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(907) 465-3991

February 1, 1988

MEMORANDUM
TO: Representative Johnny Ellis
ATTN:  Leola Weimer

FROM: Patricia Brawley
Legislative Anal

RE: Incentive Programs for Health Care Providers in Pural Areas
Research Request 88.117

You asked for information about incentive programs used by other states
and/or countries to encourage health care providers to practice in rural or
medically underserved areas. You also asked who determines what areas are
classified as medically underserved.

International Programs

The World Health Organization (WHO), representing 104 countries, offers
fellowships worldwide to promote health care in Third World countries. The
Ministry of Health for each member country determines the national need and

selects applicants for training. Applications are then forwarded to a
regional WHO office, which awards fellowships and assists in appropriate
placement for training. In return, recipients are obligated to return to

their own countries to practice. Each country®s Ministry of Health deter—
mines length of service obligation and default penalties.

Federal Program

As you may know, Public Law 100-177--which has been signed but not yet
funded--replaces the National Health Service Corps (NHSC) Scholarship
Program with a Loan Repayment Program. Under the Scholarship Program,
contracts mads with first year medical students obligated them to serve,
upon completion of their medical school and residency training, 1iIn a
specific discipline and in a specific location designated as a Health
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Manpower Shortage Area. Because many medical students change specialties

during their seven- to nine-year training, and because personal circum—
stances often change so much during that time, physicians often chose to

default on the service obligations rather than practice in rural areas

where their particular discipline might not be in demand or where, because

of personal circumstances, they were no longer willing to go. Under the

new Loan Repayment Program, the NHSC will contract with health profes—
sionals who are either in the final year of training or who are fully

certified. Because physicians will be established in their specialties and

will more likely know whether their personal circumstances will conflict

with service 1in rural areas, fewer ser"."ice-obligation defaults are

expected.

Under the Loan Repayment Program, the NHSC will be repaying loans while the
health professional is providing service, rather than providing educational
costs and a stipend prior to service, as was the case under the Scholarship
Program. Health professionals will agree to serve for a minimum of two
years in a designated shortage area, and for each year of obligated service
the Department of Health and Human Services (DHHS) will agree to pay up to
$20,000 on behalf of the individual for educational loans. (That amount
increases to $25,000 for service in the Indian Healih Service, or iIn a
health program or facility operated by a tribe or tribal organization under
the Indian Self-Determination Act.) Under PL 100-177, health professionals
who fail to fulfill their obligation would be required to repay the amount
of prepaid principal and interest, with interest on that amount, plus a
penalty of $500 per month for unserved time.

Public Law 100-177 also provides for a three-year program of grants to

support the establishment of state programs similar to the NSHC Loan

Repayment Program. According to Mario Manecci, Chief of Assignee Prepara—
tion, Health Services Scholarships, Bureau of Health Care, Delivery and

Assistance, guidelines for the state grants program will be developed this

year, with implementation expected in FY 89. The grant program is intended

to begin the process of decentralizing distribution and incentive programs.

Though guidelines have yet to be developed, individual states will be
responsible for 1identifying shortage areas, locating and recruiting
appropriate health professionals and contracting with them. The federal
share of the costs of any state program shall not exceed 75 percent (as
authorized by PL 100-177, sec. 338H). One possiblity described by Mr.
Manecci would be 60 percent federal/40 percent statp funding for the first
year, 40 percent federal/60 percent state funding the second year, 20 per—
cent federal/80 percent state funding the third year, followed thereafter
by 100 percent state funding. There is no indication of how funds
authorized for this program will be divided among participating states, but
consideration of need will no doubt be a factor.
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State Programs

The ™"Compendium of State Health Professions Distribution Programs: 1986,"
prepared for the Bureau of Health Professions in the Health Resources and
Services Administration, Department of Health and Human Services, describes
113 programs in 42 states which attempt to influence health professionals®
geographic and specialty distribution. Programs described fall into the
following categories:

selective recruitment to medical schools;

affecting experiences during education;
financial incentives to locate in certain areas; and
aid in establishing and maintaining practices.

The First 37 pages provide an excellent discussion of the range of
programs, strategies behind them, and their outcomes. Suggestions to
policymakers interested in benefiting from the experience of other states
are included on pages 33 through 37. A summary of these suggestions
follows.

1) Programs which integrate a number of strategies for attracting and
retaining health professionals in shortage areas have more likeli—
hood of success than do programs which rely on a single strategy.
Possible strategies include the following:

active recruitment and selection of students most likely to
prefer specialties in shortage areas;

educational experiences such as extended community preceptor-
ships and training curricula which reinforce commitment to

shortage areas;

financial support for students needing assistance, combined with
a service commitment and high buyout penalties;

community financial participation in the support of a particular
medical student, or in the development of a practice site;

pd and support ractice to minimize professional 1isolation

in p
- shortage areas; and

v ..itinued financial support for health professionals, or for
institutions or community groups using their services.
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2) Service-contingent programs are an effective but expensive way of

covering shortage areas; preceptorships and other curriculum
changes are significantly less expensive but may not be as effec—
tive.

3) Service-contingent programswith high penalties for buy-out are an
effective way of recruiting health professionals to shortage areas
for short time periods; however, more permanent retention of profes—
sionals may require additional programs and resources.

Designation of Shortage Areas

According to Phil Salladay, Publ®c Health Analyst, the designation used for
placement by the NHSC--and by m(st states--is the Health Manpower Shortage
Area (HMSA). Health Manpower Shortage Area designations are made by the
Office of Data Analysis and Management, Bureau of Health Professions,
Department of Health and Human Services. Annual HMSA updating is based on
the most recent available federal census estimates and state population

overviews. State medical associations, health planning and development
agencies, and regional offices of the National Health Service are also
asked for input. Any interested person or group can request an HMSA

evaluation at any time.

A comparison of states by number of HMSA designations 1is not available.
However, Alaska currently has the following 14 Health Manpower Shortage

Areas:
Geographic HMSA--Aleutian Islands, Bethel, Kobuk, North Slope
Boroug.i, Prince of Wales-Outer Ketchican, SE Fairbanks,
Wade-Hamption, and Yukon-Koyukuk;
Medical Service Area (HMSA subsection)--Kake;
Population Group--medicade-eligible population of Anchorage; and

Correctional Centers--Hiland Mountain/Meadow Creek, Palmer, Cook
Inlet Pre-Trial Facility, and the Anchorage Annex.
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Public Law 100-177 makes the ability of an area to pay for health services
a criterion for HMSA designation. Also, new considerations for determining
the priority of NHSC physician placement include:

1) whether the area is served by at least one health professional and
the effectiveness of nonfederal programs in recruiting health
professionals for the area;

2) the geographic isolation of the area;
3) the economic need of the population; and
4) the infant mortality rate of the area.

Because there are so many Alaskan communities with population bases unable
to support resident physicians, more viable health professionals in most
rural Alaska communities will continue to be Physicians® Assistants, Nurse
Practitioners, Emergency Medical Technicians, and Community Health. Aides.
According to Dwayne Peeples, Health Planner, Department of Public Health,
rural needs are also better served by the presence of Community Health
Aides and mid-level professionals, who can supply regional training,
supervision and referral. Mid-level practitioner clinics are also
considered more cost-effective and more desirable than placement of
physicians in small communities. For these reasons, incentive programs for
placement and retention of health professionals in rural areas in Alaska
might better focus on mid-level practicioners than on physicians.

I hope this information is useful to you. Please contact me if you have
any questions.

Attachment



HMSA

SHORTAGE AREA CRITERIA

SOURCE:
Compendium of State Health Professions Distribution Programs:

1986 US Department of Health & Human Services

STATISTICS:

Of the 113 Compendium programs, 61 (54 percent) have some
type of shortage criteria. About a third of programs and
states use the federal HMSA criteria or slight modifications
of them..

