefits of a "reciprocal" state tinder the Uniform Act.
Proceedings for the liquidation, rehabilitation, or conservation of insurers
present several difficulties which the Uniform Insurers Liquidation Act seeks to
solve. Briefly, the difficulties have two sources. First, in some states the liquidator,
rehabilitator, or ancillary receiver may be a person unfamiliar with insurance
regtu ltln.
Tnff liont nOrninistratiop of the proceedings may result.
Second, the laws of more than one state may be applied to the proceedings,
particularly regarding ownership of assets and preferences for payment. The result is confusion and ineoulty in the collection and distribution of the assets.
The Uniform Insurers Liquidation Act meets the first source of problems by designating the Insurance Commissioner as the receiver of a domestic insurer or the
ancillary receiver of a foreign insurer. To solve the problem of multiple laws and
marshalling of assets, the Uniform Act gives the receiver title to the assets. The
ancillary receiver is then required to forward all assets to the receiver. The Uniform Act also details the laws under which preference in the distribution of assets
will be determined.
In drafting this model guaranty bill, particular effort was made to avoid (to the
extent possible) disrupting existing state liquidation and rehabilitation laws.
However, each individual state may want to consider adopting (1) the Uniform
Insurers Liquidation Act. If it has not already done so (27 states have the Actthe Act has been recommended by the NATC (1936 Proc of NAlC 33) ) or (2) the
Rehabilitation and Liquidation Act found in Chapter 645 of the Wisconsin Statutes
which has been recommended by the NAIC (1 Proc of NAIC 241 (1969)).
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SECTION 12. PREVENTION OF IMPAIRMENTS

To aid in the detection and prevention of insurer Impairments(1) The board of directors shall, upon majority vote, notify the Commissioner
of any information indicating any member insurer may be unable or potentially
unable to fulfill its contractual obligations.
(2) The board of directors may, upon majority vote, request that the Commissioner order an examination of any member insurer which the board in good faith
believes may be unable or -potentially unable to fulfill its contractual obligations.
The Commissioner may conduct such examination. The examination may be conducted as a National Association of Insurance Commissioners examination or may
be conducted by such persons as the Commissioner designates. The cost of such
examination shall be paid by the Association and the examination report shall
be treated as are other examination reports. In no event shall such examination
report be released to the board of directors of the Association prior to its release
to the public, but this shall not excuse the Commissioner from his obligation to
comply with subsecbion (3). The Commissioner shall notify the board of directors
when the examination is completed. The request for an examination shall be kept
on file by the Commissioner, but it shall not be open to public inspection prior to
the release of the examination report to the public and shall be released at that
time only if the examination discloses that the examined insurer is unable or potentially unable to meet its contractual obligations.
(3) The Commissioner shall report to the board of directors when he has reasonable cause to believe that any member insurer examined at the request of
the board of directors may be unable or potentially unable to fulfill its contractual obligations.
(4) The board of directors may, upon majority vote, make reports and recommendations to the Commissioner upon any matter germane to the solvency, liquidation, rehabilitation or conservation of any member insurer. Such reports and
recommendations shall not be considered public documents.
(5) The board of directors may, upon majority vote, make recommendations
to the Commissioner for the detection and prevention of insurer impairments.
(6) The board of directors shall, at the conclusion of any insurer impairment
in whicl the Association carried out its duties under this Act or exercised any
of its powers under this Act, prepare a report on the history and causes of such
impairment, based on the information available to the Association, and submit
such report to the Commissioner.
Comment: These are basically the same prevention functions found in the NAIC
property and liability model guaranty bill.
SECTION

13.

APPOINTMENT OF ASSOCIATION

NOMINEE

The Association may recommend a natural person to serve as a special deputy
to act for the Commissioner and under his supervision in the liquidation, rehabilitation, or conservation, of any member insurer.
Comment: In order to harness the expertise of member insurers in the conduct
of liquidation, rehabilitation, or conservation of impaired insurers, this section
provides that the Association may recommend someone to serve as a special
deputy, under supervision of the Commissioner, in the handling of a liquidation,
rehabilitation, or conservation if the Commissioner tenders such appointment.
The Commissioner must be the actual receiver to preserve a state's "reciprocal"
status under the Uniform Insurers Liquidation Act. If desired provision could be
made for the nomination of the Association as special deputy.
SECTION 14.

MISCELLANEOUS

PROVISIONS

(1) Nothing in this Act shall be construed to reduce the liability for unpaid
a essments of the insureds of an impaired insurer operating under a plan with
assessment liability.
(2) Records shall be kept of all negotiations and meetings in which the Association or its representatives are involved to discuss the activities of the Association in carrying out its powers and duties under s. 8. Record of such negotiations
or meetings shall be made public only upon -the termination of a liquidation,
rehabilitation, or conservation proceeding involving the impaired insurer, upon
the termination of the impairment of the insurer, or upon the order of a court
of competent Jurisdiction. Nothing in this subsection shall limit the duty of the
Association to render a report of its activities under s. 15.
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(3) For the purpose of carrying out its obligations under this Act, the Association shall be deemed to be a creditor of the impaired insurer to the extent
of assets attributable to covered policies reduced by any amounts to which the
Association is entitled as subrogee pursuant to s.8 (9). All assets of the impaired
insurer attributable to covered policies shall be used continue all covered policies and pay all contractual obligations of the impaired insurer as required by
this Act. Assets attributable to covered policies, as used in this subsection, is
that proportion of the assets which the reserves that should have been established for such policies bear to the reserve that should have been established for
all policies of insurance written by the impaired insurer.
(4) (a) Prior to the termination of any liquidation, rehabilitation or conservation proceeding, the court may take into consideration the contributions of
the respective parties, including the Association, the shareholders and policyowners of the impaired insurer, and any other party with a bona fide interest, in
making an equitable distribution of the ownership rights of such impaired insurer. In such a determination, consideration shall be given to the welfare of
the policyholders of the continuing or successor insurer.
(b) No distribution to stockholders, if any, of an impaired insurer shall be
made until and unless the total amount of assessments levied by the Association
with respect to such insurer have been fully recovered by the Association.
(5) It shall be a prohibited unfair trade practice for any person to make use
in any manner of the protection afforded by this Act in the sale of insurance.
(6) (a) If an order for liquidation or rehabilitation of an insurer domiciled
in this state has been entered, the receiver appointed under such order shall
have a right to recover on behalf of the insurer, from any affiliate that controlled
it, the amount of distributions, other than stock dividends paid by the insurer
on its capital stock, made at any time during the five years preceding the petition
for liquidation or rehabilitation subject to the limitations of paragraphs (b)

to (d).
(b) No such dividend shall be recoverable if the insurer shows that when
paid the distribution was lawful and reasonable, and that the insurer did not
know and could not reasonably have known that the distribution might adversely
affect the ability of the insurer to fulfill its contractual obligations.
(c) Any person who as an affiliate that controlled the insurer at the time the
distributions were paid shall be liable up to the amount or distributions he
received. Any person who was an affiliate that controlled the insurer at the
time the distributions were declared, shall be liable up to the amount of distributions lhe would have received if they had been paid immediately. If two
persons are liable with respect to the same distributions, they shall be jointly
and severally liable.
(d) The maximum amount recoverable under this subsection shall be the
amount needed in excess of all other available assets of the impaired insurer to
pay the contractual obligations of the impaired insurer.
(e) If any person liable under paragraph (c) is insolvent, all its affiliates
that controlled it at 'the time the dividend was paid, shall be jointly and
severally liable for any resulting deficiency in the amount recovered from the
insolvent affiliate.
Comment: Subsection (1) is intended to preserve the assessment liabiity
of the insureds of assessment mutuals.
Subsection (2) requires that records be kept of negotiations and actions
by the Association. The Association should be held publicly accountable for its
actions. On the other hand, effective handling of the rehabilitation or liquidation
effort requires minimum publicity. Thus, such records will be made public only
after the liquidation, rehabilitation or conservation proceeding is terminated,
the impairment is terminated or there is a prior order by a court of competent
Jurisdiction.
Since this Act imposes the obligation upon the Association to continue coverage
for policyholders of impaired insurers, the assets of the impaired insurer ought
to be used, to the extent available, for the purpose of continuing such coverage.
Subsection (3) is designed to accomplish this purpose.
Subsection (4), in conjunction with Section 11(1) (c), is intended to prevent
the shareholders of an impaired insurer from sitting back and doing nothing
and then reaping the benefit of funds put up by the Association. These stockholders should not obtain a more advantageous position than they would have
occupied in the absence of this act. -The court is empowered to modify and
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distribute the ownership rights of an impaired insurer in order to do equity
as between the interested parties.
The purpose of subsection (5) is to prohibit the use of the Act by any insurer
or agent In competing for business.
Subsection (6) is designed to recapture excessive dividend payments to
affiliates that exercised control over the impaired insurer. The NAIC Model
Holding Company Regulatory Act in large measure prevents improper distribution of dividends by an insurer to its holding company since extraordinary
dividends are subject to the prior approval of the Commissioner, and ordinary
dividends are required to be reported to the Commissioner. If, however, dividends
are paid under circumstances that the insurer should have reasonably known
that such )ayment could reasonably be expected to affect its ability to perform
its contractual obligations to its policyholders, the holding company and affiliates
should be required to repay such dividends subject to certain reasonable
limitations.
If a state has the NAIC Model Holding Company Regulatory Act, the definitions therein could be referred to by this subsection. States without the Model
Act could incorporate the relevant definitions in this subsection.
SECTION 15. EXAMINATION OF THE ASSOCIATION; ANNUAL REPORT

The Association shall be subject to examination and regulation by the Commissioner. The board of directors shall submit to the Commissioner, not later
than May 1 of each year, a financial report for the preceding calendar year in
a form approved by the Commissioner and a report of its activities during the
preceding calendar year.
SECTION 10. TAX EXEMPTIONS

The Association shall be exempt from payment of all fees and all taxes levied
by this state or any of its subdivisions, except taxes levied on real property.
SECTION 17. IMMUNITY

There shall be no liability on the part of and no cause of action of any
nature shall arise against any member insurer or its agents or employees, the
Association or its agents or employees, members of the board of directors, or
the Commissioner or his representatives, for any action taken by them in the
performance of their powers and duties under this Act.
Comment: Each state may wish to review its own statutes to determine
whether its Tort Claims Act, if it has one, could be used as an alternative to
this section insofar as it applies to the Commissioner or his representative.
SECTION 18. STAY OF PROCEEDINGS: REOPENING DEFAULT JUDGMENTS

All proceedings in which the impaired insurer is a party in any court In
this state shall be stayed 60 days from the date an order of liquidation, rehabilitation, or conservation is final to permit proper legal action by the Assoclation on any matters germane to its powers or duties. As to a judgment under
any decision, order, verdict, or finding based on default the Association may
apply to have such judgment set aside by the same court that made such
judgment and shall be permitted to defend against such suit on the merits.
General Comment: As a means of preventing further deterioration of an insurer's financial condition, each state might consider enacting a rehabilitation
-and liquidation act based on present Wisconsin law which has been recommended by the NAIC as model legislation (1 Proc. of NAIC 241 (1969) or in
lieu thereof that each state consider enacting the summary proceeding provisions of that law or of similar laws in other states. Such provisions would
enable a commissioner to take effective action at the earliest possible moment
and thus avoid complications and further losses to policyowners and beneficiaries.
It should again be noted that each state will wish to compare the language
of this model act with its statutes. Where necessary, the language used herein
should be altered to conform to existing statutory language.

Mr. VAN HoosFR. The need for Federal agency regulatory involvement is not existent if there is adequate assurance that the States will

provide such funds covering health insurance claims.
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Achieving objective 4, minimization of health insurance costs, is
one step further removed from the State insurance regulatory mechanism than are the other objectives. Health insurance premiums are
primarily a reflection of the underlying health care costs which have
been skyrocketing in recent years. Attempting to control costs by
suppressing premim rates is using the tail to wag the dog. The keys
to minimizing costs lay in such areas as controlling inflation, improving the efficiency of the health delivery system, controlling the charges
of providers o f medical services, and so forth.
It is possible, however, that insurance rates could be higher than
reasonably necessary due to the functioning of the insurance nechanism. With respect to the group coverages provided to employers,
this is more a theoretical argument than one borne out in practice
due to the highly competitive market and sophisticated buyers.
A convincing case on the merits has not been made to impose either
Federal standards and/or procedures in this area. However, it can
be anticipated that States could develop a reporting system to monitor results which would, among other things, disclose loadings, taxes,
profits and other statistical information as well as the amount of subsidy involved. This information could be compiled and publicly
disclosed.
Furthermore, if it is deemed necessary, the regulatory bill could
provide that rates must be reasonable in relation to the risk insured
and tha' this standard should be enforced by the State; for example,
perhaps through some type of filing procedure as a means to monitor
the effectiveness of competition, or some type of rate approval or disapproval mechanism.
As to rates on pool business, if the rates are to be permitted to be self
supporting; that is, no ceiling so as to require a subsidy, this market
also should be competitive and the approach in the above paragraph
should also apply here. However, if there is to be a Federal ceiling on
pool rates, the ceiling should be spelled out in 'the statute, not left to
Federal agency discretion, and the responsibility for enforcement
should rest in the States.
In short, there would appear to be five major public policy goals
upon which the insurance regulatory aspects of a national health insurance program are postulated:
1. Establishing minimum health benefits and adequate claim
procedures.
2. Availability of such benefits to all.
3. Assurance that the benefits will be paid.
4. Minimization of health insurance costs.
5. Preservation and implementation of the advantages accruing
from the concept of federalism. Reaching these goals is possible by
establishing general standards or objectives in the Federal statute
but leaving the details and enforcements to the State regulatory mechanism. Vigorous effort should be made to avoid creating ,a new regulatory institutional structure in a Federal agency. This, we believe,
is fundamental to an effective long-term insurance regulatory mechanism on behalf of the insured public.
At the same time, we recognize that the administration and Congress
have a legitimate interest in obtaining meaningful assurances that
the States will meet the responsibilities imposed by the program. We
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recommend that any regulatory ,approach be predicated upon the McCarran Act concept. That is, the Federal regulatory bill could provide that no insurance company could issue health policies, certificates,
contracts or the like which would be deemed to meet the Federal
requirements in any State which fails to provide either by regulation
or statutes, a program reasonably calculated to effectively implement the Federal standards. For example, the Federal regulatory
statute could provide that no health insurance policies, contracts or
the like will be deemed to meet the Federal requirements in a Etate
which has not enacted a guarantee fund insolvency bill providing
protection at least substantially as great as that afforded to health
insurance policyholders by the NAIC life and health guarantee association model bill.
Another example would be a provision that no health insurance
policies or contracts will be deemed to meet the Federal requirement
in a State which has not adopted a program reasonably calculated to
assure availability of coverage to all persons so entitled under the act.
Similarly, the other Federal insurance regulatory objectives could
be implemented in the same fashion.
Furthermore, if the courts determine that a State has so failed, a
specified Federal agency could be authorized to provide such coverage
on a direct basis in that State-perhaps akin to the direct Federal
crime insurance available in those States where such crime insurance
is not available at affordable rates. Direct Federal health insurance
would not be subject to the State premium tax.
This approach should eliminate insurance industry opposition to
the enactment of necessary legislation at the State level. And I say
that with a particular thought in mind. The NAIC model life and
health guarantee bill which has been made a part of this record was
approved by the NAIC at its December 1970 meeting, and the members of the NAIC encouraged to introduce the model bill in the various
States. To this time, unfortunately, this bill has been passed in only
three States and the primary reason for this lack of passes in the States
has been the unanimous and rather vehement opposition of the insurance industry to the passage of the life and health guarantee fund bill.
We as State commissioners feel that the life and health guarantee fund
bill is very much in the public interest and is a bill which provides the
insurance consumer protection from insolvencies and that is why I
stress that perhaps these rather stringent approaches are necessary to
eliminate insurance industry opposition.
Similarly, State legislators would be loathe to lose the health insurance premium tax. Thus, there seems to be no reason to believe
that any State would fail to perform. If it did, direct Federal health
insurance would then be available in that State for the insurance consuming public.
An important. point to note, especially in the context of a viable
Federal form of government is that the Federal agency possessing
the contingent powers to write health insurance directly should not
be the body responsible for determining the adequacy of State performnance. "But rather, the decision should rest in the hands of the
Federal courts, in a suit brought by the Attorney General. The court
would determine whether the laws. relations. and procedures established by the State are reasonably calculated to effect the general

465
standards set by the Federal statute. At the same time, Congress would
continue in its oversight capacity through its investigations, hearings,
and its inherent ability to attract complaints if thehealtl insurance
program malfunctions. Adverse findings by Congress or committees
thereof would be referred to the Attorney General for appropriate
action.
In conclusion, we submit that implementing the five insurance
regulator-y objectives can be most effectively achieved through the
State regulatory mechanism which already exists and is functioning
with one or more offices in every State, over 4,500 employees and
approximately $50 million in budgets. But to do so over the long
duration, it "is essential to avoid creating an institutional structure in a Federal agency concerning the regulation of the insurance
business. Nor is it necessary to vest the Federal agency with current
insurance regulatory authority. A Federal regulatory 'bill can establish (1) the Federal objectives, (2) vest in the States the responsibility
for their implementation, and (3) build in effective incentives and
sanctions, based on the McCarran Act concept, which would virtually
assure that every State would meet its responsibilities under the act.
Failure to do so, however, could trigger standby Federal authority to
provide the needed protection to the public. In short, through the
use of the McOarran Act concept, it should be possible to achieve all
five of the stated objectives resulting in better public protection and
the implementation of a fundamental political philosophy.
Thank you, sir.
Mr. CORMAN. Mr. Duncan.
Mr. DUNCAN. Thank you, Mr. Chairman. 1*have no questions.
Mr. CORMAN. Mr. Gibbons has some quest, .s in a moment.
May I ask this question: Is the National Association of Insurance
Commissioners composed of insurance commissioners from all 50
States and the District of Columbia?
Mr. VAN HoOSER. Right.
Mr. CORMAN. How does one get to be a commissioner, generally?
I suppose different States have different methods?
Mr. VAN HOOSER. Different States have different methods. I think
probably most of the commissioners are appointed by the Governor
with the consent of the senate of the particular State. There are,
I believe, approximately 12 States in which the insurance commissioner is still an elected official.
Mr. CORMAN. I was intrigued by your sort of basic philosophy that
Congress should not legislate in this field but you want us to empower
your association to legislate and impose your will on the 50 States.
How are you so uniquely structured to make those national decisions
and the people's representatives are not?
Mr. VAN HOOSER. I don't believe that was what was said. It certainly

was not what was intended to be said. What we were trying to say
was that if Congress would state its goals, what it wanted to achieve
in the statute, we think the State regulatory mechanism could effectively achieve and put into operation those goals that were stated in
the Federal statute.
Mr. CORMAN.

Don't I understand, though, that you want something

in the Federal law that we would urge States to adopt the standards
set by the NAIC?
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Mr. VAN HOOSER. No. I think what. we said was that there should
be sufficient incentives, carrot and stick, either way, or both that
would encourage the States to adopt a State system or State program
which would implement the national health objectives as set out by
Congress in any act or bill that it passes.
Mr. CORMAN. Yes, sir. I don't mean to quarrel with you about this.
I just want to be sure I understand what we are talking about. For
instance, in this business of the financial responsibility of companies,
it must be the feeling of NAIC that there is reason to set certain
standards and you have spelled those out.
You have urged the States to adopt them and the States won't do
that. At least 47 of them have not yet. But you would like Congress
to come along and give you a little bit of carrot or stick, whichever
vou wish, encouragement for the States to com-ply with what you
have decided in your wisdom are the standards that they should meet.
In other worAs, you really do believe that we need some national
standards. You just have a fuss about whether you should do it or we
should do it; isn't that about it?
Mr. VAN HOOSER. On that specific point, we believe the model life
and. health guarantee bill which was promulgated last December does
adequately cover and protect the public from insurance company
insolvencies and if Congress felt that a different standard was needed
to protect, against life and health insolvencies and incorporated that
into its bill on national health insurance, and give the States an opportunity and time to respond at the State level, I don't believe we
would quarrel with that.
Mr. CORMAN. Mr. Burleson.
Mr. BURLESON. I have no questions.
Mr. CORMAN. Mr. Gibbons.

Mr. GIBBONS. Yes, sir.
As I understand the thrust of your argument here, you think
Congress has been rather derelict in its duty to set forth'some sort
of national criteria for the regulation of your industry; is that right?
Mr. VAN HOOSER. I certainly didn't say that Congress had been
derelict - in its duty at all; no.
Mr. GIBBONS. Thon you think everything is all right; is that
correct?
Mr. VAN HoosER. I didn't say that everything is all right.
Mr. GIBBONS. When was the last time Congress ever investigated
the health insurance industry, for instance?
Mr. VAN HOOSER. I frankly can't answer that.
Mr. GIBBONS. Has any committee of Congress ever looked at the
health insurance industry?.
Mr. VAN HOOSER. Not to my knowledge. It may have.
Mr. GIBBONS. How long have States been regulating the insurance
industry?
Mr. VAN HOOSER. Well, in my State this year marked the 100th
year that the office of the commissioner of insurance had been in
existence.
Mr. GIBBONS. What State is that?
Mr. VAN HOOSER. Michigan.
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Mr. GIBBONS. Would you repeat for me again those figures you
gave about the number of people involved in the regulation of the
insurance industry by the State legislatures?
Mr. VAN lOOSER. There are in the various State insurance departmerits approximately 4,500 employees.
Mr. GIBBONS. What was the amount of money?
Mr. VAN HoosER. The budgets of the various States, approximately
$50 million.
Mr. GIBBONS. Based upon your experience, what percent of your
State budget for all insurance regulation does Michigan require to
regulate just the health insurance industry?
Mr. VAN HOOSER. Your question is what percent of the budget which
we receive is devoted to actually regulating this?
Mr. GIBBONS. Of your total insurance commissioner budget in Michigan, what percent of it goes to regulate health insurance. Can you
separate it out?
Mr. VAN HOOSER. Well, we do not separate it out. I could give you
a guess. It would be probably about 25 percent.
Mr. GIBBONS. Do you or any of your colleagues in the other 49 States
make any attempt to push down hospital costs or doctors' fees?
Mr. VAN HOOSER. That needless to say is a very difficult thing to do,
and I think to try to regulate doctors or hospital costs through the
insurance mechanism is really trying to do it indirectly rather than
doing it directly.
Now, we have made some attempts to do this particularly with Blue
Cross and Blue Shield.
Mr. GIBBONS. You are pushing this effort and you hope they will
push the hospital and doctors; is that right?
Mr. VAN HOOSER. Yes; at least in Blue Shield a doctor can come in
and change his pay profile only once a year and he can change it no
more than the Consumer Price Index increase of the year previously,
less medical and hospital costs.
Mr. GIBBONS. How did doctors' fees get to be so high then? How
did they progress so much more rapidly than everything else in the
picture, if they are tied to the cost of living?
Mr. VAN HoOSER. This has only been something that we were able to
implement recently, and we were able to get this program started only
as of the first of this year.
Mr. GIBBONS. But you and your colleagues don't think there is any
responsibility for State regulation to try to keep down, directly, hospital costs or doctors' fees?
Mr. VAN HOOSER. I am not saying that the States do not have a
responsibility in this area. I think there is a very serious question in
my own mind as to whether the insurance regulatory authority is the
appropriate place where this should be handled.
Mr. GIBBONS. Well, if it is not, then where should it be handled?
Mr. VAN HOOSER. I think probably it should be handled in that department in State government that deals more directly with medical
and hospital problems. In Michigan probably it is the department of
public health.
I know that there is currently a proposal in the State legislature to
give the department of public health licensing authority over hospitals,
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and licensing in the sense that a hospital cannot build or have a major
capital addition or improvement without the prior consent of the
department of public health.
I think only until you get these kinds of programs are you really
going to develop effective cost controls on hospital and medical costs.
Mr. GIBBONS. How many of the 50 States have laws that, in effect,
regulate the health insurance industry?
Mr. VAN HOOSER. That regulate the health insurance industry?
Mr. GIBBONS. Yes.
Mr. VAN HOOSER. Well, all 50 States have laws that regulate the
health insurance industry. When you go beyond that, then you are
going to have a difference among the 50 States as to what extent and
how they do it.
Mr. GIBBONS. Well, how many of the 50 States empower the commissioner to set rates for health insurance premiums?
Mr. VAN HOOSER. Approximately half of the States have a provision in their laws that the premiums must be reasonable in relation
to benefits provided. That is in the insurance code regulating health
insurance. Then you have a separate situation in most States involving
Blue Cross and Blue Shield, which in many States do have to have
prior approval on their rates.
Mr. GIBBoNs. Well, if the rates have to be reasonable, what do you
mean by "reasonable" ?
Mr. VAN HOOSER. There you have the same problem that I think you
posed to the gentlemen who were here this morning.
Mr. GIBBONS. They didn't know.

Mr. VAN HOOSER. You are going to have a difference there from
State to State, and really from group to group.
Mr. GIBBONS. What is the great weight of authority among the States
with regard to what is "reasonable"? Is it to make sure that the insurance companies get enough return from their premium to pay the
costs; is that it?
Mr. VAN HOOSER. I think that would be reasonable benchmark, yes.
Mr. GIBBONS. In other words, as you can see the State regulatory
authorities, all they do is make sure that the insurance companies get
enough money that they don't lose any money when they pay the
bills?
Mr. VAN HOOSER. No; I don't believe that is the thrust of the regulatory function. I think it is important that they get enough money so
that they are capable of paying for the benefits that are due under the
policies.
Mr. CORMAN. How are the brokers' fees or agents' fees worked into
reasonable costs for health insurance?
In other words, I would assume that a company that pays rather
generous selling fees would get more business than one that did not
pay very much. Does the State regulatory agency inject itself into that
question?
Mr. VAN Hoosrn. In most States, agents' and brokers' fees and commissions are not regulated. New York is an exception in that it does
have some regulation and limitation to the agents' and brokers' fees.
In terms of group business, much of group business is written by company representatives in negotiation with either employers and/or un1omx representatives.
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So there may not even be an aghit in the traditional sense involved
in that kind of a transaction. If there is, the typical acquisition costs
under the group plan is probably around 3 percent. That on individual
businesses is substantially higher.
Mr. GIBBONS. Correct me if I am wrong, and as you can see, I don't
understand this as well as I ought to, but we have established that
about half of the States give the insurance commissioner the power
to establish rates, and in those half of the States the rates have to be
sort of reasonable and proper, with the decision on this left up to the
insurance commissioner.
How about the other half of the States-what do they do? Is the
sky the limit there?
Mr. VAN HoosER. That will vary from State to State. In the group
insurance business, it is a competitive area and most group health
plans, after the first year, are on an experience rated basis. They are the
actual claims cost plus a certain administrative percentage or expense
figure that is figured in.
Mr. GIBBONS. I know that this has the effect of telling a person who
doesn't really have good health, that he can't get a job either. That is
what it amounts to. If you look at the unemployed and the povertystricken, you are going to find that most of them are people who are
just a little too old, and every time the employer looks at them, he feels
that this kind of person is going to increase his health insurance rates
and decides that he is going to get someone healthier than they are.
Don't you think that it has that effect?
Mr. VAN HoOSER. It would have that effect.
Mr. GIBBONS. It certainly does.
Mr. VAN HOOSER. I think the health insurance cost is probably one
of a number of factors that would lead the employer to make that
decision.
Mr. GIBBONS. We have been trying to eliminate poverty and that
has been the thrust of our national programs, and yet we have the
effect of saying through our insurance industry and the way we
operate our health programs, that, "If you are not No. 1 in health, you
had better go someplace else to get a Job."
Isn't that what we have been doing?
Mr. VAN HOOSER. That may be one factor. I am not sure whether
it would be in and of itself a determining factor.
Mr. GIBBONS. When you get to be 50, and you go out to look for a job,
I can tell you it is a really important factor.
I still don't know what we do with the other half of the States.
We -have established that, one, even in the States regulated, you
don't feel it is your responsibility to go out and get the cost of these
health services down, that you, in effect, make the insurance company
whole for whatever it has to pay out.
How about the other half of the States that just don't do anything
to hold down the cost of health care? What happens there?
Mr. VAN HoosER. As I indicated in the testimony, when you are
thinking about a national program, if it is to be regulated at the State
level, it is important to have clear and affirmative standards spelled
out in the statute.
Mr. GIBBONS. So you are encouraging us here in Congress to do
something affirmative about it right now, is that correct?
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Mr. VAN HoosER. That is correct.
Mr. GIBBONS. How much difference is there on this among the
States?
Let's go back to these State regulations. How many States don't
even require the insurance comi)aiy to lile a copy of their policy with
them?
Mr. VAN HooSER. All States require the policy form filed.
Mr. GIBBONS. When did that become effective?
Mr. VAN HOOSER. That is something which has evolved over many
years.
Mr. GIBBoNs. But it is just something that all of the States have
done comparatively recently?
Mr. VAN HOOSER. No, I think the requirement for policy form filing
has been in existence in most places for many years.
Mr. GIBBONs. I don't have any current data. My data is a little old,
and that is the reason I asked you. But the data I have is -from the
1960's, and not the 1970's, and at that time I was shocked to find that
there were seven or eight States that didn't even require policies to
be filed.
How many States have minimum statutory requirements for
policies?
s
Mr. VAN HooSER. For a health insurance policy, you mean?
Mr. GIBBONS. Yes.
Mr. VAN HoOSER. Very few, and as a matter of fact, I can think of
only one and that is in New York, and that was a law that was passed
in this year's session of the legislature.
Every State does have what they call the uniform accident health
provision laws, which says that if a. policy is issued, it does have
to have certain clauses and certain requirements in the policy when
issued. Every State does that. But as to setting a minimum policy,
with minimum benefits required, only one State has that.
Mr. GIBBoNs. I don't receive many complaints on health insurance
policies anymore. I did when I was a member of the State legislature.
I received a lot of complaints about regulation of health insurance in
Florida then. I don't receive them anymore. So I would assume that
regulation in Florida is a lot better-or else people just don't know
how to get hold of me.
Mr. VAN lOOSER. I suspect the members of the State legislature
still get many. I think they do in most States.
Mr. GIBBONS. That is what worries me, because when the gentleman from Equitable says he has only two lawyers to handle the
whole United States, I couldn't understand that. I could have used
two of them down in Florida just to handle the complaints I had.
I just used to get hordes of requests from constituents that I thought
a lot of times were just plain confused, but sometimes it was a matter
of overselling the policy. I couldn't understand how a company
as big as Equitable could'get by with two lawyers to handle the whole
situation. Is that pretty much the situation in tl.e insurance industry?
Mr. VAN HOOSER. I really cannot tell you how many people the
various companies have for handling work with the insurance departments.
I think he was referring primarily to handling corporate and legal
matters with the insurance departments. I don't believe that if our
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insurance department was talking to Equitable about a claim matter,
they would be talking to these two lawyers. I am sure that they would
be -talking to somebody in the claim department.
Mr. GIBi3oNs. Do you have any trouble with the State legislature
getting enough money to run your department?
Mr. VAN HOOSER. Yes, we dIo.
Mr. GIBBONS. As I recall Secretary Richardson's testimony last
week, he is certainly going to dump an awful load on you State insurance commisisoners if the bill he proposes becomes law. Am I correct in that?
Mr. VAN HOOPER. We have seen Mr. Richardson's testimony. We
have not seen the bill yet.
Mr. GUSBoNS. IVebl, just from the general thrust of it, it looks like
you are going to double the size of your staff. I wonder, if the State
legislature is rather tight, with you right now, what do you think they
are going to do when the Federal Government dumps a workload
as large as this on you ?
Mr. VAN HOOSER. I have always had difficulty predicting what the
State legislature was going to do.
Mr. GIBBONs. You and I certainly agree on that.
I thank you for your very candid testimony, sir. I would feel more
at ease if you or the insurance companies didn't state that the State
legislature was the best place to regulate the health insurance industry. But I am here to learn.
Mr. VAN HooSER. I think that our testimony was significantly different from the testimony this morning, in ihat the testimony this
morning established a proposed national health insurance system and
merely turned it loose in the States.
We are saying that if there is going to be a national health insurance
program which' is to be regulated at. the State level, that we think there
should be very clear standards spelled out in the Federal bill as to what
the States are to be expected to do, and what the minimum requirements are. We think if that is done, then it could be regulatted at the
State level.
Mr. GIBBONS. I don't want to take too much time. My colleagues have
been very generous with me. But I have a hard time figuring out why
the regulation of health insurance has to have 50 different variations
to it.
You know, cancer is about the same all over the country, and whether
a health insurance company is going to survive or not economically it
is about the same all over the country. I can see some variation in rates
from one part of the country to another, but I just can't see why we
need 50 regulatory agencies to do it.
I recognize there is some virtue in diversity, but only as long as it
jupt doesn't become an expuqP for confusion.
Mrs. GmrFITns. I am delighted to see you here. How much money
do you have for your department this year?
Mr. VAN HoosER. This year our budget in the State of Michigan is
approximately $2 million.
Mrs. GRTFPw'irTs. How many employees do you have?
Mr. VAN HOOSFR. 115.
Mrs. GRIFEtrTIIS. How many of them are full-time auditors?
Mr. VAN HOOSER. We have 22 full-time auditors in the field.
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Mrs. GRIFFITHS. I-low many insurance companies are based in Michigan, with their home office, incorporated in Michigan?
Mr. VAN HOOSER. You mean in the life or health areas?
Mrs. GRIFF1TITS. In all areas. You regulate all of them, don't you?
Mr. VAN HOOSER. Yes, we do. It is approximately 100.
Mrs. GRIFFITIIS. And how many insurance companies do business
in Michigan?
Mr. VAN HoosERm. It is just under a thousand.
Mrs. GRIFFITHS. How much insurance is written in Michigan?
Mr. VAN IlOOSER. You mean by preinium volume?
Mrs. GRIFFITIIS. Yes.
Mr. VAN Hoosr, z The premium volume is between $3 and $4 billion.
Mrs. GRiF'FITH.S. how many times in a decade would you be apt
to check any one of these companies?
Mr. VAN'loosFn. A Michigan company we examine-if it is a new
company-we examine it every year for its first 5 years of existence.
Then we examine it every 3 years unless there are indications with
the company that there are problems. Then we go in on a more prompt
basis.
Mrs. GRIMPITHS. Do you examine companies that are not Michigan
based?
Mr. VAN IOOSEmR. Yes, we do. The NATC has what is known as the
zone system of examinations. The United States is divided into six
zones, and the domestic commissioner is responsible for calling examinations of an insurance company. If that company does business in
other areas of the country, in the other six zones, then those zones in
which it does business are entitled to send an examiner on that examination.
This morning you had several large companies here. like the Equitable, which is based in New York, and when the New York commissioner calls an examination of the Equitable that does business in zone
4 which Michigan is in, in the Midwest, so either Michigan or one
of the other Midwest States would be. entitled to send that examiner
on that examination of the Equitable.
Mrs. GRFFITITS. Isn't,Equitable a rather large company?
Mr. VAN Hoosni. It is a very large company.
Mrs. GRIFFITIIS. How many people would they have examining