Criteria Programs States
HMSA 16 14
HMSA &/or MUA 2 2
Modified HMSA 5 4
Population:physician 3 3
Community size 8 8
Anywhere in State 10 8
State criteria 8 4
Other 9 8
TOTAL 61 51

1. Health Manpower Shortage Areas (HMSA)

Sixteen programs 1in 14 states (Arizona, Kentucky,
Massachusetts, Maine, Nebraska, New Mexico, North Carolina,
North Dakota, Oklahoma, Pennsylvania, South Carolina,
Tennessee, Virginia, and West Virginia) use HMSA alone. Two
programs in two states (Arkansas and Nevada) use HMSA or MUA..
No programs use MUA alone.

Those states using HMSA for their own programs report
doing so for three reasons:

a) Some say that HMSA methodology, while not perfect,
is sound and useful for their purposes.

b) Others indicate preference for having federal program
officials expend che necessary resources for
undertaking the process, and equally importantly,
absorb the dissatisfaction from some professional
societies or unsuccessful applicant communities..

c) Finally, at least a few states express preference for
developing their own designation process, but lack
the necessary staff.



2. HMSA Modifications

Five additional programs in four states essentially use
the HMSA designations to place health professionals, modifying
the process only slightly to suit their own purposes. These
programs are in Maryland, Maine, New Mexico, and North
Carolina.

Th*"* states accept the HMSA designation of geographic

shorti areas. The four states then add their state and
local health, mental health, and corrections institutions t a
list of acceptable practice sites. Unlike the federal

designation process, there are no formal state mechanisms for
declaring particular institutions to be lacking sufficient
personnel.

a) Maryland
HMSA Modification: HMSA, state or local public
institution

b) Maine
1) HMSA Modification: HMSA, underserved specialty
group, population group, or any combination of
these.

2) HMSA Modification: HMSA, geographic area, specialty
group, population group, or any combination of
these.

c) New Mexico
approval on a case-by-case basis.

d) North Carolina

HMSA Modification: HMSA, rural community of fewer
than 10,000 people, state or local institutions.

Imw
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10 February 1988

Regresenteﬂve Johnny Ellis
H Committee _
Aelase State House of Representatives
Pouch V

Juneau, AK

Dear Representative Ellis:

We, the under3| ned are nur3|ng students enrolled in the Colleae

of  Nursing Health Scientes at the University of Alas

Anchorage, he are wr|tntq to express our support for"the passage

of HB 409 "which ‘establishes the equivalent of a "forgiveness

clause™ on the State Student Loan Program for graduates in health

eﬁof%isk%ns who work in designated médically underaerved areas of
e Sta

Is our view that such a p ovision would encouraqe |nd|V|duaIs

Who are already considering a position in a med |ca &n eraerved
area to choose” that position over a one that is located in a less
rural setting or outside the State. At the same time, it IS un-

likely that This clause would be the sole factor considered b¥ a
graduate of a health professions educational program in making
mployment decisions.

We also believe that |t |s |mperat|ve to communicate t
the designated med|ca underaerved areas" of t
Alaska are not th e onl % areas In wh|ch severe shortage
q ﬁersonne have Decome evjdent.  Both In- pat|e t -
R ient faciltiiee and agencies located in the ~Anchorage area
ave indicated that they are experiencing severe staff shortages;
indeed, at one large [npatient facility; a new atient Care
assistant” position has peen created to _take Up some of the

slack. ~ The creation of thjs position, which, in essentjally
equivalent to the traditional "nurse aide" P03|t|on Is a direct
reflection of the difficulty that that facility is having in at-
tracting qualified professional nursing staff.

Thank you for the ogportunlty to offer comment on this bill.  V»
will Took forward to its passage.



February 11, 1988

Representative Ellis:
I"m an Alaska WAMI student (first year) studying at WSU

in Pullman, Washington. I plan to practice in Alaska and |1
am in full support of your proposal, House Bill No. 409.

Jeff Baurick



(undersigned are first year Alaska WAMI students)

February 10,1988

Alaska WAMI Medical Students
University of Washington
Office of the Dean of

Regional Affairs

Seattle, WA 98105

TO: Representative Ellis

Several ofthe first year Alaska WAMI medical students met todiscuss your proposed House Bill No.
409. Here are a few of our concerns.

Who will fund the. practiciuners who participate in this program?

Surely the expectation is not for a physician to be given a designated underserved area and ther run
outto setup a private practice - it would be extremely difficult to make n living much less pay back
loans. Since the primary employer of physicians in underserved areas is the Public Health Service, is
some sort ofarrangement to be worked out with this agency? Also, we svere wondering ifthe Public
Health Service has reinstated their own loan forgiveness program?

What does "an area determined to have a health care provider shortage+really moan?
For example, ifa neurosurgeon or some other specialist is needed in Fairbanks will this program
apply to that position?

Toward which loans will the forgiveness apply?

Does this bill encompass all educational loans incured while attending medical school, including
GSL, HPL and any other educational loans? Or does it solely apply to the Alaska Student Loan
program? Also, does 'total loans received’include Alaska student loans obtained for undergraduate
education? The undergraduate loan issue is nota significant one for those of us currently in the
WAMI program (our undergraduate loans had the forgiveness clause), but for future medical students
it will be important - the difference between paying back $28,000 or. $50,000.

Does this program provide a meaningful incentive?

Our concern is that the .ack ofan adequate incentive might prevent some individual from using this
program. The salary needs to be competitive with other post-residency health service salaries.

Would it be possible to attain total forgiveness in four years instead of five ma year of service for a year
of loan forgiveness?

Thank you for your efforts on our behalf. Please keep us posted on the status ofthis bill and let us
know if we can provide you with any further information.

Sincerely,

Denise Dudley
Carolyn Ra! t
Jeff Edwards

Mark Whipple
RoginGrendahl
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10 February 1988

Representative Johnny EIllis

HESS Committee

Aslasa State House of Representatives
Pouch V

Juneau, AK

Dear Representative EIlis:

We, the wundersigned, are nursing students enrolled in the College
of Nursing and Health Sciences at the University of Alaska
Anchorage. We are writing to express our support for the passage
of HB 409 which establishes the equivalent of a "forgiveness
clause"™ on the State Student Loan Program for graduataa in health
professions who work in designated medically underaerved areas of
the State.

It is our view that such a provision would encourage individuals
who are already considering a position in a medically underaerved
area to choose that position over a one that is located in a less
rural setting or outside the State. At the came time, it is un-
likely that this clause would be the sole factor considered by a
graduate of a health professions educational prograa in making
employment decisions.

We also believe .hat it is imperative to communicate to you that

the designated "medically underaerved areas” of the State of
Alaska are not the only areas in which severe shortages of nurs-
ing personnel have become evident. Both in-patient and out-
patient faciltiies and agencies located in the Anchorage area
have indicated that they are experiencing severe staff shortages;
indeed, at one large inpatient facility, a new "patient care
assistant” position has been created to take up some of the
slack. The creation of this position, which in essentially
equivalent to the traditional "nurse aide" position, is a direct

reflection of the difficulty that that facility s having in at-
tracting qualified professional nursing staff.

Thank you for the opportunity to offer comment on this bill. We
will look forward to its passage.

Sincerely,
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(undersigned are first year Alaska VJAMI students)

February 10,1988

Alaska WAMI Medical Students
University of Washington
Office of the Dean of

Regional Affairs

Seattle, WA 98105

TO: Representative Ellis

Several of the first year Alaska WAMI medical students met to discuss your proposed House Bill No.
409. Here are a few of our concerns.

Who will fund the practicianers who participate in this program?

Surely the expectation .'snot for a physician to be given a designated underaerved area and then run
outtoset up a private practice - itwould be extremely difficult to make a living much less pav back
loans. Since the primary employer of physicians in underserved areas is the Fublic Health Service, is
some sort ofarrangement to be worked out with this agency? Also, we were wondering ifthe Public
Health Service h*s reinstated their own loan forgiveness program?