Equitable in New York?
Mr. VAN HoosEn. That unber could vary. It would probably be
somewhere around 10.
Mrs. GRMTr'rrs. Now, do you not examine it for profits and taxes
and so forth and so on : is that right or not?
Mr. VAN -oosER. I am not sure I understand your question.
Mrs. GRIFFITITS. You say lhere that it could be. anticipated that. States
would develop a reporting system to monitor reqults which among
other things would reveal loadings, profits and taxes, and other statistica.l information as well as the amount of subsidy involved.
Do you not. do that. now?
Mr.* VAN IIoosER. Every company at the present time, files one of
these, which is an annual statement blank, in every State in which it
does business, which indicates what. it has paid in taxes and what its
underwriting profit is and that kind of thing.
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Mrs.

GRwrFITIrs.

I was examining one of these little things that you

are required to give every pensioner, if you have a pension system,

and it was a very large,pension organization.
I said to them, "I think this is very difficult. Do these people really
understand this?"
The witness replied, "Well, Mrs. Griffiths, the law only requires that
we give them the information. It doesnAt; require that we make it
understandable."
I take it that all of you understand these reports; is that right?
Mr. VAN 1oos . Do you mean the annual statement reports?
Mrs. GRIFFITLIs. Yes.
Mr. VAN Ioos1FR. I think the people in the insurance departments
understand them. People with accounting training and background
probably do, but I don't think it is something that the average citizen
would understand.
Mrs. GRIFFITIS. How many licenses of insurance companies have
been revoked in Michigan in'the last 10 years, would you say?
Mr. VAN oossn. That would be hard to tell you off the top of my
head. There have been a number of companies that have been requested to stop transacting business in the State within the past 5
yearm, that I am more familiar with.
Mrs.

GRIFFITIIS.

I would like to ask you about Blue Cross, for in-

stance. How many complaints have you had from hospitals that Blue
Cross is late in paying their bills?
Mr. VAN OOSER. From hospitals, you mean?
Mrs. GRIFFITHS. Yes.

Mr. VAN I-loosR. I can only think of a couple of complaints that
we, have received from hospitals.
Mrs. GRIFFITHS. Well, you know where my di-,trict is, and when I
went into three hospitals one morning in a row, three of the largest in

Michigan, not one of those hospitals was being paid on time. Every
one of them was borrowing money to meet their payroll.
Now, this was in the beginning:. I will admit that.
Nevertheless, if the hospital had complained to you, would you
have forced Blue Cross to pay?
Mr. VAN HoosFi. We would certainly have discussed it. with Blue
Cross, and Blue Cross now has what they call their loan-advance program, and they have at the present time $20 million out to hospitals
in advance of the payments that they have to make to those hospitals.
Mrs. GnRFTF ITHS. Now that they have built that little $41 million
building in Detroit?
Mr. VAN HOoSER. If

you will recall, the insurance department pro-

tested Blue Cross and lue Shield's building that building. We issued
an order trying to stop them from building that building, and the attorney general issued an opinion saying that we did not have the
authority to stop them.
Mrs. GmFp'ITTis. Well, you needed it then, because the real truth
is that they were forcing every hospital to borrow money while they
used the money owed to the hospitals to put up that building.
I notice that one of the Republican Senators yesterday objected to
this, and this is one of the things that caused them to take away the
right of Blue Cross to be the carrier in Michigan.
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Now, in one instance I happen to know of a hospital in Michigan
with less than 50 beds, which Blue Cross did not pay for more than a
year. They owed that hospital $450,000 before they paid. If that hospital had complained to you, would you have revoked the right of
Blue Cross to do business in Michigan?
Mr. VAN I-OOSER. I don't know.
Mrs. GRIFFITIIS. Could you have done it?
Mr. VAN HoosER. I think theoretically we could have. I think that
there are some restraining factors there, when you have the fact that
Blue Cross does provide the health care coverage to over 5 million of
the State's 9 million population, to revoke its license is a little rough.
Mrs. GRIFFITIIS. I notice that you have some right to inquire into
the discriminatory rates. I would likc to ask you to check on one discriminatory rate, to see whether it exists in Michigan. You don't need
to answer now, but will you check on it and then will you give me the
information, and you can supply it for this record if you would like.
It is remarkable how many health policies are issued in this country,
where, if the policy is issued to a man to protect himself, his wife, and
children, it is issued at a lesser cost for a price than if it is issued to
the wife to protect herself, her husband, and children.
I think that I pay 50 cents more than any of these men on this committee do, to protect myself-where they can have two children and
protect themselves and their wives.
I want to know why that is done. If you can correct it, you can't
correct this one, but if you can correct it for Michigan, why don't you

correct it?
That is a real discrimination.
Mr. VAN HobsER. Now let me get the facts straight here. You are
saying that when the policy is issued to the man covering the wife and
children, it is at x rate, and when it is issued to the woman covering
the man and children, it is issued at x plus one?
Mrs. GRIFFITHS. Yes. I noticed this morning when these men were
answering on the price of a comprehensive policy, they pointed out
that it was $500 per person, per adult, and $178 per child.
What I wondered was: What if it were a single man or woman at
about 25 years of age. Why should they pay $500?
Obviously the parents at the $500 rate and the $178 per child, the
parents' rate must cover the children, because I would assume, and
maybe I am wrong, that you would have more children's diseases, all
sorts of things, when maybe adult people won't have that problem.
I wonder, are they discriminating in the rates that they are asking
of single people, and particularly single women?
You know women aren't going to die; they are just going to live
and pay forever, and they don't get sick. They just go right on living
and paying. So I would think that you miglt reasonably ask, if you
have the power to look into discriminatory rates, it seems to me that
that would be a discrimination.
Now, I presume you can look into racial discrimination and something like that?
Mr. VAN HOOSEI. Yes.
Mrs. GmFFITHs. There are a lot of people worrying about that. But
I would like to know about other discriminatory rates, and if you will
check it out I will appreciate it. Would you do that?
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We. will see what we can find out for you.
Mrs. GIuFIIT11S. I think everybody has already asked you, and I
would like to point out that this resolution you hive endorsing a national health plan, there is only one bill up here that fills that, and
that of course is the insurance industry's bill. Would you care to
Mr. VAN HOOSER.

comment?
Mr. VAN HOOSER. I think that is not the only plan up here that
could potentially meet the criteria in the resolution. I think that there
are several bills that could be structured to meet our criteria, including
the Nixon administration bill.
Mrs. GmIFirrns. I don't think it quite does it. In April, the Secretary, Secretary Richardson, said there is no general or comprehensive
system of regulation in the private insurance industry now in effect.
Do you agree that that is right or not?
Mr. VAN HOOsER. I disagree with that.
Mrs. GRIFFITIIS. Can you state any reasons as to why you disagree
with it
Mr. VAN HOOSER. I disagree with it because of many of the things
that we outlined in the statement and some that we did not read at
that time that are contained in the written part of the statement.
I think that there is a comprehensive body of insurance laws in the
States, which do today result in regulation of the insurance industry.
Now, that may not be comprehensive enough in Congress' view, when
a national health insurance program is put into effect. That is why we
asked in our testimony to(lay that the standards that Congress wanted
be set out in the statute.
Mrs. GRIFI"ITiis. Do you require companies now to disclose their
profits?
Mr. VAN HOOSER. Well, their underwriting results, yes, are disclosed
in the annual statements on file.
Mrs. GRIFFITIIS. The Secretary told us that lie recommends that on
health insurance and so on, he would require that the insurance companies disclose -their profits. Do you think that would be all right?
Mr. VAN HOOSER. I think that would be all right. I think to a certain extent they already do it.
Mrs. GRIFFrrIis. Do you think that if they do that, you are then
going to be compelled to go ini and audit to make a determination as to
whether or not their reports are accurate?
The thing that I think is wrong with the whole setup in suggesting
that the insurance companies run the health industry, is that you are
going to pay them to administer it and there isn't any way on earth
that you can write a bill that would keep them from having costs plus
percentage of cost. That is what they are going to have to have.
Then you are going to send in Government auditors to check on it.
That is what I object to. You are going to have to set up two bureaucracies, and in the case of the first bureaucracy, you can't figure out a
way to write in sanctions so that they are really reimbursed for moving
those prices down.
An outfit that let the liquor go by at $5.40 a pint is an example. They
don't care. We were going to pay the whole bill anyway. I think this
is a big problem.
Can you figure out how it can be done?
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Mr. VAN HoosER. I think at the present time, as I indicated, we do
audit the companies. If there were certain profit standards we could
audit them as to whether or not they were meeting them. We do at the
present time, when we are conducting our audits or examinations on
the companies, check to see if the financial matter which is contained
in their annual statements is correct.
Mrs. Gnirmrrnis. You would have to do more than that in an audit.
I think one of the big problems with the whole health situation is you
can't just find out if they actually spend the money. I think that they
spend the money. But what you need to find out is did they have to
spend the money.
I happen to know a woman well who worked in one of the social
security offices, who is auditing these bills as they came through, and
she said what you really need is not just a social security employee
at the carrier's office. What you need is somebody at the hospital because they are sending these patients home with things that are totally
unnecessary. They are just running up the bills.
They said the carrier doesnt, care, they collect the money, and when
they say we need an administrative fee,*it is awfully hard to say that
5 percent would be too high an administrative fee.
I think no matter which way we do this, you are going to come out
of it with a bill for all health care, of about $70 or $80 billion a year.
I don't know why we should pay $7 billion to set up a private outside
agency and then spend another $7 billion to build one here -tocheck
on it.
I thank you very much.
Mr. Chairman, I would like to ask permission that Mr. Rostenkowski
have permission to insert, right after my remarks this morning, conconcerning Allstate, his defense of Allstate.
Mr. CORMAN. Without objection, that will be done.
(The statement referred to follows:)
Mr. Chairman, I understand that this morning, my distinguished colleague
from Michigan, Mrs. Griffiths, in the course of a colloquy on the services rendered
by various insurance companies, said "Allstate did not pay it's claims." Allstate,
of course, is a wholly-owned subsidiary of Sears Roebuck and Company, which
is located in my City of Chicago.
In my opinion, they 'are an outstanding insurance company that should be
justly proud of the work 'they have done in improving claim techniques and
services for the benefit of the public. Last year alone Allstate paid out more than
$887 million in claims. They settled 4
million claims which breaks down to one
settlement every seven seconds. I might add 'that besides serving more than 11.9
million policy holders, they pay out close to $2,900,000 in claims in the -average
working day. (A spokesman for Allstate informs me that his company ranks third
among ,all of the companies in -the State of Michigan in the volume of sales of
automobile insurance and is justifiably proud of the fact that they rank second
among companies selling homeowners insurance. He informs me that last year
they padd out more than $39 million in claims in the State of Michigan alone. I
might add that in the large cities of America, Allstate insures more car owners
than any other company.)

Mr. CORMAN. I would like to ask one question concerning the disclosure of profits.
Does that include the requirement?
Mr. CONABLE. May I interject at that point that Allstate is in "good
hands" with Dan Rostenkowski.
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Mr. CORMAN. 1)o you include requiring disclosure of their profits on
the income on their reserves in Michigan? I)o they have to disclose
that profit?
Mr. VAN ItOOsSE. What I said is that it includes their underwriting profit.
Mr. COIRMAN. It doesn't include their profits on their income from
reserves?
Mr. VAN HoosER. The life and health blank of the National Association of Insurance Commissioners does report both underwriting profits
and investment income.
Mr. CORMAN. Thank you very much, sir, for your testimony.
Our next witness is Mr. Paul D. -ill, chairman of the board and
chairman of the legislative committee of the International Association
of Health Underwriters.
We are pleased to have you here. Would you identify the gentlemen
with you?
STATEMENT OF PAUL D. HILL, CHAIRMAN OF THE BOARD AND
CHAIRMAN OF THE LEGISLATIVE COMMITTEE, INTERNATIONAL
ASSOCIATION OF HEALTH UNDERWRITERS; ACCOMPANIED BY
ROBERT J. FINNEGAN, EXECUTIVE VICE PRESIDENT; AND
ARTHUR L. GAYMAN, CURRENT PRESIDENT
Mr. HILL. I am Paul D. Hill, from Indianapolis; I am chairman of
the board and legislative chairman of the International Association of
Health Underwriters. With me on my left is Robert J. Finnegan, of
Wisconsin, who is the executive vice president of our association. On
my right is Arthur L. Gayman from South Bend, Ind., who is the
current president of our association.
Our organization is made up of some 5,000 members and nearly 100
State and local associations all over the country. It is the members of
our associations, along with the members of the National Association
of Life Underwriters and the property-casualty insurance agents who
sell and service health insurance-who daily contact people about their
health insurance needs. We are the people who sit down with the head
of a family and help him determine how his family can have the most
in protection for the least in cost; we are the people who quite often
help him fill out claim forms; we are the people who deliver the benefit checks. In short, we are the people who deal with health care naeds
every working day of the year.
This is the sixth time, over a period of several years, that we have had
the opportunity of sharing our thinking with a congressional coinmittee, and we thank you for the privilege of appearing.
To save the listening time for the members of this committee who
are present, and in reading for those who are absent, we propose to
make our testimony short and to the point.
We support wholeheartedly the National Health Care Act of 1971
as embodied in H.R. 4349 and S. 1490, t.he Burleson-Mclntyre bills,
because we believe that it is by far the best of all the solutions that.
have been proposed to help solve the problem of financing health care
on a national basis, and making that care available to everyone, re-
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gardless of ability to pay. We believe that the Burleson-MeIntyre proposal is best for the following reasons:
1. It preserves all that is good in the present medical system.
It proposes not to tear down and start over, but to start where we are,
and build upon our present system by broadening, expanding and
strengthening it. No one with any knowledge of our present system
of medical practice, delivery and payment pretends that it is perfect ,
however, with all of its imperfections, it still is 'by far the best systx-m
that any nation in the world has been able to devise. It makes a higher
standard of medical care available to a higher percentage of our
people with less interference from various governmental bodies than
any other proposal. And at te same time, it provides enough freedom for improvisation, for the trying of new methods and new ideas,
for the constant development of new medicines and new drugs.
2. It stresses preventive medicine rather than curative medicine,
which will in the long run both reduce costs and improve the health
of the American people.
As everyone knows, it is far less costly, from the standpoint of physical and mental suffering, to treat a sickness when it is a minor one,
before it becomes serious or critical, than it is to treat the same sickness after it has reached the point of danger to the patient. We believe that the plans contained in the Burleson-McIntyre proposal for
comprehensive health planning, for improving and increasing the
amount of medical manpower available, and for promoting the development of ambulatory care will all tend to detect diseases in the early
stages, when they are most easily cured, and thus will stress preventive
rather than curative medicine.
3. The Burleson-McIntyre proposal presents an intelligent approach
to the phasing in of needed changes.
We agree wholeheartedly that there is need in our country for more
medical personnel, for more paramedical personnel, for more extensive
availability of care in the rural areas and in the ghettos. In a great
many instances there are needs for more buildings, and for more equipment. At the same time, we have in some instances in the past duplicated facilities needlessly. Each of these problems needs solving. These
are chanires that need to be made. And we believe that within the
Burleson-McLintyre proposal lies the framework for making the needed
changes in the most acceptable manner.
4. The Burleson-McIntyre proposal allows those who are able to
pay for their own medical care to do so. The total cost of medical care
in this country is,of course, unknown to the exact dollar. All of us
have seen estimates that vary from $70 to $90 billions per year. Other
estimates have been higher. Still others, lower. However, all things
being equal, the total cost for total medical care should be the same
regardless of the plan that is used, and whether or not it is paid by
individuals or by public funds from tax dollars.
The only question is: "Where shall the cost burden fall ?" Is there
any concept that makes more commonsense than to let those who are
able to pay, to do so; and to use public funds to pay only for those
who are unable to pay tbemselveq? 'We do not think so. The Health
Security Act, S.3, introduced by Senator Kennedy would cost every
working man and woman in this country about 50 cents per hour of
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every working day of the year. The administration's health proposal
would place an undue burden on the employer, who is in most instances
already overburdened with overhead in the way of fringe benefits,
including social security taxes. Those who can pay their own costs
should be encouraged to do so.
Gentlemen, we believe it is a concept that can't be overlooked. Now,
we don't know today exactly what the cost of medical care is in this
country. You have seen a lot of figures, and I have seen a lot of figures.
But we think it is somewhere between $70 and $90 billion a year total.
We have Seen here estimates higher than that, and we have seen lower
estimates. If you would agree with this concept that the total cost of
all medical care should be the same if the quality is the same and the
amount is the same, then the total cost should be the same regardless.
So the only question that comes up is where does the burden of cost
fall?
Now, we think it makes an awful of just good old commonsense
to let the people who can afford to pay for this do so, pay for their
own medical bills.
To use taxpayers' money, whether it is Federal money, State money,
or whatever it happens to be, to pay for the people who have low or no
incomes. The question then arises how much are we going to pay.
Now as to this figure of 50 cents per hour, this morning Mrs. Griffiths questioned this figure, and if I may, Mr. Chairman, I would like
to take just 20 seconds and interpolate into the testimony here how
this figure was arrived at. It was arrived at in this manner:
According to the latest statistics there are about 77 million working
people in this country. Also according to various estimates, this bill
would cost from $75 to $80 billion per year. Now this is about $1,000
per family, and if we figure that the average breadwinner works 40
hours a week, 50 weeks a year and takes 2 weeks' vacation, lie is working 2,000 hours a year. At a cost of 2,000 hours or $1,000, lie is paying 50 cents per hour of every working hour of every day.
This is the way that this figure has been arrived at. This is why we
say this is a cost that is far too high if we allow people, myselT in-cluded, and these gentleman with me and lots of people with me who
can afford to, pay their own medical costs-this is going to lower the
need for public funds.
5. The Burleson-Mclntyre proposal helps those who are able to pay
only part or none of the cost of medical care for themselves and their
families. The principle that medical care should be available to all
regardless of ability to pay has been well established. Yet there is a
definite limit to the number of tax dollars available to provide medical
care. Tax dollars in the medical care field should be reserved for those
with low or no incomes, who would otherwise suffer. This the Burleson-Mclntyre proposal does in the most efficient manner.
6. It makes comparable standards available for all. As previously
stated, ability to pay should not be a criterion for health care availability. By extending health insurance to all on a comparable basis,
regardless of ability to pay, Burleson-Mclntyre solves this problem.
We believe this bill does make a comparable standard of benefits
available to everyone, and for that reason we think it is extremely
laudatory.
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7. Burleson-Mclntyre does not put an undue tax b'irden on the employer. Today small businesses are failing in ever-increasing numbers.
Experts in this area, including the U.S. Chamber of Commerce, tell us
that one of the prime reasons is the constant ballooning of fixed costs,
one of the greatest of which is fringe benefits. Social security taxes,
workmen's compensation, unemployment compensation, and so forth,
in addition to raw materials, salaries, rent, electricity and dozens of
other costs all must be paid before the small employer can have a dollar to call his own.
My accountant told me the other day that we have another tax that
we are going to have to pay, and this is the type of thing thatI am
talking about.
The question arises here: Should these costs be raised still further
by a superimposed, mandatory medical plan whether the small employer can afford it or not? Is tie country better off if businesses fail
and jobs are lost? The answer is obvious It is true that the administration's health proposal provides the small employer some relief in
the form of a subsidy in excess of 4 percent of payroll, and a tax deduction on unsubsidized contributions. However, there is question in
the minds of many as to whether even this relief would be enough for
the small employer who is already operating barely above the breakeven point.
8. Burleson-MlcIntyre gives the States some semblance of control,
accenting the importance. of control at the level closest to the people.
Public plans involved in these bills would involve all insurers in each
State, with the premiums determined for each State by the actual cost
of medical services in that area. One or more of the insurers would be
charged in each State with the prime responsibility of administering
the plan. This local control would assure great efficiency than could
otherwise be possible.
9. Burleson-Melntyre provides a definite plan for improving the
supply of health manpower. As previously stated, today many areas
have shortages of health care personnel. This problem would be solved
by financial incentives for medical personnel to practice in presently
understaffed areas. In the future, our country, with its burgeoning
population. will need far more medical personnel than are presently
available. Grants, loans and scholarship moneys under BurlesonMcInt-yre will likewise encourage more people to enter this field.
Within the last few months, more and more life insurance companies that require medical examinations for new policyholders, for
life insurance, are getting away from medical examinations by qualified physicians, and are going to what we call paramedical -ersonnel
for examinations by nurses and other people who are skilled and
trained in some phases of the medical area.
And we believe that in doing this, that we are somewhat lessening
the strain on medical personnel. There is a need for more of these people and a need for more physicians and more nurses, and we believe
that the Burleson-McIntyre bill through grants and loans and scholarship moneys and so forth will encourage more people to enter the
health insurance field.
Our last point is this: We believe that Burleson-Meintyre appeals
to the natural self-reliance of our people.
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Because our people are a self-reliant people, we have managed to
create more in a material way than any other people on earth. The
hope for r'eward has resulted in effort expended that needs no detailing here. W1e are at the same time a sympathetic people, and have always as a nation believed in helping those who cannot help themselves.
Thus what could be more sensible than a medical care plan which allowl's those who can, to be self-reliant, and at the same time uses public
funds to help those who are less fortunate economically. That alone
would be enough to recommend its passage.
However, the concept embodied in this plan goes still further. It
makes full use of the services of an industry that has grown to be the
world's largest-the American life and health insurance industry.
We believe this industry has not grown to its present state by inefficiency, but by administering to the needs of the American people.
We believe that the industry grew because it was efficient, because it
provided products that solved the needs of people.
Now, no one pretends that these products are perfect, and we are
not here today to tell you that they are, because they aren't, but we
believe that they are good.
We further believe that they are geared to what people want
and can afford and will buy when they are available, freely
and without coercion. We believe that any bill that is passed should
take full advantage of the experience and know-how of our insurance
companies across the country and of all their agents. These agents,
we believe, are self-reliant businessmen. They number some 250,000
men who pay taxes not only to support medical care, but to support
all the other things for which Government requires money. Because
of their experience-because of their know-how, because of their selfreliance, these agents are people who should be kept in the mainstream
of health care planning and payment.
At the risk of sounding presumptuous, we believe that agents around
the country in constant contact with the people on an individual basis
and exploring their problems of personal finances in depth, perhaps
know and reflect the thinking of the American people better than any
other group.
No other group's livelihood depends on this knowledge, nor does
any other group have the time, the opportunity, or the ability to develop the real thinking of the American people as to how their health
care should be financed.
This again, the Burleson-MeIntyre proposal does.
These are the reasons that our membership supports the Burleson-

McIntyre proposal.
We thank the committee for this opportunity to present our position. If there is any other way we can be of help to you in arriving
at your decision, we shall be glad to provide that help.
I would like to add three brief things to our written testimony.
In the first place, we support State regulation of insurance. It has
been my privilege in the State of Indiana to serve on a number of
insurance committees, appointed by the insurance commissioner of a
number of different administrations. In this area, we think that we are
able to take full advantage not only of the tax-supported institution
of the State Insurance Department, but also of independent agents,

482
of agents who are out working and dealing with people, of insurance
companies, and of all of the various facets of the insurance industry.
Again, Mr. Chairman, we have here a group of petitions which have
been signed by people around the country, and with your permission,
we intend to submit these to Congressmen from the various areas from

which the petitioners come.
Mr. GIBBONS. Without objection, they will be entered in the record.
(The information requested was not received by the committee at

the time of printing.)
Mr. HI.L. Again I am sorry that Mrs. Griffiths is not in the room,
but she referred to an article that appeared in the National Under-

writer, in which a speech of Robert W. Osler of my city of Indianapolis was quoted, and I thought that perhaps the gentlemen on committee and Mrs. Griffiths would appreciate it if the entire article,
rather than just the two paragraphs that she quoted, were submitted

in the record.
Mr. GIBBONS. Without objection, it will be entered in the record.
We would like the record to show that Mrs. Griffiths is over on the

House floor voting now, but we will enter that in the record, without
objection.
(The article referred to follows:)
[From the National Underwriter, Oct. 16, 1971]
WARNS

INSURERS To IMPROVE PR EFFORTS ON HEALTHXCARE BILL

Unless the health insurance business does a better job of selling the BurlesonMcIntyre Healthcare bill than it has done to date, "we're lost," R. W. Osler,
Indianapolis consultant, said at the Minnesota Assn. of Health Underwriters'
annual sales congress in Minneapolis.
"We're not getting to the public or to agents," he charged. "I constantly see
news media mention and analyses of proposed 'national' health care schemes
that do not even mention the Burleson-McIntyre bill, and I am utterly appalled
at how many agents I start to talk to about the bill don't even know it exists,
let alone why it is the only solution among all the proposals that will get at the
root cause of our so-called 'crisis' (if a real crisis even exists) while preserving
the private enterprise life insurance business.
'GRASS-ROOTS

SUPPORT'

"Putting through the bill is within the power of agents because they can get
to the public on a face-to-face basis and explain what the problem really is and
how the Burleson-McIntyre bill solves it. If each agent talked to five people a

day, in a short time, Congress could be so flooded with grass-roots support of the
bill that it could not resist the pressure to pass it.
"However, not only are agents not talking to people, they also aren't even
writing their own Representatives and Senators supporting the bill."
The problem is not that agents are apathetic on the subject but that they just
haven't had the bill explained to them in any way that enables them to do a
selling job on it,said Mr. Osler.
"HIA is pouring out literature and speakers, but both do a most amorphous
job explaining the bill. Most of the speakers and much of the literature spends
itself on explanations of the technicalities. It's like trying to sell a policy by
reading the provisions clause by clause.
"In the case of the opposition (and the Kennedy bill in particular), the
presentation is based on emotional appeal; whereas our presentation of the
Burleson-McIntyre bill is based on technicalities. Technicalities just don't sell
because they don't catch the imagination or stir the emotions.
SPEAKERS NEEDED

"We're sending out actuarial types to explain the bill, and very few actuaries
can sell. We don't need technicians on the platform for the bill, we need orators.
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We need speakers who can hold an audience spellbound, bring them to their feet
in a standing ovation.
The business has speakers like that, Mr. Osler insisted. "Why doesn't IIIA go
to the companies of in who canr do that kind of a jot) and say, 'Len(d us their
services for a year. We want to send them anyplace in the U.S. where we can
get 25 or more people together to listen.' Then we'll go to agents organizations
and say, 'You get a crowd together, and we'll supply a speaker at no cost whatsoever to you.' There are hundreds of service clubs and similar organizations all
over the country that are hungry for free speakers. Fifty speakers could be kept
busy every day of the year telling these groups about the Burleson-McIntyre bill
and why it is the only feasible solution.
"We don't need technicalities. We need slogans, catch phrases, even hyperbole.
We need such statements as, 'If anything like the Kennedy bill passes, you'll
never have to pay another doctor bill; you'll just have to pay $1,000 a year more
in taxes.' Such questions as, 'Do you want to pay 50 cents an hour, every hour
you work, for a Kennedy solution?'
"We need catch phrases and slogans with emotional appeal; and we need
people on the platform who can holler and yell like an old-time revivalist, We
need a little name-calling and a little finger pointing. We need to get people
worked up so they are writing, wiring, phoning, and beating on the doors of
legislators. We need righteous indignation-not actuarial explanations.
"Until we can stir up emotions the way Kennedy does, we aren't even In the
running; and unless we get on to the task Immediately, we're going to lose the
race and with it, the business and the job of every agent in the business.

Mr. HILL. Thank you for your permission to let us come to this
committee. If there is any other way we can help, we would be glad
to do so.
Mr. GIBBONS. I would like to tell you about an incident that happened to me. I am sure it is not representative of your profession,
and I want you to understand that I am not making any accusations,
but I once had a employee, a black woman, who fell off the front
porch of the slum dwelling where she was living and broke her
shoulder and had to go to the hospital. This woman had been paying
on health insurance all of her life.
When I found her in this condition and started to look into the
situation, she gave me her health insurance policies and, lo and
behold, she had seven of them.
I want you to know that I couldn't collect a nickel on a single one
of them. She had seven of them. They were all paid up, 50 cents a
week or something like that. I had to pay her hospital bill, even
though there wasn't any doubt about the fact that her shoulder had
been broken; it showed up in the X-ray. So you see, my distaste for
State regulation of insurance companies comes from incidents like

this.
I can repeat many, many more of them which happened in my own
State of Florida.
Mr. HILL. May I ask why?
Mr. GIBBONS. I wish I still had all of those policies; I never could
really figure out why, but I got another lawyer to go out to collect
them, and he told me that they were uncollectible. There was just too
much fine print there, and the woman hadn't known what she was
buying, and when you got rid of this much and that much, there just
wasn't any of it that was collectible.

I didn't know I was going to be sitting here 11 years later looking at the health insurance industry this closely. I just passed it off as
one more unfortunate thing that happened t; black people down in

my part of the country, and I didn't make any kick about it.
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But I think I will go back and see if I can find that file and see
why those claims were turned down. The woman is still alive and
maybe she still has the policies.
After that, I told her not to pay any more on her health insurance
policies, and I would pay her medical bills from then on. This arrangement worked out fairly well since then.
Mr. Him,. May I comment on that. We have at the present time, of
course, every member of every agents association in the country, regardless of what it happens to be, subscribes to a code of ethics. This
code of ethics, while it is not always followed, unfortunately, we
think has done a great deal to improve the business.
Secondly, there is, as the insurance commissioner pointed out., in
every Stunte an insurance department, and one of the integral functions of the insurance department, among others, is of course not
only to enforce what we call standard provisions in all health insurance policies, but -also to handle a complaint department.
We have in the State of Indiana, which is the one of course with
which I am most familiar, having worked with them and so forth,
what we think is an excellent complaint department. A great deal of
the correspondence back 'and forth happens to go over my desk because
I 'am currently president of the State Life Underwriters in Indiana,
and I see a great deal of it because Michael Saldino is kind enough to
send it to me.
I would like for the record to show that I think if Indiana is an
example of this, that insurance departments around the country are
doing a fabulous job. I think probably if this thing that you are
talking about had happened todav, I am sure it would not happen
in Indiana, and probably not in Florida.
Mr. GIBBoNS. I don't think it would happen in Florida anymore
either, but it happened then. As I said, I am not making a blanket
accusation, and I hone tliat kind of insurance has come to an endinsurance companies that went out and collected 50 cents a week for
no real health protection at all. It was pretty disgraceful. I hope it
is all over.
I thank you for coming.
Mr. GIBBONS. We have representatives here from the dentists and
dental organizations. Dr. LeRoy Larson?
Dr. LARSON. Yes.
Mr. GIBBONS. Would you identify yourself for the record and the
gentleman accompanying you.
STATEMENT OF DR. LeROY N. LARSON, CHAIRMAN, COUNCIL ON
LEGISLATION OF THE AMERICAN DENTAL ASSOCIATION IN
JOINT PRESENTATION WITH DR. HAROLD J. ZUBROW, SECRETARY-TREASURER, AMERICAN SOCIETY OF ORAL SURGEONS
Dr. LARSON. Thank you, Mr. Chairman and members of the committee.
My name is Dr. LeRoy N. Larson of Fort Dodge, Iowa. In addition
to maintaining a private dental practice in that city, I am currently
serving as chairman of the American Dental Asociation's Council on
Legislation. Although our organizations were allotted separate times,
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weare appearing jointly with the American Society of Oral Surgeonis,
whose representative is Dr. Harold J. Zubrow of Pittsburgh. Our
organizations appreciate the opportunity to present our views on
national health insurance to the committee.
I have a brief statement that I will read in part on behalf of the
American Dental Association. Dr. Zubrow also has a short statement
to read on behalf of the American Society of Oral Surgeons. Attached
to my statement are three appendices anid we would be grateful if
they too could appear in the printed record.
Mr. GIBoNs. Without objection they will be received.
(Material submitted by Dr. Larson follows:)
APPENDIX A
AMERICAN DENTAL ASSOCIATION GUIDELINES FOR DENTISTRY'S POSITION
IN A NATIONAL HEALTH PROGRAM
FUNDAMENTAL