Whatdoes "an areadetermined to have a health care provider shortage" really moan?
For example, ifa neurosurgeon or some other specialist is needed in Fairbanks will rhis program
apply to that position?

Toward which loans will the forgiveness apply?

Does this bill encompass all educational loans incured while attending medical school, including
CSL, HF'L and any other educational loans? Or does it solely apply to the Alaska Student Loan
program? Also, does 'total loans received' include Alaska student loans obtained for undergraduate
education? The undergraduate loan issue is not a significant one for those ofus currently in the
WAMI program (our undergraduate loans had the forgiveness clause), but tor future medical students
it will be important - the difference between paying back $28,000 or $50,000.

Doesthisprogram provide ameaningfulincentive?

Our concern is that the lack ofan adequate incentive might prevent some individuals from using this
program. The salary needs to be competitive with other post-residency health service salaries.

Would it be possible to attain total forgiveness in four yt ars instead of five *a year of service for a year
of loan forgiveness?

Thank you for your efforts on our behalf. Please keep us posted on the sta.us ofthis bill and let us
know if we can provide you with any further information.

Sincorcly,

Denise Dudley
Carolyn Rader
Jeff Edwards
Mark Whipple
Rogin Grendahl



ALASKA STATE HOUSE

1024 WEST SIXTH AVENUE
HEALTH, EDUCATION 4 SOCIAL SERVICES
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(907) 274-4031
LABOR 4 COMMERCE

WHILE IN SESSION SUBCOMMITTEE ON FOREIGN TRADE

P.O.BOX V
JUNEAU, ALASKA 99811
(907) 465-3704

REPRESENTATIVE JOHNNY ELLIS

February 11, 1988

Alaska WAMI Medical Students
University of Washin?ton
Office of the Dean o
Regional Affairs

Seattle, WA 98105

Dear Denise, Carolyn, Jeff, Mark and Rogin:

Thank you for your letter of February 10, 1988 regarding House
Bill No. 409 which is currently before the HESS Committee.
The concerns you raise ar* valid ones and | hope the following
Lelgé)lanatlon helps to clarify the purpose and workings of HB

"Who w ill fund the practitioners who participate in this
program?U

The funding for Alaska Student Loan Forgiveness for certain
health care professionals will be through ?eneral fund
appropriation in accordance with the fiscal note the
Commission on Postsecondary Education has prepared. Enclosed
IS y of that fiscal note and their x.itional behind it.
le ote that HB 409 is de.allnﬁ ONLY with forgiveness of
LA TUDENT

ra ners

S
LOANS and not in the direct hiring of
[

a c
ase
SKA
ctit
HB 409 does NOT require Physicians to set up private practices
in underserved areas. If, however, a physician (or any other
health care professional) accepts a contract to work in an
area designated to have a shortage in their profession, they
may receive up to 100 percent forgiveness on their ALASKA
STUDENT LOANS. Public Health Service contracts in shortage
areas would therefore qualify.

PLL00-177 established the NHSC FEDERAL Loan Repay_ment Program.
This new program is designed to replace the existing NHSC
Scholarship _rqgram. Funding for this program allows for only
20 to 30 individual loan repayments per year nation wide.
Kenneth Bahm, the NHSC Region X director, has informed us thar
Alaska can expect to receive NO NEW NHSC Scholarship or Loan
Repayment recipients.
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NHCS has identified Health Manpower Shortage Areas (HMSA) in
Alaska as follows: 50 psychiatry, 20 primary medical care,

and 4 dental shortage areas. The National Health Service
(IHS) shows a current lifting of 27 physician vacancies
throughout Alaska. The Alaska Public Health Service lists
59.5 current Nursing vacancies throughout Alaska.

Given the fact that Alaska shall receive no new NHSC
Scholarships (upon which IHS has been dependent) and due to
the national nursing shortage, recruitment for these positions
will be even more difficult. HB 409 has been proposed as an
aid to recruiting Alaskans to work in these underserved areas.
HB 409 is an incentive program designed to make PHS or [HS
obs more attractive by forgiving up to 100 percent of the

o=

orrowers Alaska Student Loans.

"What does lan area . . . shortagel really mean?l .
It means that there is a vacancy in a certain profession that
a given health institution cannot fill cr in which there is a

hié;h_t_urnover. This determination is made by the NHSC.
Additional determinations for geographlc areas or professions
not covered under NHSC w ill be made through the Alaskan
Department of Health and Social Services (HSS).

"Toward which loans will the forgiveness apply?l
Forgiveness w ill apply toward all undergraduate and graduate
Alaska Student Loans taken by a borrower who qualifies.

"Does this program provide a meaningful incentive?ll .
100 percent forgiveness is undoubtedly a meaningful incentive.
Five years of service with increasing percentages of
forgiveness for the fourth and fifth years is designed to
encourage continutity and lower the high turnover rate found
in such areas.

Thank you for your comments. | hope that this answers your
questions regarding HB 409. Enclosed is a copy of the
proposed committee substitute for HB 409. The House HESS
Committee w ill be taking further testimony on Thursday,

February 18 from 8:30 to 10:00 am. | encoura(t}_e you to read CS
HB 409 and submit comments zo us before that time. If you
have an% further questions, please feel free to call Leola at
(907) 465-3704.

Sincerely,

Johnny Ellis

Co-chair HESS Committee

end 2
Imw
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REP. JOHNNY ELLIS

HOUSE HESS COMMITTEE
ALASKA STATE LEGISLATURE
POUCH V

JUNEAU, ALASKA

REFERENCE: HB 409: HEALTH PROVIDER STUDENT LOAN FORGIVENESS

DEAR REP. ELLIS:

THIS IS IN RESPONSE TO YOUR LETTER OF FEBRUARY 5,1988 REQUESTING COMMENTS
CONCERNING HB489, SUPPORTING LOAN FORGIVENESS FOR HEALTH PROFESSIONAL STUDENT

LOANS.
THE TANANA CHIEFS CONFERENCE,INC. IS SUPPORTIVE OF THIS PROPOSED LEGISLATION.

HEALTH PROFESSIONAL RECRUITMENT IS AN ON-GOING CONCERN FOR US, ALTHOUGH
FAIRBANKS 1S GENERALLY ONE OF THE MORE DESIRABLE LOCATIONS FOR PROFESSIONALS
IN ALASKA, AND WE HAVE LESS OF A PROBLEM THAN MANY OF THE OTHER REGIONS OF THE

STATE.

OUR MOST SIGNIFICANT RECRUITMENT PROBLEM HAS BEEN FOR A REGIONAL PSYCHIATRIST
TO SERVE INTERIOR ALASKA VILLAGES. WE ARE A DESIGNATED PSYCHIATRIC MANPOWER
SHORTAGE AREA, AND HAVE NOT BEEN ABLE TO FIND A CANDIDATE DESPITE NEARLY TWO
YEARS OF ACTIVE RECRUITMENT W(FINANCING IS ALSO A PROBLEM: WE HAVE REQUESTED AN
INCREASE IN OUR DHSS B.R.U. TO PROVIDE THIS SUPPORT).

OTHER ONGOING RECRUITING NEEDS INCLUDE PHYSICIAN'S ASSISTANTS TO SERVE AS
PRIMARY CARE PROVIDERS AND HEALTH AIDE SUPERVISORS (CURRENT VACANCIES IN TOK
AND MCGRATH), AND MENTAL HEALTH CLINICIANS $MSW OR PHD). WE HAVE REGULAR
VACANCIES IN THESE TYPES OF POSITIONS (EVERY TWO-THREE YEARS).

RECRUITMENT FOR PHYSICIANS, DENTISTS, AND NURSES HAS MOT BEEN A SIGNIFICANT
PROBLEM FOR US, ALTHOUGH WE WOULD PREFER TO HIRE INDIVIDUALS WHO HAVE ALASKA
EXPERIENCE VS. RELOCATING INDIVIDUALS FROM THE LOWER 48.

ONE AREA OF CRITICAL CONCERN FOR THE TCC IS THE DEVELOPMENT OF ALASKA NATIVE
HEALTH CARE PROFESSIONALS. AT PRESENT ONLY TEN PERCENT OF PROFESSIONAL
PROVIDERS SERVING THE RURAL INTERIOR ARE ALASKA NATIVE (TWO PHYSICIANS
ASSISTANTS AND ONE DEPARTMENT MANAGER 1): HeaLTH eirvt. A . . SUCCESSFUL
NATIVE COLLEGE GRADUATES SEEM TO BE CHOOSING CAREEERS IN EDUCATION AND
BUSINESS RATHER THAN HEALTH CARE PROFESSIONS.



LETTER TO REP. ELLIS PAGE TWO

TI'E PROVISIONS OF HB40? WOULD APPEAP TO PROVIDE RELIEF AND SUPPORT FOR OUR
EFFORTS TO INCREASE ALASKAN HIRE IN HEALTH PROFESSIONS.

THE FORGIVENESS PROVISIONS WOULD ENCOURAGE COLLEGE STUDENTS TO MORE FAVORABLY
CONSIDER HEALTH CAREERS, AND INCREASE THE AVAILABILITY OF PROFESSIONALS WHO
WOULD MAKE A LONGER TERM COMMITTMENT TO ALASKAN SERVICE.

YOU HAVE THE SUPPORT OF THE TANANA CHIEFS COI'FERENCE, INC. IN YOUR EFFORTS TO
ENACT THIS LEGISLATION.

SINCERELY,

CC: SEN. JOHNE BINKLEY
REP. KAY WALLIS
MITCH DEMIENTIEFF, TCC PRESIDENT
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LEGISLATIVE AFFARS AGENCY

LEGISLATIVE REFERENCE LIBRARY

May, 1988
Copies of minutes listed below were originally included
in this file. The minutes are available on the STAIRS
database CMPR. In order to save.space copies of minutes

have not been left in the files.
Mary Van Nimwegen

U MESS ft:30 a.m o

[\ hESS /o:00a."



Blue Cross,

o(Washington a«d Alaaka

15700 Dayton Avanue North/P. 0. Qox 7
Seattle, WashinQton 90111-0327
208/381-3000

February 4, 1988

Blue Cross of Washington and Alaska has reviewed House B ill 410 which
would set up a catastrophic health care program for the citizens of
Alaska. With the short time frames necessary to provide testimony at
the hearinO ,n February 4th, this review has not been in depth,.

The provision of a state funded program to provide catastrophic coverage
would be a major improvement over the earlier catastrophic fund set

up by state government. The benefits for this program as detailed in

HB 410 are somewhat "rich" but do provide coverage necessary to seriously
il persons.

You have, in Sec. 21.56.050, precluded the use of pre-existing condi-
tions. Blue Cross believes Lhat this provision w ill be a serious flaw

in the coverage. Without pre-existing conditions, any Alaskan could
delay enrollment in the program until such time as a medical problem
manifests itself. Without pre-existing condition restrictions, a person
could be diagnosed with some condition, seek treatment, realize that the
costa were becoming excessive and then join the program so that the
catastrophic coverage would then phase in and pick up costs in excess of
the $5000 deductible. With the costs of premature babies often topping
$8000 to $10,000, the state program could be faced with serious adverse
selection. The same procedure could happen with any serious illness.

A reasonable pre-existing condition limitation would assure that Alaskans
would enroll before they need the benefits. You would lessen the ten-
dency for persons to enroll when they need benefits and then disenroll
when the treatment is completed. To be actuarially sound, this program
will need the type of restriction on adverse selection which pre-existing
conditions can provide.

The time frames for implementation can probably be met although they seem
to be very short for a program of this magnitude. You may want to congsi-
der making the program available by July 1, 1989 in order to allow suffi-
cient time to set up the program, select the insurer and develop enroll-
ment materials for use in selling the coverage.



Recognizing the interest of the Legislature in a program of this sort,
we have tried to estimate the costs we think would be involved in this
program. We have not had time to do a complete actuarial analysis,
however, quick estimates would indicate that the premium for a person

in the 40 to 44 age range would be between $100 and $300 per person

per month. Since we are using age ratir , persons younger than 40
year9 would have lower premium and those etween 45 and 65 would

have higher premiums. In both caaeB, premiums would bhe age rated in
five year bands. Without information about the age mix of Alaskans who
would enroll, a more definite guesstimate 9 difficult to do. Obviously
there are other factors which w ill affect the level of premium including
the number of persons who would enroll from the Bush versus the number
of enrollees from more urban areas of the state.

In summary, we hope we can work with you as this b ill is perfected.
This seems to be a positive step forwardtoward providing coverage for
catastrophic costs of health care.
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TO: Representative Niilo Koponen
ATTN: Lisa McLaren

FROM, Jay Livey M}~
Legislative Analyst

RE: Estimate of the Number of Alaskans Without Health Insurarce
Research Request 87.012

You asked that we determine the number of Alaskans that do not have healtn
insurance coverage. You also asked that we review the activities of other
states regarding health care for uninsured individuals.

Alaskans Without Health Insurance Coverage

We were not able to use existing data to accurately determine the number of
Alaskans who do not have health insurance. Determining the number of unin-
sured Alaskans would require the collection of primary data--an activity
that is beyond the ~current capabilities of this agency. However, we can
draw some conclusions Dbased on surveys conducted in other states and dis-
cuss a previous study that estimated the number of uninsured Alaskans.

A recent publication by the Intergovernmental Health Policy Project of
George Washington University contains summaries of several state anc
national attempts to count uninsured individuals. These studies are
noted below.

A"State Programs of Assistance for the Medically Inpinenr” Tntarrm/a.-'i-
mental Health Policy Project of George Washington University. Washington.
D.C., Novemoer 1985.
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The Battel 1le study also analyzed the characteristics of this
uninsured group. npproximately 40 percent of the uninsured individuals
were children, while 34 percent were heads of households or spouses.
Twenty-two percent were single. Nine percent of the uninsured population
were health impaired; they werenot able to work or go to school.

Of the adults who did not have insurance, 80 percent were employed, 10
percent were unemployed and the rest were not in the labor force. Among
the uninsured individuals who were employed, 29.7 percent were employed in
business services, 24.7 percent in wholesale or retail trade, 18.8 percent
in construction, 7.1 percent in personal services and less than five per-
cent in each of the agriculture, mining, logging and fishing industries.
Over 75 percent of the uninsured adults had completed at least one year of
college and an additional five percent had completed high school.

In the absence of more recent data, the accuracy of the Battelle estimates
of wuninsured Alaskans and the validity of the profile of this segment of
the population are concerns. Of particular interest is any change in the
structure of the economy between 1979 and 1985. If the structure of
Alaska's economy has remained reasonably stable from 1979 to 1985, the
Battelle findings are more credible than if significant structural change
occurred during the period. Table 1 presents employment in Alaska by incus-
trial segment and compares the percentage of total employment each segment
comprised in 1979 and 1985.

As the table indicates, total employment in Alaska increased from 166,405
individuals in 1979 to 228,075 individuals in 1985, an increase of approxi-
mately 37 percent. Three sectors of the economy--government; manufactur-
ing; and transportation, communications and utilities (T-C-U)--comprised a
smaller percentage of total employment in 1985 than in 1979, with govern-
ment decreasing 3.5 percent, manufacturing 2.4 percent and T-C-U 1.8 per-
cent. Three segments of the economy--trade, construction, and services
comprised a greater share of total employment in 1985 than in 1979,
increasing 2.3 percent, 2.1 percent and 1.8 percent, respectively. Two
segments, finance insurance and real estate (FIRE) and mining showed
virtually no change.
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In  summary, national studies have estimated that the percentage of the
American population that is uninsured ranges from 9.5 percent to 15 per-
cent. Among states that have attempted to measure their uninsured
populations, Tennessee found seven percent of its population lacked health
insurance while New Mexico estimated that between 20 percent and 23 percent
of its population were uninsured. Three other states, Colorado, Minnesota
and Wisconsin, claimed that 20 percent, 10.2 percent and 8.1 percent of
their respective populations were without health insurance. The Battelle
study concluded that approximately seven percent of Alaskans were without
healtn insurance in 1982; a finding we speculate is now somewhat low.