PRINCIPLE

In the consideration of a national health program, the dental profession should
take an active position In the design and support of a program that includes a
dental program that serves the needs of all people of this nation. The dental profession continues to be in opposition to any national health program that uses
public funds to provide health care for persons who are financially able 'to pay
for health services themselves. This principle governs all provisions and recommendations of the American Dental Association with respect to national health
programs.
PRIORITIES

1. Comprehensive dental services for children should have the highest dental
priority In any national health program, and any phasing that may be necessary should follow a schedule of progressive age groups, beginning with the
youngest age feasible:
(a) Two, three, and four-year-old children should be included In the first
year of the program.
(b) Each new class of two-year-old children should be included each program year thereafter, if experience shows this arrangement to be practical.
(c) All children who have had an initial year In the program should be
kept on a reasonable maintenance basis In subsequent year.
(d) In the second through the fourth year, an additional age class of eligible children should be added from the top age groups to expedite the coverage of the child population.
(e) No further additions of new children should be made from the top
until the ninth year, at which time the 16-year-old youths will be added to
the program.
(f) All children ages 2-17 should be included in the program by the tenth
year.
2. There should be provision for emergency dental care for all.
3. The dental program should begin at the same time any national health program is initiated.
4. Dental health services should be defined according to the following outline:
A. Emergency Dental Care Services (Emergency services would be available to all from first day of program.)
Control of bleeding.
Control of life-hazardous oral conditions, e.g., oral cancer, cellulitis and
congenital disfiguring oral deformities.
Relief of severe pain (immediate palliative treatment only).
Treatment of injuries to the teeth and supporting tissue (fractures, dislodged incompletely developed permanent teeth, etc.).
Elimination of major acute infection.
B. Prevention
Preventive procedures, Including dental health education.
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C. Comprehensive Dcntal Health Scrviccs
Periodic examination and diagnosis, including radiographs when Indicated
and detection of oral manifestations of systematic diseases
Elimination of infection and life-hazardous oral conditions, e.g., oral
cancer, cellulitis, fractures of the face and jaws, major handicapping inalocclusion and congenital disfiguring oral deformities
Treatment of Injuries
Elimination of diseases of bone and soft tissue of the oral cavity and
adjacent areas
Treatment of anomalies
Restoration of decayed or fractured teeth
Maintenance or recovery of space between teeth when this service will
affect occlusion
Replacement of missing permanent teeth
Treatment of malocclusion with priority for interceptive treatment and
disfiguring and handicapping malocclusion.
5. On the tenth anniversary of the dental program, those people then covered
by the program should be offered continued coverage, and in addition, aMl persons age 65 years and over should be offered comprehensive coverage. Before the
addition of other groups, the program should be reviewed totally and modified
according to experience and resources available.
PREVENTIVE PROCEDURES AND DENTAL HEALTH EDUCATION

1. The American Dental Association should take immediate action to design a
comprehensive educational program to be used in conjunction with federally
funded health programs for th, purpose of motivating people to practice good
personal oral hygiene habits and to utilize all dental care benefits available to
the fullest extent.
2. The dental profession should press the federal government to institute a national fluoridation program that would provide grants for the purchase and Installation of fluoridation equipment for community and rural school water supplies,
plus financial assistance to help meet the costs of installing or modernizing and
operating the programs for a specified time.
3. State dental societies should press state legislatures to enact statewide
fluoridation laws requiring the fluoridation of all comunity water supplies.
4. Prevention of dental disease through community measures and preventive
practices in dentists' offices should be given prime emphasis and first dollar
priority.
5. Dental schools and practitioners should give greater emphasis to the teaching and application of preventive procedures in clinical practice.
6. The American Dental Association should conduct studies on the long-term
implications of preventive and therapeutic measures on the delivery of dental
services and on dental manpower.
EDUCATION

AND TRAINING

(In all programs that provide federal funding for dental education this long
standing policy of the Association shall apply: "The government shall not exercise any control over, or prescribe any requirements with respect to. the curriculum, teaching personnel, or administration of any school or the admission of
applicants thereto.")
1. The present program of federal expenditures in partial support of the construction of new dental schools and the expansion of existing schools should be
continued and increased.
2. There should be a much larger program of federal financial participation in
the construction of new dental auxiliary schools.
3. The federal construction programs should provide earmarked funds for dental
educational facilities and they should be funded fully for as long as the shortage of
personnel exists.
4. There should be operating assistance grants to existing and new dental
auxiliary schools from the federal government to ensure that all schools are
producing qualified dental personnel at full capacity.
5. Dental schools, In conjunction with Qtate ,nd local (lental socir-ties, should
explore and establish at an early date community dental health projects, preferably located outside the dental school proper, to maintain close ties with the
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community of which the school Is a part, to give students valuable learning expieriences in community health, and to fulfill partially the school's responsibility to
the community. Full use should be made of existing facilities, including community health centers, community colleages and area health education centers.
6. There should be federal funds to encourage the development of training prograins to prepare 'teachers for dental and auximtiary school .
7. Dental and dental auxiliary curriculums should be made flexible so that
the more talented and motivated students can move through educational programs
at the fastest possible rate, thus becoming productive health service workers in a
shorter time.
8. Community colleges and post high school technical schools should be encouraged to develop training programs for dental auxiliaries, provided such
programs meet accepted educational standards and are accredited by the American
Dental Association.
9. There should be a program of federal support for the accelerated development of training programs for expanded function auxiliaries, including construction, operational and faculty training support.
10. the criteria for accreditamon ot auxili.,ry training schools should be revised
to permit broader experimentation with curriculums, program content and
length of training. Students should have the opportunity to advance from one
tyl.e of auxiliary program to another.
11. There should be a greater emphasis in dental schools on teaching students
the use of auxiliaries, especially expanded function auxiliaries. Federal support
for re,-earch, experimneiitation and developmentt ot thesv tcivilies should be increased and financial incentives should be provided to those schools that expand
"TEAM" programs rapidly and that experiment with new teaching methods In
such programs. ("TEAM" is an acronym for Training in Expanded Auxiliary
Management).
12. There should be formal programs of training in the performance of expanded functions for those auxiliaries currently in the work force consistent
with the dental practice acts.
13. The federal program of loan and fellowships for dental students should
be expanded and funded at a level determined by a survey of need.
14. Funds should be earmarked for fellowships in dental and dental auxiliary
education.
15. The student assistance program of the federal government should provide
special arrangements for assisting students from minority and other disadvantaged groups to enter careers in dental fields. In so doing, the government
should not exercise any control over, or prescribe any requirements with respect
to the curriculum, teaching personnel, or administration of any school or the
admission of applicants thereto. The program should be designed to encourage
young people to enter the dental and auxiliary professions. Every student who
meets basic entrance qualifications of educational programs in dental fields
should have the right ot equal consideration to such education.
16. A. national program of recruitment should be developed to attract capable
young men and women into the dental and dental auxiliary fields.
17. Entry into training programs for dental auxiliaries should be simplified
and coordinated to provide promotional career opportunities.
18. As an additional measure to maintain the quality of dental practice, the
American Dental Association reaffirms its policy that "constituent dental societies in consultation with state boards of dentistry, are urged to develop mechanismns to foster the continued education of dentists licensed in their
jurisdiction."
DELIVERY

OF SERVICES

1. All dental societies should establish emergency dental services that ensure
ready accessibility of professional services at all times.
2. Federal legislation should provide reasonable financial arrangements including loan forgiveness features with dental students to pay the total cost of
their.dental education in return for practicing in underserved areas in the milltary. or heln Ith agencies, for a specific period of time.
3. Dentists should be encouraged to practice in underserved areas through
federal financial incentives incuding guaranteed loans and tax benefits.
4. A national health service corps or other federal or federal-state health personnel system should be established to provide dental services in areas where
the dental work force is insufficient to meet demands generated by a national

488
dental health program. Such arrangements should be temporary until a more
satisfactory system for such areas can be established, and should be contingent
ol the approval of local and state societies.
5. Community health centers having dental components, such as neighborhood
health centers, should be encouraged only if the availability of dental care from the
private sector is determined to be inadequate in consultation with state and local
dental societies.
6. Extended health care facilities and hospitals should consider providing
dental services as an integral part of comprehensive care. Out-patient dental
treatment also should be provided only if the availability of dental care from
the private sector is determined to be inadequate in consultation with state
and local dental societies.
7. A national health program should provide for research, experimentation,
and development of programs to deliver dental care more effectively and efficiently to population groups with special handicapping or confinement problems.
8. The dental profession, in conjunction with the military dental and medical
services, should design and implement programs for the recruitment, training
and utilization of returning medical and dental corpsmen for employment in the
dental profession.
9. There should, be a moratorium on licensure, registration or certification of
additional kinds of dental auxiliaries until more definitive information is available
about the relative role of the dentist and his expanded function auxiliaries.
10. The American Dental Association should establish a national clearinghouse
of information for dentists seeking locations and for communities seeking
dentists.
11. A national dental health program should provide incentives to solo practitioners to increase their productivity through the use of multiple dental auxiliaries. Such incentices should include guaranteed loans for capital improvements
and equipment and office overhead protection insurance.
12. A national dental health program should encourage the development of
group practices not considered closed panels through guaranteed loans for capital investment and grants to dental schools to teach students the principles of
organizing, developing and administering group practices not considered closed
panels meeting criteria established by the American Dental Association.
13. The American Dental Association should conduct studies to evaluate various practice patterns of dentists and various methods of payment for services
provided.
14. A dental component of a national health program should allow prepaid
group practice but program beneficiaries should be given a choice between the
prepaid group practice and care by other practitioners, with options for periodic
change, and assurance of high quality of care delivered.
15. A national health program that establishes health maintenance organizations for the delivery of comprehensive health services should require that dental
care be included as an essential service.
16. Dental societies or service corporations, or both, should be eligible along
with other groups to qualify as dental components in health maintenance organizations.
17. Studies -should be conducted to determine the need, utilization and distribution requirements of dental specialties In a national dental care program.
18. The clinical dental specialty organizations should establish an interspecialty committee to study the roe and functions of specialists in a national
dental health program and to present an appropriate report to the various
specialties and the American Dental Association.
19. The American Dental Association should conduct studies to determine why
dentists choose practice locations: what the attrition rates are for auxiliary
personnel; why auxiliary personnel leave the field for other occupations and
what the professional and international Implications of more liberal admission
to practice by graduates of foreign dental schools would be.
PAYMENT MECHANISMS

1. Various methods of reimbursement of dentists should be allowed in the
dental component of a national health program so that the most efficient arrangements can eventually be determined by experience and by consumer
choice. The mandating of capitation as the only system in a national health
program should be opposed. Private methods of reimbursement through the use.

489
of dental service corporations, insurance companies and other private means
should be encouraged.
2. The usual, customary and reasonable fee concept should be given priority
in the dental component of a national dental program. The fixed fee concept,
set on a state or regional bIsis, and the tUe of allowances concept should be
recognized as appropriate for use. When used, all three concepts should realistically relate to the cost of delivery of dental services.
3. Determination of fee arrangements, including the verification of fees,
should be made at the local level in consultation with the state dental society.
4. Patient participation in the costs of care in a dental component of a national health program preferably should be through co-payiment rather than
through deductibles.
5. Deductibles or coinsurance should not be applied to basic services, such as
periodic examinations, diagnoses, prophylaxes, fluoride topical applications,
plaque control programs and emergency treatment.
6. Programs should be encouraged that )rovide incentives to continuing maintenance by reducing the patient's coinsurance at stated time intervals, provided
he avails himself of the necessary dental services on a regular basis.
7. The American Dental Association should conduct studies on how fees are
determined, overhead costs, and on all forms of payment methods now known
for the purpose of evaluating such methods in the light of a national dental
health program.
FUNDING

1. A national health program should mandate the inclusion of specified dental
benefits, for which payment is assured in the budget.
2. Dental benefits for the poor should be financed through federal general
revenue.
3. Dental benefits for the employed could be funded through payroll deductions with employer and eml)loyee contributions, possibly with additional ema.
ployee participation in cost through col)ayment or deductibles, or both, used to
purchase dental benefits through a variety of prepaynment plans. A similar plan
could be developed for self-employed )ersons.
4. Whatever funding mechanism is used, dental benefits should be included
in the costs of essential health services.
DENTAL AND DENTAL HYGIENE LICENSURE

1. Regional examinations for dentists and dental hygienists should be encouraged and tested in all areas of the United States and its territories.
2. It is the right and responsibility of each individual state to protect the
health and welfare of its citizens. It is therefore a matter for the states to determine the qualifications of those who practice in the dental health professions.
The American Dental Association recognizes the rights of the individual states
to determine the professional qualifications of those who practice in the dental
health professions.
PROGRAM

DESIGN AND ADMINISTRATION

1. Appropriate agencies of the American Dental Association should study and
formulate guidelines for the representation of consumers at all levels of a national dental health program.
2. The national dental health program should provide for current information
on dental fees and make such information available to interested agencies.
3. Appropriate councils, bureaus and advisory committees of the American
Dental Association should develop new techniques for consumer input.
4. The American Dental Association should take definitive steps to remove
every trace of racial discrimination from the profession.
5. The national dental health program should provide funds for research,
demonstration and training in the organization and administration of public
and private dental care programs.
6. The American Dental Association should establish a national liaison committee of representatives of dental education, the dental trade and laboratory
industries and the profession to study major issues of common interest and to
advise the Association on programs and policies indicated.
7. The design and administration of a dental component of a national health
program should take into consideration the differences between the delivery of
dental care and other health services.
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8. The dental component of a national health program should make specific
provision for conducting research on administrative, economic and costs analysis
aspects of dental services in prepayment i)rograms.
9. A mechanism for prepayment preferably a dental service corporation, should
be established by the state dental society in every state.
10. Dental prepayment programs should be encouraged for dental benefits and
categories of beneficiaries not covered under the dental component of a national
health program.
11. The preferred carriers for the dental component of the national health
program should be nongovernmental agencies.
REVIEW

PROCEDURES

1. Licensed dentists should be involved at all levels of review of the dental
aspects in a dental component of a national health program, and review of the
quality of professional services should be under the control of licensed dentists.
2. Dental societies should establish effective committees that have consumer
representation to ensure accountability to the public. The committees should be
well publicized and should provide for discourse between consumers and dentists.
3. Review in a dental component of a national health program should include
review of program design and administration, quality of services rendered, fee
questions and utilization of services.
4. Continuing review of the design and administration of the dental component of a national health program should include such matters as effectiveness
in meeting the dental needs of the population, patient utilization, economy in
administration, effect of benefit Iatterns on dental health and dental practice,
provision of uniform forms and procedures, efficiency of administrative requirements, accessibility of dental care, utilization of fluoridation and effectiveness of
review procedures.
5. Review of quality of dental care in a national program should include review of the quality of services performed, review of the reasonableness of procedures and whether the services were performed in accordance with professional standards.
6. Review of treatment should be performed according to professionally established guidelines through review techniques such as screening of claims, statistical audits, random sampling of records, review of radiographs, random examination of patients and evaluation of complaints.
7. Dental society review committees should be us-ed in the dental component
of a national health program for review of professional matters, such as review
of services rendered and fee questions.
8. Channels of referral to dental review committees under a national program should be open to the program administrators, dentists, insuring agencies
and patients.
9. Appeal procedures for all Iarticipants should be provided in the review
structure of a national program.
10. A dental review structure, in order to be creditable, must include appropriate sanction against abuse.
11. Effective review procedures should be developed to resolve fee questions,
to determine if fees are In accordance with provisions of tihe program, and to
assess whether fees are in fact usual, customary and reasonable when this
payment methol is ut."].
12. Effective procedures should be instituted to protect the review committee
members.
APPENDIX
DIMENSIONS

oF

B

DENTAL HEALTH

PROBLEM

Dental disease is all but universal;
Fewer than half the people in this country have dental exams or treatment
In a given year: far fewer than that receive dental care on a regular basis;
By age two, approximately 50 per cent of America's children have experienced
tooth decay. On entering school, the average child has three decayed teeth and
by age 15, the average child has 11 teeth decayed, mi-.sing or filled:
Approximately 50 per cent of the children in America have gingivitis, which
can lead to progressive peridontal disease, a major cause of tooth loss in adults;
Nearly 50 per cent of all children under age 15 have never been to a dentist.
This percentage is substantially higher for children in rural areas;