State Activities Regarding Uninsured Individuals

You also asked that we review the activities of other states in regard to
their response to uninsured residents. A recent report, State Programs for
the Medical 1y Indigent prepared by the Intergovernmental Health Policy Proj-
ect of Washington, D.C., provides information on programs initiated in
other states to aid the uninsured. Rather than duplicating the information
found in that publication, we are attaching a copy of the section of the
report that provides a summary of the activities in other states. The
report also' contains more detailed explanations of each state's program of
assistance to the medically indigent. Should you require additional
details on a specific program, you can obtain a copy of the report from the
Intergovernmental Health Policy Project or contact our agency.

* * * *

I  hope that this information is useful. If you require additional research,
please do not hesitate to contact us.

JL

Attachment
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MEMORANDUM
TO: Representative Niilo Koponen
ATTN: Lisa McLaren

FROM, Jay Livey
Legislative Analyst

RE: Estimate of the Number of Alaskans Without Health Insurance
Research Request 87.012

You asked that we determine the number of Alaskans that do not have healtn
insurance coverage. You also asked that we review the activities of other
states regarding health care for uninsured individuals.

Alaskans Without Health Insurance Coverage

We were not able to use existing data to accurately determine the number of
Alaskans who do not have health insurance. Determining the number of unin-
sured Alaskans would require the collection of primary data--an activitv
that is beyond the current capabilities of this agency. However, we can
draw some conclusions based on surveys conducted in other states and dis-
cuss a previous study that estimated the number of uninsured Alaskans.

A recent publication by the Intergovernmental Health Policy Project of
George Washington University contains summaries or several state ar.c
national attempts to count uninsured individuals. These stidies are
noted below.

‘"State Procrams of Assistance for the MedicalH Indinenr” rnt3rnm/avn.
mental Health Policy Project of George Washington University. Wasninctcn.
D.C., November 1985.
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Five states have recently finished studies to determine the number of their
citizens without health insurance. The results of these studies indicate
that the percentage of the population that is uninsured varies consider-
ably. Tennessee found that seven percent of its population was without
health insurance while, Hew Mexico estimated that 20 to 23 percent of its
population lacked coverage. Colorado, Wisconsin and Minnesota claimed that
20 percent, 10.2 percent and 8.1 percent of their respective populations
were uninsured.

In 1977, the National Medical Care Expenditures Survey found that 9.5
percent of the U.S. population under age 65 were always uninsured and an

additional 8.3 percent was uninsured for oart of the year. A recant
article in the National Journal estimates that 12 percent of all Americans
are without health insurance. Katherine Swartz, of the Urban Institute,

used the Census Bureau's Population Survey to estimate that approximately
16 percent of the nation's population under 65 years of age is unin-
sured. A Census Bureau report found that 15 percent of Americans did
not have health insurance during the fourth quarter of 1983.5

An estimate of the number of uninsured Alaskans was made in the_Alaska
Health Care Financing Study (Battelle Study) completed in 1982.° That
study, using U.S. Bureau of the Census information gathered in 1976 and
1980, found that approximately 29,000 Alaskans (seven percent of the
population) were wuninsured. Based on current population estimates of
540,000 people, the Battelle findings would suggest that approximately
37,800 Alaskans may currently be without health insurance coverage.

AMWho  Are the  Uninsured?”, J. Kasper, D. Walden and G. Wilensky, National
Health Care Expenditures Study, National Center for Health Services
Research, U.S. Department of Health and Human Services.

A"Health  Insurance for the Unemployed and Uninsured”, R.J. Blendon, D.E.
Altman, S.M. Kilstein, National Journal. Vol.15 No.22, p.1146-59.

yThe Changing Face of the Uninsured”, Katharine Schwartz, Urban Insti-
y tute, June 1986.

Economic Characteristics of Households in the United States: Fourth
Quarter 1983", U.S. Bureau of the Census, U.S. Department of Commerce.
Washington, D.C., 1985.

°Alaska Comoreherisive Heal th Care Flnancino Study: Final Report Volume 1.
Battelle Human Affairs Research Center, Seattle. Washington, Marcn 1982.
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The Battelle studyalso analyzed the characteristics of this
uninsured group. Approximately 40 percent of the uninsured individuals
were children, while 34 percent were heads ofhouseholds or spouses.
Twenty-two percent were single. Nine percent of the uninsured population

were health impaired; they were not able to work or go to school.

Of the adults who did not have insurance, 80 percent were employed, 10
percent were unemployed and the rest were not in the labor force. Among
theuninsured individuals who were employed, 29.7 percent were employed in
business services, 24.7 percent inwholesale or retail trade, 18.8 percent

in construction, 7.1 percent in personal services and less than five per-
cent in each of the agriculture, mining, logging and fishing industries.
Over 75 percent of the uninsured adults had completed at least one year of
college and an additional five percent had completed high school.

In the absence of morerecent data, the accuracy of the Battelle estimates
of uninsured Alaskans and the validity of the profile of this segment of
the population are concerns. Of particular interest is any change in the
structure of the economy between 1979 and 1985. If the structure of
Alaska's economy has remained reasonably stable from 1979 to 1985, the
Battelle findings are more credible than if significant structural change
occurred during the period. Table 1 presents employment in Alaska by indus-
trial segment and compares the percentage of total employment each segment
comprised in 1979 and 1935.

As the table indicates, total employment in Alaska increased from 166,405
individuals in 1979 to 228,075 individuals in 1985, an increase of approxi-
mately 37 percent. Three sectors of the economy--government; manufactur-
ing; and transportation, communications and utilities (T-C-U)--comprised a
smaller percentage of total employment in 1985 than in 1979, with govern-
ment decreasing 3.5 percent, manufacturing 2.4 percent and T-C-U 1.8 per-
cent. Three segments of the economy--trade, construction, and services
comprised a greater share of total employment in 1985 than in 1979,
increasing 2.3 percent, 2.1 percent and 1.8 percent, respectively. Two
segments, finance insurance and real estate (FIRE) and mining showed
virtually no change.
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Table 1
Comparison of Shares of Employment By Industrial Sector
1979 and 1985
Industrial 1979 1985 Change
Sector Number Percent Number Percent 1979 to 1985
Mining 5,773 3.5% 9,513 4.1% +0.6%
Construction 10,092 6.1 18,609 8.2 +2.1%
Manufacturing 12,818 7.7 12,109 5.3 -2.4%
Trans., Communica-
tions, Utilities 16,704 10.0 18,685 8.2 -1.8%
Trade 29,388 7.7 45,800 20.0 +2.3% -
Finance, Insur-
ance, Real Estate 8,035 4.8 11,524 5.1 1
Services 28,345 17.0 43,014 18.3 +1.3%
Government 54,532 32.8 66,7c5 29.3 -3.5%
Miscellaneous 720 0.4 1,956 0.8 +0.4%
Totals 166,406 100.0 228,075 100.0
Source: Statistical Quarterlv. Alaska Department of Labor, 4th quarter
reports for 1979 and 1985.
Note: Number of individuals employed is the monthly average of nonagri-
cultural employment.
Overall, the shares of total employment attributable to these industrial
sectors were relatively wunchanged from 1979 to 1984. In terms of the

impact on the number of uninsured Alaskans, the most significant changes
were the declining share of government emlployment and the increasing share
of the trade and services sactors. Virtually all government employees are
insured through employment while a significant number of trade and service
sector employees are not.

In  the absence of more recent data, we conclude that the Battelle stuay
provides a reasonable starting point for estimating the number of Alaskans
who do not have health insurance coverage. The current Alaska economy is
similar in structure to the the 1979 economy, lending credibilty to the
assertion that approximately seven percent of the population may be unin-
sured. However, we speculate that Decause of minor shifts in economic
structure since 1979 and recent increases in unemployment, the percentage
of uninsured Alaskans within the population is probably somewhat higne”
than seven percent.
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In summary, national studies have estimated that the percentage of the
American population that is uninsured ranges from 9.5 percent to 16 per-
cent. Among states that have attempted to measure their uninsured
populations, Tennessee found seven percent of its population lacked health
insurance while New Mexico estimated that between 20 percent and 23 percent
of its population were uninsured. Three other states, Colorado, Minnesota
and Wisconsin, claimed that 20 percent, 10.2 percent and 8.1 percent of
their respective populations were without health insurance. The Battelle
study concluded that approximately seven percent of Alaskans were without
health insurance in 1982; a finding we speculate is now somewhat low.

State Activities Regarding Uninsured Individuals

You also asked that we review the activities of other states in regard to
their response to uninsured residents. A recent report, State Programs for
the Medically Indigent prepared by the Intergovernmental Health Policy Proj-
ect of Washington, O.C., provides information on programs initiated in
other states to aid the uninsured. Rather than duplicating the information
found in that publication, we are attaching a copy of the section of the
report that provides a summary of the activities in other states. The
report also’ contains more detailed explanations of each state's program of
assistance to the medically indigent. Should you require additional
details on a specific program, you can obtain a copy of the report from the
Intergovernmental Health Policy Project or contact our agency.

*

I hope that this information is useful. If you require additional research,
please do not hesitate to contact us.

JL

Attachment
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cutbacks and cost containment efforts clearly were taking place before
1981, but both intensified with the advent of the recession.

Since 1975, Medicaid — the largest governmental health program
for the poor -- has become less effective in its ability to cover the
medically indigent .opulation. In 1975, 63 percent of the population
near or below the poverty line were eligible for Medicaid; in 1983, the
number covered fell below 50 percents This occurcd during a period
when the number of people in poverty increased. The decline was a

result of a combination of federal cutbacks in Medicaid and declining
state revenues that forced many states to reduce the scope of their
Medicaid programs.

Government spending cuts and increases in the unemployment rate
have occurcd before and most likely will occur again. When the economy
improves -- which it has -- federal and state governments frequently
reinstate  coverage of benefit and eligibility cuts -- which many have.
Still, improvements in the economy and restoration of program cuts have
not bumped the issue of health care for the medically indigent from the
states' legislative agendas. It is a third factor, public and private
sector efforts to control health care costs, that appears to explain
why health care for the medically indigent continues to attract policy-
makers' aiicntion.

A decade of inflation in medical costs that consistently exceeded

the  general inflation rate propelled businesses  and governments to
aggressively search for and adopt policies to control their health care
costs. Such cost containment initiatives as Medicare’s prospective
payment system (based on Diagnosis Related Groups), selective con-
tracting in California and competitive bidding in Arizona under
Medicaid, record growth in HMO membership and the proliferation of
preferred provider organizations have put enormous pressure  on pro-
viders to deliver health care in a more cost efficient manner. Under
these new conditions, the efficient provider is rewarded with adequate
reimbursement that assures continued survival in the competitive market
place.

For the most part, the new competitive reimbursement systems do
not cover bad debtor charity care, and they preclude the provider from

charging higher rates inorder to cover bad debt or charity care
(commonly referred to as cost-shifting). Thus providers, particularly
public hospitals, who continue to serve everyone, regardless of their
ability to pay. are at risk of not covering their costs. It s
not surprising that many providershave grown increasingly reluctant

to provide <charity care to the medically indigent. In fact, many of

the states that have examined the issue of indigent care were origi-
nally studying cost containment proposals.

impossible to separate the magnitude ro.-h of ‘'he ihrer
contributing factors because in large part, each is affected by the
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Assuring access to health care for the medically indigent
people with little or no public or private health insurance and without

resources to pay for essential medical services — has become one of
the most pressing health care issues of the  1980s. In their 1984
legislative sessions, 22 states introduced legislation with the

objective of improving the medically indigents’” access to health care.
Since 1984, 20 states have organized legislative or gubernatorial study
commissions with financing health care for the medically indigent as
the primary focus or an important secondary concern of medical care
cost containment efforts.1 The primary objective of this report s
to identify and document the major state policies and programs designed
to improve access to health care for the medically indigent.

Although the provision of funding of health care services for the
medically indigent has long been a concern of national, state and local
policymakers, recent events have brought it to the forefront A  major
catalyst appears to have been the recession of 1981-82 when the nation
experienced a slowdown in the growth of the economy and high unemploy-
ment levels. The Employee Benefit Research Institute, using the Current
Population Survey  Statistics of the U.S. Census Bureau, found that
about 14 percent of the noneldcrlv  population were without health
insurance coverage from any source in 1979. That proportion rose to
15.5 percent in 1982 and 16.5 percent in 19S3.: The uninsured,
especially when unemployed, arc at great risk of becoming medically
indigent.

Although the nation’s unemployment rate has returned from a high
of 10.S percent to the pre-recession level of 7 percent, millions of

people arc still without jobs. Despite the fact that 1983 marked an
upturn in the nation's economy, the Employee Benefit Research Institute
noted nearly one million fewer pcopie were covered by employer plans in
1983 than had been coveredinl982.3 Since 35 percent of those with
private sector health coverage obtain it through job related health
plans, any unemployment rateabove the full employment level  will

contribute to the number of wuninsured and therefore to those at risk of
medical indigency.s

The recession also gave rise to two other pressures that exacer-
bated the medical indigency problem: federal and state cutbacks in
programs assistingthe medically indigent; and private and pu'Mic
el torts to control continually rising health care costs. %\ Zrningnrn)
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other. For example, the recession gave- employers a rationale for
instituting ma;ir cost-saving changes in their employee benefit plans
to cut business expenses. But taken together, the recession (and
continued unemployment), governmental program cutbacks and cost
containment efforts have focused renewed attention on the long-standing
problem of assuring the medically indigent access to necessary health
care.

Who are the Medically Indigent?

The report briefly summarizes the numerous national and state

studies  that identify and describe the medically indigent population.
Although different studies often yield seemingly conflicting results,
discrepancies usually arise because the studies adopt different
definitions of indigency, draw from different data bases, or were

conducted in different years.

Nationally, according to two studies, 15 to 16 perccr.t of people
under the age of 65 lack health insurance at any given time (Kasper ci

al, and Schwartz).o This percentage translates into about 35 million
people. Another study estimates that an additional 13 percent of the
nation’s  population under age 65 has inadequate health insurance
coverage (Farley).7 That is, the insurance policy fails to cover

major health costs and the policyholder is in danger of financial
hardship or even ruin in the event of a major illness.

At the state level, however, variations in the estimates of the
size of the medically indigent population can be significant. For
example. New Mexico and Colorado estimate that 30 percent of their
population lack  health insurance coverage, while Minnesota puts its

level at 8 percent.

Although the specific characteristics of the medically indigent

vary by state -- depending on the type of employment common to the
particular state (manufacturing, construction, retail, etc.), the
comprehensiveness of Medicaid coverage, and the average income of the
residents -- the Kkey determinants of medical indigency arc unemploy-
ment, employment in small or low-wage firms, and income status. One
national study estimated that 13 percent of those who lost their jobs
during the 1982 recession were  left without any insurance coverage
(Wilonsky).s A study in a major metropolitan area found that 38

percent of the unemployed had neither private health insurance nor
Medicaid coverage (Berki).o And a study by the Urban Institute
estimated 25 percent of wuninsured adults wor'ed lull-time for 40 weeks
or more (Schwartz),10 presumably because they worked for small firms
that do not offer health insurance as a fringe benefit.

'n  examining the health insurance coverage of the poor, one
national study estimated that 15 percent of the poor -- people at or



cutbacks and cost containment efforts clearly were taking place before
1981, but both intensified with the advent of the recession.