Almost 70 per cent of the children in poor families have never been to a dentist;
Over 50 per cent of all Americans over age 65 have lost all of their natural
teeth;
Of the total adult population of approximately 110 million, more than 20 million have lost all'their natural teeth; of the 90 million with teeth, 25 per cent
have destructive perldontal disease and over 50 per cent have some stage of
gingivitis;
Cleft palate, with or without cleft lip, occurs about once in every 700 births or
about 0,500 such births annually;
Oral cancer is discovered in 14,000 new patients each year and accounts for
over 7,000 deaths yearly. Of those who have had treatment, approximately 22
per cent are in need of maxillo facial prosthesis;
For every 100 Selective Service recruits, the Armed Forces neels to perform
or supply 500 fillings, 80 extractions, 25 bridges and 20 dentures.
EXPENDITURES

FOR DENTAL CARE

CONSUMER EXPENDITURES FORDENTAL CARE
Total consumer Percentage of

expenditure for
dentistry

health
dollar

1970 ----------------------------------------------------------$4,383,000,000
1969 ----------------------------------------------------------3,778,000,000
1968
------------------------------------------ 3,510,000,000
1965 -------------------------------------------------------2,836,000,000
1960
----------------------------------------------------------2,007,000,000
1950
---------------------------------------------------------962,000,000
1940 ------------.------------------------------------------419,000,000

9.3
9.3
9.2

Year

10.1

10.5
10.9
10.9

Per capita
expenditure
$20.50
18.98
17.81
14.78

11.27
6.40
3.18

PUBLIC SECTOR EXPENDITURES FOR DENTISTRY

Fiscal year
1970
------------------------------------------------------------------1969
------------------------------------------------------------------1968
---------------------------------------------------------------1967 -------------------------------------------------------------------

Expenditure

Percentage of total
public sector
health care
expenditures

$241,000,000
234,000,000
203 000,000
81:000,000

1.3
1.3
1.2
.75

GENERAL AND HEALTH CARE INCREASES (BASE: 1957-59=100)
1960

.1une 1971

Cost of living, all items - . .
. . .
..-----------------------------------103.1
Cost of living, commodities ---------------------------------101.7
Cost of living, services -------------------------------------------106.6
Physicians' fees -----------------------------------------------104.7
Dentists' fees ---------------------------------------------------106.0
Hospital daily services -------------------------------------------112.7

141.3
131.1
163.7
178.7
161.2
321.2

Percent
change
37.1
28.9
53.6
70.7
52.1
185.0

DENTAL MANPOWER

1. Number of practicing dentists (1970) :98,500
2 Number of dentists In private practice (1970) : 93,000
3. National civilian population-private practice dentist ratio:
Year

Civilian population

1950 -----------------------------------------------------------1960
----------------------------------------------------------------1965...
-------------------------------------------------1970
.... -------------------------------------------------....

150, 790,000
178,136,000
191,539,000
201,640,000

Ratio
1:2,010
1:2,120
1:2,164
1:2,168
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4. Number of dental hygienists and assistants (1970) : 18,000 hygienists, fulltime or full-time equivalent; 103,000 assistants, full-time or full-time equivalent.
Present Ratio: 17 hygienists and 101 assistants for every 100 dentists.
Desired Ratio: 40 hygienists and 200 assistants for every 100 dentists.
5. Number of dental schools (1971) : 53 (49 fully operational) (In lthe past five
years, two dental schools have been forced to close their doors because of financial

difficulties.)

6. Total U.S. dental school enrollment (by year) : 1965, 14,010; 1966, 14,421;
1967, 14,955; 1968, 15,408; 1969, 16,008; 1970, 16,533.
7. Total U.S. dental school graduates:
Year :
Graduates
1965 ---------------------..
. .. . ..
. ..
..------------------------3,181

1966------------------------------------------------------------------------- 3,198
1967 ----------------------------------------------------------------------3,360
1968 ---------------------------------------------------------------------------------3,457
1969---------------------------------------------------------------------------3,433
1970 --------------------------------------------------------------------------3,749
1971 ------------------------------------------------------------------------- 3,760
1972 --------------------------------------------------------------------------13,850
1973---------------------------------------------------------------------------'13,900
1974 - - - - - - - - - - - - - - - - - - - - - - - - - - - -e - - - - - - - -I- - - -*I-- - -

13,950

1975----------------------------------------------------------------------------------

14,070

1 Projected figures.
-

EXISTING DENTAL. INSURANCE

PROGRAMS

ENROLLMENT

More than 1,000 prepaid dental care plans cover nearly 12 million people
throughout the country.
SUPPLIERS OF PREPAID DENTAL CARE PROGRAMS

(1) Private Insurance companies-More than 40 private insurance companies
provide policies offering dental benefits to some six million people. Most of these
policies cover groups of workers in business and labor unions.
(2) The Delta Dental Plans Association-An organization of private, nonprofit, state-based dental service corporations, DDPA presently covers about 3.5
million people In 32 states.
(3) Blue Cross, Blue Shield, group-practice corporations and private clinicsApproximately 2.7 million Individuals are now covered by dental prepayment
programs supplied by local plans.
ELIGISILITY

'Most prepaid dental care plans are available on a group basis only, with a
common enrollment requirement that a subscriber must be a member of an
employee group of an organization, such as a union, that contracts for a plan.
BENEFITS

Most programs cover nearly all phases of dental treatment, Including dentures and preventive measures, such as cleaning. Some programs Include orthodontic treatment.
DEDUCTIBLES

Most plans cover the cost of conditions that existed before the Insurance was
Issued. The average program may incorporate a "deductible" or "co-payment"
factor, where a percentage of charges for these treatments are shared by the
patient and the carrier.
A typical plan, providing comprehensive coverage except for orthodontics,
pays 75 per cent of the cost of treatment. Some plans pay 'as much as 90 per cent
If the policy holder goes for regular dental examinations.
The average policy also stipulates a maximum benefit during a 12-month
period.
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COSTS

Premhim rates vary according to the size of the group, the average age of the
employees, eligibility rules and scope of benefits.
It usually costs a group with 100 per cent participation between $9 and $12
monthly per eligible employee for family coverage, irrespective of family size.
APPENDIX C
COST ILLUSTRATIONS OF POSSIBLE DENTAL COMPONENTS OF A NATIONAL
HEALTH PROGRAM
ILLUSTRATION I: INDIGENT CHILDREN, AGES 2-8 1

$240

($236)

$220
COST
MIN
$200
MILLIONS

($186)

$180

($170)

$160
($115)5)

($1418)

$140

13

12

4

Years of Program
Children included at the inception of this program will be continued on a maintenance
basis in subsequent years.
An estimated 6 million children would be eligible in first year of the program with
approximately 750 thousand 2 year olds being added each year.
An annual family income of $5,000 or less establishes program eligibility.
1

ILLUSTRATION II: INDIGENT CHILDREN, AGES 13-19

$420

($420)

$300
COST
IN
MILLIONS

($295)

$280
$260

($259)

($241)

$240

1

2

3

45

Years of Prram_.

2Definition of indigency and continuation in program on a maintenance basis would be
tho same as in Illustration I.
An estimated 6 million children would be eligible in the first year of the program with
approximately 900,000 new beneficiaries being added annually.
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THROUGH 4 3
ILLUSTRATION III: ALL CHILDREN, BEGINNING WITH AGES 2

($867)

$900

($769)
$600
COST
$300
IN
MILLIONS

($518)

($6 5)

($318)

$100

2

3

45

Years ofProq am
3 In the first year, vome 11 million children would be included. In each year of the program, approximately 3.5 million 2-year olds are added. In addition, in each of the second,
third and fourth years, one upper age group is added to expedite total coverage of the
child population. By the fifth year, some 37 million children would be in the program.

Dr. LARSON. In the current nationwide debate on national health
insurance, priorities of health are being reexamined. We welcome this
because we believe that the value of dental health needs to be reassessed
by Congress and the Nation generally. Too frequently the importance
of good oral health has been misunderstood and consequently discounted. Because the teeth, tongue, palate, and surrounding tissues and
organs are an integral part of the body they are related directly to total
health. Because the mouth is an essential part of everyone's appearance
and expression, the value of oral health includes psychological as well
as physiological aspects.
The statistics on the status of dental health in the United States
are grim. r1ocumentation of this fact is contained in appendix B of
this statement. The average child is a dental cripple by the time he
graduates from high school. The backlog of dental neglect and untreated dental disease is huge.
The central paradox is that we are -a nation with millions of dental
cripples while at the same time we are superior in dental science and
technology. The time is long past due for the Nation to take advantage
of this potential and direct it toward a realistic and effective solution
of dental disease. The most efficient, economical, and professionally
sound approach to improving the state of the Nation's oral health is to
prevent and control dental disease -beginning with children.
Understanding of the need of dental care on the part of the private
individual is unquestionably improving. This is shown in part by the
finding that, in 1970, the percentage of the total consumer dollar spent
on dental care was higher than ever before. The rapid growth of various types of dental prepayment programs in the past decade furnishes
additional evidence of this fact. We believe it true to say that the vast
majority of citizens would welcome and support the congressional decision that a well-conceived dental care section must play a role in any
acceptable national health program.

495
In contrast to this measurable growth in understanding by individuals, we continue to be faced with an apparent lack of understanding in those areas where public sector activity is appropriate, Federal
dental programs have been chronically ill-organized, ill-defined, and
underfunded. When Federal health programs have been created or
reviewed, dental care has generally been the last to 'be considered and
the first to be discarded. One indication of the prevailing discrepancy
is that, at a time when more than 9 percent of the private health
dollar goes for dental care, barely more than 1 percent of the public
health dollar is so allocated. The consequences of this disregurd of
course, are felt most keenly by the poor and others who, for reasons
beyond their control, are least able to help themselves. We think this is
wrong.
Over the years, the association ha.; made a number of attempts to
encourage better planned and more intensive public sector activity
in the appropriate areas. More than once, this committee has generously championed such attempts. The story of one such effort may be
helpful in illuminating the general point.
In 1966, we helped develop in part and supported creation of a
series of pilot dental care projects for needy children under title V
of the Social Security Act. The hope was both to bring care to a. large
number of needy children and to experiment with the various methods
of doing so in the hope of singling out those that showed the greatest
promise. This committee received the prol)osal, made by the Johnson administration, most responsively and the projects were authorized
in the Social Security Amendments of 1967. The law will expire at
the end of the current fiscal year and almost nothing has been done
with it. No funds at all were allocated in the first 3 fiscal years and
a total of less than $3 million was used for this purpose in the subsequent fiscal years. It is disheartening to reflect not only on the
number of children who could have been cared for and were not but
also on the amount of hard data on delivery methods that would be
so useful today.
DENTISTRY IN NATIONAL HEALTH PROGRAMS

The current debate over many aspects of the country's health system offers an opportunity to take some positive, needed steps with
respect to dental care. Ii an attempt to pray its part, the association
appointed a special task force with five affiliated committees, the
membership of which included representatives from consumer groups,
health insurance, economics, and organized labor as well as from the
medical and dental professions. The ultimate result of the task force
work has been the adoption by the association of a series of guidelines for dentistry's position in a national health program. The guidelines are reproduced in their entirety as appendix A to this statement.
The guidelines, it should be noted, cover a broader range of subjects
than the financial and administrative structure of a. national health
insurance program. This is consonant with our belief, which we feel
sure the committee shares, that no such program can be successful if
questions relating to supply of professional and auxiliary personnel,
review procedures, and public education on health hygiene are not
meticulously considered at the time the program is formulated.

70-174 0 - 72 - pt. 2 --- 19
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Some of the more fundamental guidelines, in those areas of particular application to the committee's present work, are these:
1. A national health program should mandate the inclusion of
.pecified dental benefits. Comprehensive dental services for children
should have the highest priority but there should be provision for
emergency dental care for all;
2. Prevention of dental disease should be given prime emphasis
and a comprehensive educational program should be used in conjunction with care benefits in order to motivate the individual to
practice sound oral hygiene habits. In addition, government at all
levels should take affirmative action to increase the availability of
fluoridation to everyone;
3. Dental benefits for the poor should be financed through Federal
revenue but a national health program should not use public funds
to directly pay for or directly provide health care for persons who
are financially self-sufficient. Dental prepayment programs in the
private sector should be encouraged;
4. Dentists should be involved at all levels of review of the dental
aspects of a national health program and it should be explicitly clear
that dentists are responsible for professional review of dental procedures. Consumer representation is essential to assure accountability
to the public. In order to be credible, a dental review structure must
include effective sanctions against abuse.
The guidelines, the committee will note, do not spell out the details
of a national health program. Since dental care would obviously be
a component of a larger health care program, the association believes
that the most useful role it can play at this point in time is to enunciate the principles underlying the creation of the dental component.
ALTERNATIVE DENTAL COMPONENTS

Sufficient data is available to produce reasonable cost estimates for
a number of alternative dental care approaches. Appendix C to this
statement sketches out some of the possibilities. The type of suggestions made take into account the level of manpower and number of
facilities available now or expected to be available in the near future
and the effect this has on the range of benefits to be offered.
The illustrative costs shown, it should be noted, can be distributed
in various ways. Participation by the patient in the form of reasonable
copayments is, we think, something that should be incorporated. The
greater availability of group dental insurance programs is most desirable and should be encouraged. While dental insurance is a relatively new concept, there is now a sufficient body of data available to
demonstrate that this is a feasible direction in which to move. This is
additionally confirmed, we think, by the growing number of contract
negotiation's where dental care benefits are being requested as part of
the employer-employee agreement.
The examples given, it should also be noted, are based on the retention by the private sector of a major role in health care delivery.
We believe this is essential and should like to explain why.
There has been a good deal said and written in recent years about the
failures of the existing health care system. Somcriticisms
are
valid. Everyone involved in the various aspects of that system-one
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that includes both private and governmental agencies-shares responsibility for whatever failures there have been. Changes are in order
and impr:ovements must be made. All this is true. What is not true, in
our opinion, is that the private sector is discredited and no longer
has any viable role to play in the health care systeii. The private sector continues to show vitality and creativity, of which the inception
and growth of dental prepayment is merely one example. While
sharing, then, the view that improvements are essential, we believe
that the long-range interests of the Nation would be best served by
continuing to place major responsibility for health care, including
dental treatment, within the private sector.
PENDING NATIONAL HEALTIT INSURANCE PROPOSALS

Beginning with the 91st Congress, and continuing with the present
one, a number of national health insurance proposals have been introduced. Contained within the various bills are provisions of specific
interest to dentistry and we should like to make brief comment on
selected ones.
H.R. 7741-the Nationa.l Health Insurance Partnership Act,-is in
accord with many of the association's policies relating to the overall
division of responsibilities between the public and private sectors.
From the viewpoint of the dental health of the American people, however, it is most disappointing. Neither the national health insurance
standards nor the family health insurance plan contain dental care
provisions. This is a serious enough deficiency in our view but, even
more incomprehensible, the FHIP program, by supplanting most of
medicaid, would all but eliminate the dental care funds now available
for the needy and the medically needy. Inadequate as these Federal
dental care programs are, they do exist, and do benefit a significant
number of poor people. The dental profession must oppose a'ny ineasure, whatever its general merits, that would practically wipe out these
programs without satisfactory replacement. H.R. 4960-the Health
Care Insurance Act or medicredit--likewise lacks provisions for dental care.
H.R. 22 (the Health Security Act), which contemplates nearly total
Federal control of all aspects of the health care system is not, for
reasons expressed earlier, in accord with basic policy of the association.
It should be noted, however, thA the bill contains a well-designed dental component particularly with respect to its high priority on a preventive program for children.
H.R. 4349 (the National Healthcare Act) also contains substantial
dental benefits. It provides that they be phased in on a timetable that
shows due regard for the manpower needs they will require. And, it
retains a. major role in health care delivery for the private sector. It
also recognizes that need to concentrate initially on children, particularly poor children. The association believes that the proposal, with
respect to these aspects, is well conceived.
Within the category of the so-called catastrophic bills, we would
like to take note of both H.R. 177, the national health care program
and H.R. 817, the National Catastrophic Illness Protection Act. While
purposely limited in their reach, both bills would give fair treatment
to American families ad individuals by allowing dental service pres-
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ently eligible as medical deductions under the income tax law to also
be used in determining the point at which the public assi'anco would
become available. By contrast, S. 1276, the Catastrophic Illness Insurance Act, which has no House counterpart, would exclude such dental
care payments from computation of the basic deductible.
We would also suggest that, when the cutoff points have been reached
under the catastrophic approach, that there are some types of oral
disease that should unquestionably qualify for special assistance. This
is particularly true with respect to oral cancer and to cleft lip and/or

palate.
Oral cancer cases now occur at the rate of some 14,000 a year. Radical surgery is often involved, followed by the need for prosthetic
devices to rebuild the palate, jaw or other parts of the facial structure.
Cleft lip and/or jpa.ate nosv occurs in some 6,500 live births a year.
Such children often need extensive attention from a health care team
including oral surgeons, speech therapists, pediatricians, and others.
The need for care in such cases often continues for a number of years.
As we read H.R. 177 and H.R. 817, there is no question of the inclusion of such catastrophic oral disease in their benefit structure. S. 1376
would not seem to include them.
SUMMARY