Since 1975, Medicaid -- the largest governmental health program
for the poor --has become lesseffective in its ability to cover the
medically indigent population. In 1975, 63 percent of the population
near or below the poverty line were eligible for Medicaid; in 1983, the
number covered fell below 50 percents This occurcd during a period
when the number of people in poverty increased. The decline was a

result of a combination of federal curbacks in Medicaid and declining
state revenues that forced many states to reduce the scope of their
Medicaid programs.

Government spending cuts and increases in the unemployment rate
have occurcd before and most likely will occur again. When the economy
improves - which it has -- federal and state governments frequently
reinstate coverage of benefit and eligibility cuts -- which many have.
Still, improvements in the economy and restoration of program cuts have
not bumped the issue of health care for the medically indigent from the
states’ legislative agendas. It is a third factor, public and private
sector efforts to control health care costs, that appears to explain
why health care for the medically indigent continues to attract policy-
makers' attention.

A decade of inflation in medical costs that consistently exceeded
the general inflation rate propelled businesses  and governments to
aggressively search for and adopt policies to control their health care
costs. Such  cost containment initiatives  as Medicare’s prospective
payment system (based on Diapoosis Related . Groups), selective con-
tracting in California and co etitive bidding in Arizona under
Medicaid, record growth in HMC membership and the proliferation of
preferred provider organizations have put enormous pressure on pro-

viders to deliver health care in a more cost efficient manner. Under
these new conditions, the efficient provider is rewarded with adequate
reimbursement that assures continued survival in the competitive market
place.

For the most part, the new competitive reimbursement systems do
not cover bad debt or charity care, and they preclude the provider from

charging higher rates in order to cover baddebt or <charity care
(commonly referred to as cost-shifting). Thus providers, particularly
public  hospitals, who continue to serve everyone, regardless of their
ability to pay. are at risk of not covering their costs. It s
not surprising that many pro-iders have grown increasingly reluctant
to provide charity care to the medically indigent. In fact, many of

the states that have examined the issue of indigent care were origi-
nally studying cost containment proposals.
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below 125 percent of the poverty level -- were ineligible for Medicaid
and lacked private health insurance (Wilensky and Berk).11 In  sur-
veying people with incomes below 150 percent of the federal poverty
level, Colorado found that 38 percent did not have private health
insurance and were ineligible for Medicare and Medicaid.

Other characteristics of people at risk of being medically
indigent arc age and place of residence. Depending on the state, the
two age groups most frequently identified as having the Jlowest levels
of health insurance coverage arc children under the age of 18 and young
adults age 18 to 24 (or frequently, 18 to 35). People living in rural
areas and those residing in the southern and western regions of the
country also have lower health insurance coverage levels (Mulstcin).12

Stale Indigent Care Programs: Findings

It is not widely wunderstood that for years many states -- often in
conjunction with local units of government -- have operated programs to
assist  medically indigent residents. This report is an initial effort

to document these programs in order to assist federal, state and local
policymakers in developing or modifying their policies affecting health
care delivery . to that group. The emphasis of this report is on
statewide programs; programs supported by local or county governments
independent of state efforts arc not included due tothe lack of data
and limited staff resources.

Every state has adopted legislation authorizing various levels of

government to provide certain health  and medical services  for its
residents. And in all but three states, cither the state or local
government is cxp-cssly obligated by law to provide at least some
health  services to some indigent populations (Butler).13 The report

found that as of July 1985, 34 states had state indigent careprograms,
which arc state programs designed to assist the medically indigent and

administered or funded wholly or in part by thestate government.
Programs that rely on federal monies -- Medicaid and the maternal and
child health block grant, for example -- were specifically excluded as

were local programs that serve only a limited region of the state.

In the 16 states that do not have a state indigent care program,

coisnuc*. and municipalities generally have some legal responsibility
fi.ir providing medical care to their residents. However, those require-
ments tend to be rather general and .mprccise leading to broad va-
riations n benefit coverage. eligibility standards and. program
administration. Also,it is rather common that counties supporting a
public  hospital arcnot only required to provide care to resident
indigenes but are often expected to provide care to nonresident
iiuligents Recent changes in Florida and Texas programs were, m part,

caused by this movement of indigenes across counties.



Of the 34 states with indigent care programs, IHPP identified 41
programs (five states had more than one program). Although each of the
programs is unique, they do have several features that allow comparison
including such program components as financing, eligibility standards,
administration and benefit coverage. In any indigent care program, the
state or the county must assume certain administrative functions:
establishing the eligibility standards, deciding which medical services
will be reimbursed, and processing providers’ claims. Seventeen states
administer all components of their indigen' care program: in  the
remaining seventeen, the state and the counties share the adminis-
trative responsibilities.

Eighteen states totally funded their indigent care programs, and
15 states financed the programs jointly with local governments, usually
counties. The state-local share in those states ranged from 50 percent
state and 50 percent county, to 92 percent state and 8 percent county.
While most of the funds for these programs arc derived from stare

general revenues, a few states rely on other funding sources. Those

counties sharing in the financing of a state indigent care program

raise revenue through a sales tax or a property tax. South Carolina’s

program, to be implementedin 1986, has the most unique means of

funding making separate assessments on the counties and on hospital net

patient revenues. Twoother states -- Florida and West Virginia

have adopted an assessment on hospital revenue, but in bothstates the
revenue is used as the state match for recent expansions in their

Medicaid programs.

Frequently, states with shared responsibility delegate respon-
sibility for determining eligibility to the counties, and assume
responsibility for the orher administrative duties themselves. In
twenty six states, thestate government s responsible for establishing
eligibility standards for the indigent <care programs while in the other
eight, the  counties arc totally or partially responsible for estab-
lishing eligibility standards. The advantage of the state setting the
eligibility standards is that the standards will more likely be uniform

across county lines.

Twenty-two  states have indigent care programs  associated  with
state or county general assistance programs. General assistance
programs  (also called general relief. home relief, and poor relief)

provide continuing or emergency income assistance and serve as the
ultimate "safety net" for pour individuals and families ineligible for

federally-supported assistance programs like AFDC and SSI. In  most
instances, thegeneral assistance program has a medical component so
that  all those who uualifv for aid are entitled to receive some

medical benefits.

A common variation of the state indigent care program is (.he state
created optional program pcvidinc. state assistance for participating
counties or towns. In these states, the local wunit of covcrnme.it s
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legally responsible for providing care to their medically indigent

residents. An optional state program offers to assist the local units
of government in meeting  their  obligation, usually through admi-
nistrative or financial assistance. If  the local unit  of govern-
ment  elects not to  participate, it must  then administer its  own
program.

Eight states offer optional indigent care programs, four of which
are tied to their general assistanceprogram. New Jersey’s  General
Assistance-State  Medical Match program, for example, provides a 75
percent state match for medical services provided to any indigent
meeting state eligibility criteria. Nonparticipating municipalities

must fund such programs totally with their own dollars.

Sixteen of the 34 states with indigent care programs cover both

hospital and ambulatory servicessimilar to those mandated services

provided wunder Medicaid. By law, Medicaid must provide inpatiint and
outpatient hospital services, physician services. lab and X-ray
procedures, rural health clinics, home health services, and skilled
nursing facility services. Frequently, however. states put greater
restrictions on services provided under their indigent care programs.
For example. Oregon limits inpatient hospitalization to IS days per
year for Medicaid recipients and 12 days per year for general assis-
tance recipients. Maryland's general assistance program requires a

SO.50 copayment on prescription drugs but makes no such demand wunder
its Medicaid program.

Another nine states have more limited coverage of inpatient and
hospital services, and physician services. Of the remaining nine
states. Vermont and Massachusetts cover ambulatory services only, and
South Carolina. Louisiana. Mississippi, and Oklahoma limit coverage to
hospital services. Maine, Wisconsinand Montana assist the counties in
financing indigent care but allow counties to decide which services to
reimburse. The state programs rarely cover long term care. In those

that do cover suchservices, it usually accounts for only a small per-
centage of program expenditures.

During fiscal year 19S3. the states and counties spent more than

S2.3  billion on the4l programs. This is in addition to the states’
share of S16 billion for the Medicaid program in FY 1983. The S2.3
billion is wundoubtedly low because not all county contributions to the
programs were available. Nor does the S2.3 billion take into account

state spending on programs for specific diseases or populations such as
for renal dialysis, sickle ceil anemia and hcmophelia or pharmaceutical
assistance to the elderly. Finally, it does not includethe funds

counties give directly to hospitals to help them offset the cost of

uncompensated cnrc.



Other State Policies and Programs

Financing and administering statewide indigent care programs is

certainly the most significant option the states have chosen to assist
the medically indigent, although other alternatives do exist. For
example, several states have health programs designed to reach a small
target population or supplement existing federal, state or locally
funded medical service programs. Since the range of services and
numbers of people they serve can be quite limited, these programs

should be viewed as supplementing rather than substituting for state
indigent care programs.

Many programs attempt to provide some assistance for people

suffering from specific diseases or afflictions such as sickle cell
anemia, cancer. hemophilia, blindness, and tuberculosis. Another
approach is to provide assistance to a specific population. Five
states fund pharmaceutical assistance programs for low incomeaged or

disabled, for instance.

Another alternative involves the application of the state's
authority to expand the availability and comprehensiveness of insurance
coveragethrough the private health insurance market place. As  of
April 1985, nineteen states had enacted laws  requiring insurers to
permit  those whose healthinsurance policies have been terminated,
usually as theresult  of lay-offs, to continue their policies for
anywhere  from 30 days to one \year. Policyholders pay the entire
premium but benefit from group rates rather than having to pay more
expensive individual rates. Thirty-one states have also enacted
conversion  statutes requiring insurers to permit those whose policies

have been terminated to convert from group to individual policies.

Nine states (Connecticut, Florida. Indiana. Minnesota, Montana.
Nebraska, North Dakota, Rhode Island and Wisconsin) have established
comprehensive health insurance associations, more frequently called
"risk  pools." These pools are designed to make available a health
benefit plan to individuals unable to obtain coverage, even though they
can afford reasonable premiums, because of their poor health status.
The premiums, set under these state programs for the so-called "un-
insurablos" tend to be expensive, ranging from 125 to 150 percent of
those charged to standard-risk policyholders. So far. no state  has

been willing to subsidize the cost of premiums for low-income people.

Alaska and Rhode Island operate catastrophic health insurance
programs designed to mitigate the financial effects of lengthy, costly
illnesses. (Maine operated a program for several years, but it was
amended in 19X5 to cover only ambulatory care. Catastrophic inpatient
hospital costs are covered under the  state rate setting program.)

lhesc state catastrophic programs are designed to be the paver of last

full v exhausted before the state's contribution begins, and the person
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is liable for sizable deductibles and copayments. Tne state program
then assumes responsibility for a portion of the remaining expenses.

Setting the deductible high -- that is, requiring the applicant to
spend a certain amount before becoming eligible -- discourages partici-
pation by people who are poor. In Rhode Irland, for example, the
minimum deductible is the greater of SI1,035 or 10 percent of income for
those with comprehensive health insurance. Those without health
insurance a-c required to pay the greater of 510,350 or 50 percent of
allowable income. Both programs  have  substantially- increased their
deductibles in the past few years to target benefits to people suf-

fering catastrophic illnesses and to control costs.

The final options discussed involve the use  of the states’
regulatory authority to extract some level of charity care from
institutional providers or (n ensure that all third party payers snare

evenly in the burden of financing care for the medically indigent.
Four states plus the District of Columbia have adopted policies that,
under ccr,..in circumstances, tic certificate of need (CON) approval to
the applicant’s commitment to providingcharity care. Georgia issued a
regulation in 1984 that requires parties purchasing or leasing a public
hospital to provide an amount of charity care equal to 3 percent of the
hospital gross revenue for the sale cr lease to be approved. South
Carolina has adopted a policy that requires all health care facilities
to include an indigent care plan in their CON applications.

Four states -- Maryland. Massachusetts, New Jersey, and New York
-- have implemented so-called all-paver hospital rate setting programs.
(During the preparation of this report, however, Massachusetts’ and New
York’s Medicare waivers were terminated and not renewed.) Each system

operates differently, but all include some provision for uncompensated
care. For example. New Jersey’s system is based on DRGs. There,
hospitals” payments arc increased by an uncompensated care factor that
reflects its ratio of uncompensated <care to Qgross revenues. Massa-
chusetts — which has a state indigent care program that covers only
services delivered outside of a hospital setting -- requires hospitals
to provide charity care in order to receive payment for uncompensated
care. Wisconsin and Washington have rate setting mechanisms chat do
not include a Medicare waiver. Three other states -- Connecticut,
Maine, and West Virginia -- are in the process of implementing multiple

or all-payer hospitai rate setting programs.

In 1984, 14 states had organized gubernatorial or legislative
study commissions to develop policy recommendations. 3y August 1385,
an additional 8 states had adopted legislation requiring the state to
study the issue and four ofthe 14 states of 1984 hadadopted legis-
lation requiring further study of the issue. s With 15 to 16 percent
of the nation’spopulation wuninsured, and with the public and private
sectors continuing to implement cost containment strategies, the search
for  Swlu:;.:nr. ensure  greater  access to ‘veil™ care sc-viee*  for
indigems will  undoubtedly remain one of themajor priorities of
federal, state and local policy makers over the next few years.
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PART B: LIST OF PROGRAMS IN STA TE PROFILES

The following table lists the programs included in each state's
profile- This table represents the programs identified by the
states as of June 1984 plus recently (1985) adopted legislation
creating a state indigent care program for the states of Arkan-
sas, South Carolina, and Texas.

All findings in the Executive Summary and Chapter Il are based
on these programs as they existed in June 1984. Initials in
brackets indicate the shorthand notation used to identify the
programs listed in the chart "Characteristics of State Indi-
gents Care Programs." Other 1985 legislation making signifi-

cant changes in state indigent care programs or indigent care
policies (such as Nevada) are also included.
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PROGRAMS IN THE STATE PROFILES

JUNE 1984
State Program Pace
Alabama |l Health Care ResDonsibility
Act {HCP.A} e —— 03
[l Cancer Screening Anc Treatment
FOr TN dTCEN TS  ———————————————— /1
Alaska | General Relief Medical {GR-M} . . . 73

IV Catastrophic Health Insurance . . . 75

Arizona A Arizona Health Care Cost
Containment System ({Ah'CCCS} . . . . 79
Arkansas Il A. Indicent Health Care Program
{L1985] s 83
3. University of Arkansas for
Medical SCIeNCES m————— 54

Il High-Risk Maternity Patients S 34

California A. County Medical Services
Program {CMS?) s "
3. Medically Indigent Services
Procram " {M IS ? mmn—n,

V. CON Indigent Care Provisions oo ¢

Colorado " A, Statewide Medically Indigent
Program {SMI?}  —————— M
3. Community Maternity Program
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States

Connecticut [
[

[ 1]

Y

Delaware |
Dist. of Columbia |
v

Flor ida |
[

Y

Georgia I
v

Hawa ii |
Y

ldaho |
[llinois |
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Programs Page
General Assistance Medical Aid
Program {GA-MA} i ———— 101
Soldiers, Sailors and Marines
T 105
Indigent Care UnderRace Setting 106
Comprehensive Health Insurance
ANd RISK P 0 0 | 107
NO StAte P rogram ——————————————— L]
Medical Charities Program {MC?)} 113
CON Provisions Affecting
INAIgENt C 8T B s ——————————— ————. 113
Health Care Responsibility Act
{HCRA} 115
A Primary CareN etw 0K S . 115
3. Regional Perinatal Intensive
Care Program.
RISK P OOl /s,
NO SEALE P I 0 g0 2@