In summary, the American Dental Association believes that the dental profession has an obligation to take an active position in the design
and support of a national health program. We believe such a program,
at its inception, should contain a dental component that concentrates
on preventive services for children. We believe that both the public and
the private sectors have important roles to play in assuring the success
of such a program but that the paramount role should be filled by private sector agencies. We recognize the compelling need for prudent
improvement in the existing health care system and will support action
to that end.
The association would urge this committee not to approve any national health insurance program that lacks a well-designed dental component and hopes the committee will make full use of the appended
guidelines developed by the association for this purpose.
Now, Mr. Chairman, I would like to have Dr. Zubrow present his
statement on behalf of the American Society of Oral Surgeons which
focuses on an inequitable situation that exists in ongoing programs
such as medicare and is perpetuated in several of the proposals before
you. The American Dental Association shares the position of ASOS
that any health care legislation should make clear that dentists may
provide any covered services that are within the scope of dental practice.
Mr. GiBBONS. Dr. Zubrow, it is a pleasure to welcome you here. As

you know, the president of the Oral Surgeons, president elect, I believe,
Dr. Ikon Schwartz, is a constituent of mine. He is not only a constituent of mine but he pulled three of my wisdom teeth, so I'know he is
an excellent man as far as his profession is concerned.
Mr. SCHNEEBELI. I Nwould like to point out that Dr. Zubrow is from
Pennsylvania, and I recommend him to the committee.
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STATEMENT OF DR. HAROLD 3. ZUBROW, SECRETARY-TREASURER,
AMERICAN SOCIETY OF ORAL SURGEONS; ACCOMPANIED BY BERNARD 3. DEGEN II, EXECUTIVE DIRECTOR

Dr. ZUBROW. Mr. Chairman.
Mr. GIBBONS. Dr. Schwartz has talked to me about the problem that
you face, and you certainly are going to receive sympathetic consideration from this source.
Dr. ZuBRow. I would like to thank you very much. I of course
am very relieved and pleased to hear a few friendly words.
Mr. Chairman and members of the committee, my name is Dr.
Harold J. Zubrow. I am in the private practice of oral surgery. I am
also the chief of oral surgery at Eye and Ear Hospital at the University of Pittsburgh Medical Center and actively teach in a 3-year
oral surgery residency program. Accompanying me today is Mr.
Bernard J. begen II, the executive director of the society. We appreciate this opportunity to appear before you.
First, I wish to associate myself and the American Society of Oral
Surgeons with the general position of the American Dental Association and, second, I wish to briefly acquaint you with a matter that is
of particular concern to members of the American Society of Oral
Surgeons and the hundreds of dentists rendering oral surgical care.
Our statement contains two appendixes and we respectfully request
your consideration for their publication in the record.
By way of background, oral surgery is a recognized specialty of
the profession of dentistry. Its members, in addition to 4 years of
dental school, must complete a minimum of 3 years of training in one
of the more than 157 accredited oral surgery residencies in hospitals
throughout the country.
The official definition of oral surgery as approved by the American
Dental Association is:
The specialty of oral surgery is that part of dental practice which
deals with the diagnosis, the surgical, and adjunctive treatment of the
diseases, injuries, and defects of the human jaws and associated
structures.
The Joint Commission on Accreditation of Hospitals has for many
years specified standards relating to oral surgeons and dentists in
hospital 'practice. Their privileges for providing care and treatment
are determined on the same basis as that of all other recognized
health providers. Oral surgery is recognized in all health insurance
contracts including Federal programs such as the Federal Employees
Health Benefits Act.
The problem I would like to bring to your attention today steins from
the somewhat restrictive language pertaining to dentists contained
in part B of the medicare law, which reads as follows:
1861 (r) The term "physician", when used in connection with the performance
of any function or action means . . . (2) a doctor of dentistry or of dental or
oral surgery who is legally authorized to practice dentistry by the State in
which he performs such function but only with respect to (A) surgery related
to the jaw or any structure contiguous to the jaw or (B) the reduction of any

fracture of the jaw or any facial bone.

As is clear from the legislative history of medicare, Congress adopted
the foregoing language in order to assure that (1) a beneficiary would
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not be denied a covered benefit simply because he elected to have
the service performed by a dentist rather than by a physician, and (2)
there would be no discrimination against a legitimate practiioner of
the healing arts.
Unfortunately, this language, which is carried over into several of
the bills before you, did not accomplish entirely the intended result.
Because of the very narrow construction given by the administrators
and the fiscal intermediaries to the word "surgery," medicare patients
have been denied reimbursement for diagnostic care, nonsurgical treatment of infections and the relief of severe pain performed by dentists
even thought such services clearly were covered benefits under the law.
In addition to the obvious and uniintended inequity to both the patient
and the dentist, the ambiguity in the law has served to increase unnecessarily the amount of paper work, appeals and complaints involved in
administering the program.
In order to correct this problem in existing legislation and avoid its
perpetuation in whatever national health insurance legislation may be
reported by the committee, it is res;pectfully recommended that language to the following effect be substituted where appropriate:
"The term physician includes a duly licensed dentist when performing any covered service that legally may be performed by such a dentist under the laws of the State in which he practices."
Finally, Mr. Chairman and members of the committee, the American
Society of Oral Surgeons wishes to emphasize its unreserved support
of the position of the American Dental Association regarding the specific inclusion of emergency dental care in any national health program
Control of bleeding, relief of pain, treatment of life hazardous oral
conditions, for example oral cancer, and celluliis; disfiiguring oral
and maxillofacial deformities, the relief of acute and severe pain, the
treatment of injuries to the teeth and supporting structures, and elimination of major and acute infections, certainly should be included as
a minimum priority. The care and treatment of these conditions and
dysfunctions are all within the recognized professional purview of the
members of the profession of dentistry to whom the public traditionally has looked for treatment of these conditions and afflictions.
While some of these services are covered in existing legislation, we
recommend that any national health program include emergency dental services as specific benefits.
Thank you for the opportunity to appear before this distinguished
committee. We are prepared to answer any questions that you may

have.
(The statement with attachment submitted by Dr. Zubrow follows:)
STATEMENT OF DOCTOR HAROLD J. ZUBROW, ON BEHALF OF THE AMERICAN
SOCIETY OF ORAL SURGEONS
SUMMARY

I. Any Nation.al Health Program should include emergency dental care.
II. The language of Medicare (1861(r)) and any other legislative proposals
for National Health Insurance should recognize the traditional and legitimate

role of dentists in providing oral health care.
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APPENDIX I

The House of Delegates of the American Society of Oral Surgeons adopted
the following resolution on October 8, 1971:
Resolved, That the official position of the American Society of Oral Surgeons
on National Health Insurance read:
It is not uncommon for physicians within the specific limits of their state
licenses to manage problems within the oral cavity and its supporting structures.
This overlap of dental practice has been long known and posses special problems
with the emergence of legislation authorizing compensation for the services
of a specific provider rather than for a specific service. This first occurred in
certain facts of Title XVIII (Medicare) and TitleXIX (Medicaid) of the Soefal
Security Act. With the enactment of this legislation, discrimination against
specific providers of health services was officially sanctioned.
Today, we are faced with several new proposals for health legislation, most
of which provide for unlimited services of a physician. As is true with Medicare
and Medicaid, several of these national health programs would deny recognition
of covered oral health care when provided by a dentist, yet recognize the same
services and care if performed by a physician. At a time when the lack of
health manpower in this country is a major consideration in the implementation
of any national health program, it is inappropriate to deprive the public of
available services by use of discriminatory measures which, in effect, decrease
the number of qualified providers.
It is acknowledged that the extent of services covered under any national
health program is a decision to be made by the Congress and the public. Once
a procedure or treatment is designated as covered under any program, however,
it must be recognized that the only valid criterion for determining reimbursement to the consumer or provider is whether the professional service and
care is provided by a person legally entitled to render such service. Under no
circumstances should the degree or discipline of a duly licensed provider be a
factor in determining his eligibility.
Therefore, it is strongly contended, that any legislation that includes health
care of a nature that a dentist is licensed to render should include the services
of dentists as contractual providers.
The providing of relief and control of pain, surgical care of trauma to the
oral and contiguous structures, and rehabilitative surgery for defects and diseases of the oral and maxillofacial area are within the professional purview and
competence of the dental practitioner. Moreover, the diagnosis and non-surgical
management of oral diseases also are professionally recognized services provided
by members of the dental profession.
The American Society of Oral Surgeons considers it a responsibility to the
citizenry of the United States, their dental colleagues and its members to express concern regarding the possibility of such discrimination and views its position as imperative and in the best interest of the public health of the nation.
Further, the testimony before any governmental agency should be devoted to
the "essentiality" of dental care, now a policy of the American Dental Association, wlth the highest priority on emergency dental care, including dental services such as control of bleeding, control of life-hazardous oral and maxillofacial
conditions, for example, oral cancer and cellulitis; disfiguring oral and iaxillofacial deformities, relief of severe pain, treatment of injuries to the teeth and
supporting tissues and elimination of major acute infection. In addition, the
American Society of Oral Surgeons supports the position of the American Dental
Association for the provision of preventive dental care to the needy children of
this nation.
APPENDIX II: PROFILE OF TIE AMERICAN SOCIETY OF ORAL SURGEONS

The American Society of Oral Surgeons is the official organization of nearly
2,400 oral surgeons in the United States.
It was founded in 1918 for three purposes: (1) to contribute to the public
welfare by advancement of the profession of dentistry, and in particular the
Specialty of Oral Surgery, (2) to foster programs of education, research, standards of practice, and scientific investigation in the Specialty of Oral Surgery,
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and (3) to provide its members opportunities for professional and official community.

Oral surgeons are members of the dental profession recognized as specialists
because they have received advanced training and possess special qualifications
In the Specialty of Oral Surgery.
Men and women qualified to practice oral surgery must have had approximately eight years of study in college and dental school. In addition, they must
have taken a minimum of three years of oral surgical training in one of the 157
accredited oral surgical residences located throughout the United States and
Puerto Rico. This training must be in an approved hospital to meet the requirements of the surgical specialty.
Currently over 800 men and women are enrolled in accredited oral surgical
training programs.
Most oral surgeons have the Doctor of Dental Surgery degree (D.D.S.), but
some have the D.D.S. degree and the M.D. degree.
Oral surgeons receive extensive training in anesthesiology, the basic sciences,
research, hospital orientation, etc. By the time they have completed their residency, they have extensive clinical experience.
The oral surgeon diagnoses and surgically treats diseases and injuries of the
oral cavity and associated structures, including the teeth, jaws and associated
soft tissues. These treatments may include the extraction of impacted or badly infected teeth, the surgical repair of injured or malformed jaws, or the removal
of tumors from the oral cavity.
Oral surgeons are full-fledged members of hospital staffs. Whenever the proper
care of their patients requires hospitalization for treatment and post-treatment
care, oral surgeons make use of them. Some minor procedures are accomplished
in the oral surgeon's office.
Because of the depth of their specialized training, oral surgeons are often called
in by other dentists and physicians to diagnose and surgically treat diseases and
injuries of the teeth, jaws and associated soft tissues.
The American Society of Oral Surgeons is governed by a thirteen member
Board of Directors and a 100 member House of Delegates, comprised of representatives from the fifty states, the Commonwealth of Puerto Rico, the District
of Columbia, Canada and the five Federal Dental Services.
The organization has thirteen standing committees in areas including Continuing and Advanced Education, Research, Anesthesia, Hospital Affairs, Ethics,
Health Plans and Insurance and Legislation.
The Society convenes an annual scientific session and a two day continuing
education conference each year. It annually provides grants and awards for
outstanding research in oral surgery.
AMERICAN SOCIETY OF ORAL SURGEONS OFFICIAL POSITION ON NATIONAL HEALTH
CARE, ADOPTED BY TIE HOUSE OF DELEGATES, OCTOBER 1D71

It Is not uncommon for physicians within the specific limits of their state
licenses to manage problems within the oral cavity and its supporting structures.
This overlap of dental practice has been long known and poses special problems
with the emergence of legislation authorizing compensation for the services of a
specific provider rather than for a specific service. This first occurred in certain
facets of Title XVIII (Medicare) and Title XIX (Medicaid) of the Social
Security Act. With the enactment of this legislation, discrimination against
specifle providers of health services was officially sanctioned.
Today, we are faced with several new proposals for health legislation, most of
which provide for unlimited services of a physician. As is true with Medicare
and Medicaid, these national health programs would deny recognition of covered
oral health care when provided by a dentist, yet recognize the same services and
care if performed by a physician. At a time when the lack of health manpower
in this country is a major consideration in the implementation of any national
health program, it is inappropriate to deprive the public of available services
by use of discriminatory measures which, in effect, decrease the number of
qualified providers.
It is acknowledged that the extent of services covered under any national
health program is a decision to be made by the C0ongress and the public. Once
a procedure or treatment is designated as covered under any program, however,
it must be recognized that the only valid criterion for determining reimburse-
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ment to the consumer or provider is whether the professional service and care
Is provided by a person legally entitled to render such service. Under no circumstances should the degree or discipline of a duly licensed provider be a factor in
determining his eligibility.
Therefore, it is strongly contended, that any legislation that includes health
care of a nature that a dentist is licensed to render should include the services of
dentists as contractual providers.
The providing of relief and control of pain, surgical care of trauma to the
oral and contiguous structures, and rehabilitative surgery for defects and diseases of the oral and maxillofacial area are within the professional purview and
competence of the dental practitioner. Moreover, the diagnosis and non-surgical
management of oral diseases also are professionally recognized services provided by members of the dental profession.
The American Society of Oral Surgeons considers it a responsibility to the
citizenry of the United States, their dental colleagues and its members to express
concern regarding the possibility of such discrimination and views its position
as imperative and on the best interest of the public health of the nation.
Further, the testimony before any governmental agency should be devoted to
the "essentiality" of dental care, now a policy of the American Dental Association, with the highest priority on emergency dental care, including dental services such as control of bleeding, control of life-hazardous oral and maxillofacial
conditions, for example, oral cancer and cellulitis; disfiguring oral and maxillofacial deformities, relief of severe pain, treatment of injuries to the teeth and
supporting tissues and elimination of major acute Infection. In addition, the
American Society of Oral Surgeons supports the position of the American Dental
Association for the I)rovision of preventive dental care to the needy children of
this nation.

Mr. CORMAN. Thank you very much, Doctor.

Mr. Pettis.
Mr. PETTIS. Thank you, Mr. Chairman.

I would like to ask just one brief question, which has to do with
this basic problem, and maybe a little bit more with dentists and with
I
physicians.
How do the dentists or the oral surgeons propose that we help them
in opening up educational opportunities for the people either in the
speciality of oral surgery, or in dentistry in general?
My question has to do with the enlargement of opportunity for the
education of your speciality.
Dr. ZuBRow. Well, Mr. Pettis, our American Society of Oral Sur-

geons has 2,400 members which will give you some.idea of the restricted
number of people practicing our specialty in the country; admittedly,
there is a need for many more.
At the present time we have approximately 800 people in training
in 157 programs in any given year. I think we would welcome the
opportunity to expand this number, of course. There are several problems involved with this which unfortunately neither physical remedies
nor legislative ones can entirely relieve.
First of all, we must have the number of qualified people to teach
these residents. This presents quite a problem. We must have available, also, an appropriate number of patients who are willing to participate in a teaching program. These are all factors that are involved
in increasing the number.
I am happy to say, though, in response to your question, that the
number we currently have represents a very significant increase over
what we had just as short a time ago as 5 years.
Mr. PEi'ris. If I may pursue this in another direction, in the medi-

cal schools I have visited I have always noticed that there were far
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more embryo physicians there, than there were dentists. This seems to
be a pattern throughout the country and maybe there is a reason for a
lot more physicians than dentists. However, there is I am sure an increasing need for dentists, too.
One of the reasons I suppose is that it is very costly to go to dental
school.
Would the same proposals that have been made for helping medical
education, help if they were applied to dental education? We have a
number of proposals that a loan program or a grant program to universities engaged in medical education, be allowed, say, if we promoted a 3-year program, and for every doctor that was graduated
in 3 years, instead of 4 years, the university got $4,000 or $5,000 to
help in this speed-up program.
Would this be applicable to dentistry?
Dr. ZUBROw. I would like to refer that question to Mr. Conway,
if I may.
Mr. CONWAY. Mr. Chairman, and Mr. Pettis, the existing law which
is the'Health Professions' Educational Assistance Act an~d its recent
amendments, and the bill that is now before Congress to ext.md that
law, include generous support for all phases of dental education, consistent with what is provided for medical education, including construction money, money for the operation of the schools, and money
for scholarships and loans.
We are well satisfied with the legislation and it has proved to be
very productive in the increase in numbers of dentists. I would like
to comment on one of the matters Dr. Zubrow discussed, the provisions of oral surgical care. Many of our general practitioners also
provide a considerable amount of oral surger.. There is an increased
number of general practitioners engaging in comprehensive oral
surgery practice.
Mr. PE'rrls. I am glad to hear that.
Dr. ZuBROW. I wonder if I might add one thing to help clarify
this. Oral surgery training, of course, takes place exclusively in the
hospital. It can perhaps best be understood by drawing an "analogy
with a training of specialists in ear, nose, and throat or any of the
other surgical specialists. I think one of the problems that we do
run into is that since this training relates to a man after he has graduated from dental school and since it is the hospital in many cases
which must assume the burden for the expense of his training, I think
this perhaps relates to the question you were asking.
As I listened to testimony earlier today, it is obvious that the rising cost of hospital care is under scrutiny, as it should be, and one
of the components of this, of course, is the cost of house staff. education, and so on. To this degree, if support were forthcoming at this
level of education, the postgraduate level, it certainly could at least
give us the opportunity to increase the number of people in training
at any given time.
Mr. Pm rls. Well, I appreciate the response of both the dental organization and the oral surgeons. I think one of our big problems,
and I am happy that mv colleague Mr. Gibbonz, has found it easy to go
into a dentist's office. I find it a little difficult, and I hope the time
will come when we have a more ample supply of dentists and they
aren't an overburdened professional group in our society.
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So I asked my question generally, how can we, the Congress, help
in improving the opportunities for dental education. I think you
have answered the question. Thank you.
Mr. CORMAN. Mr. Brotzman.
Mr. BROTZMAN. Has anyone asked you about how you treat oral
cancer? I noticed you mentioned that in your testimony.
Could you tell the committee how you diagnose this, and what kind
of treatment you render?
Dr. ZvBiRow. It is very clear that oral cancer is one of the most
easily recognized forms of cancer because it is in an obviously accessi ble area. Therefore, it should be one of the forms that would be
treated earliest.
Now, it is true that in this country approximately 14,000 cases
each year of oral cancer are discovered and treated. The mortality
rate is approximately 50 percent. That is, roughly 7,000 of these
people live less than 5 years after the diagnosis is made.
The treatment of these patients presents a very significant challenge, and I wonder if I might just take a minute to explain this in
its total concept.
One of the things that strikes cancer patients hardest is the terrible
sense of isolation they feel when the diagnosis is presented to them,
and the fact that they are often then shunted over to an environment
where, hopefully, the treatment is compassionate but very often is
technically fine but psychologically bad. So that in order to treat
patients properly who have cancer, whether it be oral cancer or otherwise, but in particular I am familiar with oral cancer, we must not
only emphasize the fact that we hold out to them the hope of getting
well, but at the very same time we must emphasize to them what can
be done reconstructively toward rehabilitation, toward returning them
to society not as a disfigured person incapable of occupying a productive place in society, and with as nearly a normal appearance as we
can manage to give them.
To this end, we have at the hospital established a maxilo facial
clinic which makes prosthetic parts for replacement of those parts of
the anatomy removed during the more radical operations. It is a great
help to us to say to the patient at the time we discuss the surgery that,
yes, we are going to have to do this to you, but on the other hand, we
discuss prosthetic replacement with him at that time, which I think
is of great benefit.
Nov the management of this condition is important from two points
of view-early diagnosis is certainly the most significant feature, and
this can be done to a great degree not only by the oral surgeon but by
every dentist, and there has been an increasing emphasis on early
detection. Generally speaking, the first step in the management of
these people is a biopsy to establish the diagnosis.
Once this is done, then a definitive procedure is planned.
Now very often this definitive procedure requires a team approach
and we work with our medical colleagues in many instances and a
team approach is brought to bear so that the patient really receives
the services of those who are most familiar with the specific area in
which they are working.
Mr. BROTZMAN. I have noticed another area that was interesting
to me; that is, about what you are doing for children who stiffer facial
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injuries, particularly around the jaws from schoolbus accidents where
they fall forward into the seat l)ar right ahead. I have introduced a
bill to require seatbelts for schoolbuses, I became interested in this,
and I happened to read about your treatment in one of the magazines,
probably Newsweek or Time magazine. This is quite a recurring Injury right now to our children, is it not ?
Dr. ZuBnow. That is right, Mr. Brotzman, and that particular injury
has more serious import than you may imagine. I will just take a
second to explain why. The child generally strikes himself on the
chin. If you can visualize the jaw at the point where the jaw hinges
to the skull, there are two conduits. One of the growth centers in the
head is in these conduits. Unfortunately, a child may fall forward,
strike his chin, and injure this. Even if lie doesn't fracture it. We see
it then and we treat it-but let us assume we don't catch it. As we
follow these children, a certain number will develop a severe facial
asymmetry.
Because of the injury, the growth of that side of the face is arrested.
Then they grow with one side of the face developed more on one side
than the other. That is a major problem.
I am very pleased that you have seen fit to pay attention to this,
because I think it is a much more severe problem than is readily noted.
Mr. BROTZMAN. I am seriously concerned about these accidents.
We recently had one in Colorado. So I called down to DOT and I
found thev have a regulation there that requires the driver of a
schoolbus to have a seatbelt but all of the kids are unbelted.
That is all I have. Thank you very much.
Mr. CORAIAN. I wanted to ask you about emergency fractures. Are
they usually treated in the hospital?
Dr. ZuBRow. Many of them are but numerically, a more significant
number are treated in the office. I would say most fractures are
treated in the hospital.
Mr. CORMAN. What is the dentist's present relationship with the
hospital?
Dr. ZUBROW. I would say, and I don't have the statistics, but most
progressive hospitals have dental departments and many of them
have dental departments rendering outpatient care.
In our own institutions-and I can't say whether they are typical
or not-we have our oral surgery residents on call all of the time;
that is, one man is on call 24 hours a day and he is in the hospital and
handles those appropriate cases that come into the emergency room.
In my own case, 60 percent of what I have to do is done in the hospital.
So that we are there every day, and we participate to a very great
extent in the affairs of the hospital and we work as an integral part
of the facial injury team and of the team on the head and neck
service that deals with matters such as cancer.
On the other hand, many cases of acute pain are seen in the office.
I think the point that we really wanted to make is the fact that
dental pain can be very severe and disabling, and it is very difficult
to fragment priorities by saying that dental pain is not indemnifiable
and shoulder pain is. This presents a problem of reasoning, really, just
the same as if a man is unable to chew, speak, or swallow, and let
us say that has resulted from a cerebral accident or stroke. In most
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cases under existing or proposed legislation then the rehabilitation
of this man and his restoration to as nearly normal status as possible is indeinifiable.
On the other hand, if lie has the very same dysfunction-that is,
that he cannot speak, swallow, chew-and it is because of a deformity in his mouth or inability to wear dentures or some other problem,

in general, over the years,'it has been thought that this is not compensable.
So this type of inequity exists, and for those of us who are in a little
different position-I am in a position where I see patients and I have
to deal with people and attempt to help, hopefully I help more than
I harm-and therefore I see this from a different point of view. I am
far from being a fiscal expert, so I don't presume to tell the committee what they can or cannot include. But hopefully some of the
deliberations perhaps could be directed toward relief of pain and
dysfunction. That is, regardless of what part of the anatomy is
involved.
Mr. CORMAN. Do I understand correctly that, under medicare, if a
physician has a. )atient admitted for some problem involving the
mouth, it is covered under medicare, but if it is an oral surgeon, without the intervention of a medical doctor, who arranges the admission;
it is not covered? Is that the state of medicare at the moment?
Ml'. CONWAY. If I could answer that question.
As you know, medicare has two parts, part A and part B. Now the
question that you are concerned with really has to do with part A. It
is the hospitalization cost that the patient ;must bear if a dentist admits
that patient for certain conditions whereas, a physician admitting
that same patient, the hospital costs would be taken care of. This is
being rectified, as you know, by a provision in H.R. 1 which you have
kindly introduced. From now on, if 1-I.R. 1 is enacted, a patient will be
reimbursed for his hospital expenses if he is admitted by a dentist. This
discrimination will no longer be the case.
Dr. Ztmmow. I wonder if I may add to this. Mr. Conway is correct.
I would like to address myself to another aspect of the problem and
that is payment of the nonsurgical fee or the professional fee. The
problem is that in the medicare legislation the definition under the
law which does permit the dentist to be paid spells out surgical intervention or the treatment of fractures. It is different when ie treats a
patient, no matter how acute the problem, in a nonsurgical way.
The best example I can give you, or one of the best, is a patient who
is admitted to the hospital with an acute infection from amn oral infection. We find that surgical intervention is not indicated, but that we
can treat this patient with an antibiotic therapy and other measures.
Now, if a physician were to treat the patient in precisely the same
way, lie would be paid in accordance with the medicare law. However,
we cannot be paid for this because the law states that wee are able to
participate in these benefits only when we are performing surgery or
treating fractures of the facial bones. You can see that this inadvertent exclusion does work to our detriment.
I would hasten to say that the problem here is more one of restriction
of province than economic, because I am concerned with training
young people in my specialty. I don't want to see legislation passed
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that will alter referral patterns and divert these patients who traditionally are treated by our people to other disciplines simply for fiscal
reasons.
Do I answer your question ?
Mr. CORMAN. I would want to say as a potential consumer I didn't
want you to perform surgery to get paid. Although that would never
happen, hypothetically the problem is there. I take it that you are
not asking for any extension of benefits for beneficiaries, but if the
service is performed by one who is licensed under State law to perform
it, that it should be compensated regardless of what kind of a doctor
he is.
Dr. ZUBRow. That is it, precisely.
Mr. 'CORMAN. Do you have any figures on providing comprehensive
medical care for a family of four? You mentioned that they are just
beginning to get into this group practice on a capitation basis for
n1edical care, that we have been into for some time.
Mr. CONWAY. We have developed some in our appendix but, just
briefly, I would say that for a family of four, a comprehensive program with a copayment revisionn would cost about $125 a year.
We are talking about group plans now, particularly in your State
of California since the California plan is the leading dental prepayment plan in the country. These figures are proved there on the
basis of 70- or 80-percent payment by the insurance company.
Mr. CONABLE. There has been some difficulty in getting these plans
going. I recall when I was in the State senate in 1963 and 1964 in
New York we were very interested in this, in the public health
committee. We had a great deal of difficulty in interesting the unions
in asking for this kind of coverage. You had to have some sort of
group interest in it before anyone would come forward to try to provide the service or to give reasonable cost figures on it.
What percentage of coverage do you have now, or is there in the
prepayment coverage dental care?
Mr. CONWAY. In the last 5 years, the i~lcrease in dental prepayment coverage has been rather fantastic. It has trebled. It is now
approximately 12 to 13 million people.
Now this, of course, in comparison with medical and hospital coverage, may not seem significant, but in relation to 5 years ago it is a
significant development. We predict that in the next 10 years coverage Will be up around 30 or 40 million people. All it takes is one
big industry, and some are very close to it, to cause a trend. But it is a
spotty situation, too. In California, the situation is very good. We
have approximately 11 million people covered with comprehensive
dental benefits privately in California. In New York, the situation is
not that favorable.
Mr. CONABLE. This is apart from your oral surgery coverage.
Mr. CONWAY. This is comprehensive coverage and, in many instances, the programs concentrate on children care.
Mr. CONABLE. I was wondering how we could justify putting public
expenditures into a dental insurance program if there is not sufficient demand for it for the private programs, and the prepayment.
programs to attract major support. But apparently they are beginning to do that.
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Mr. CONWAY. We have a dental service corporation which is the
equivalent of a Blue Shield Corp. in practically every State. They
are conducting programs. We feel if a public program or a large
private program came into being within the next year or so, the
profession could adequately handle it through its dental service
corporation.
Mr. COICNIAN. I understand in California that the medically indigent do have dental coverage. Is that correct? Are you familiar with
the California medical program ?
Mr. CONWAY. My recollection is that the California welfare category does receive dental care.
Mr. COJ MAN. I was including the public assistance cases, also. I know
the insurance companies have indicated that they can make substantial
savings if they administer medicaid, but, I take it one of the first savings they will take out is ti $1050 that goes for the dental care.
Dr. Zunnow. I can't speak authoritittively, of course, but judging
from the past l)erforman('e, this would be a rather likely assumnption.
Mr. ConRAxN. In their anticial)ted cover-age they do not include
dental care. You are aplrelhensihe about I.R. 22 because of the coinpulsion, forcing people to buy something. On the otler hand, as I
understand the figures, $9,000 a year is tlie median income of people
in this country. We had testimony this morning that, comprehensive
medical care would be something in the range of $1,100 or $1,200 a
,year. We add $150 on for comprehensive (lel al (are, so we are talking about $1,200 to $1,300 as the insurance cost. It seems to me if it is
not compulsory it is going to take a fair amount of selling to get anyone who is iannking $9,000 a year with a taike-home pay a goo bit less
than that, to buy a $1,030-a-year policy. Do you think we need to address ourselves to that problem wlien we try to decide what to do with
medical insurance?
Dr. Zunnow. I certainly do. I think it represents a problem, of course.
I am totally out of depth when it comes to fiscal things, but if the
median income is $9,000, 1 think perhaps our feeling is that a person
who earns $9,000 in today's economy certainly needs a great deal of
helpv.
Certainly, the $1,200 or $1,300 health premium would be almost
confiscatory in relation to his expendable income. There is no doubt
of it.
I do wonder about those who make considerably more, whether
they would not be able to pay some pIrtion of their health cost. I don't
know because I haven't really addressed myself to that particular subject. Maybe Mf r. Conway has some thoughts on that.
Mr. CONWAY. The emphasis in our testimony, as I think you will
note, is that priorities have to be established particularly in the area
of dental care. The American Dental Association believes that the first
priority as far as population groups is concerned, if you are looking
at it as indigent or nonindigent, should be for the indigent. We have
just so many dentists and our resources are limited, and we think that
the thrust should be in the area of care for the indigent first in any of
these programs. People who can pay for their own care should pay for
it.
Our second priority as between adults and children is for the children. I think that these two priorities are emphasized.
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We don't object to the compulsory feature necessarily becauw the
Nixon administration program does have a compulsory feature, too.
Our objection to H.R. 22 ismainly that it concentrates public funds
on care for those who can afford to pay for it themselves.
In our opinion, it would also alter the system beyond what we think
is necessary. We think the present system of providing dental care can
be improved but it doesn't have to I)e revolutionized as we consider
II.R. 22 would do.
Mr. ColIIMN. If we are going to have ally form of compulsoly insurance policies, theni are we also obligated to fix the cost of the insuranico and are we obligated to fix the cost of the service the insurance
covers?
Mr. CONWAY. If the Federal Government is going to place that
sanction Oil the eml)loyeir to 1)rovide a1n insurance 1)oicy for his employees, it is going to have to provide standards l)y which the insurance industry willhave to abide. I call see no other wiay in which the
Federal Government could act responsibly.
Dr. Zum ow. here is another concern which I have, as an individual,
and I listened very attentively to the testimony )resCnted here earlier
today. I am concerned with w;hatpart of the health care, dollar that is
spent in all of these programs, insurance and otherwise, actually is
spent for direct patient related service, and wvhat portion goes to administrative costs and other costs that don't accrue to the direct benefit of the patient.
I didn't seem to be able to get at this particular problem but this
causes me to be somewhat equivocal in any response as to who should
operate such a thing.
Mr. CO1 MAN. The compulsory part of it does not seem to )e too high,
but where you have to go out and sell it, the administration portion of
the dollar gets to be very high.
There are some people who don't fall in the category of medically
indigent and do not fall in the category of people who are required by
law to buy insurance coverage. Their costs get to be rather substantial
and coverage rather limited.
Are there any other questions ?
Well, gentlemen, thank you very much for your contribution to
the committee.
Is Dr. Salley here?
Mi. CoN.WAY. It is my understanding that Dr. Salley is not going to
appear today.
Mr. Con ,%N. The committee stands adjourned until 10 o'clock to-

morrow morning.
(Whereupon, at 5:05 p.m. the committee adjourned, to reconvene
at 10 a.m. Thursday, October 28,1971.)

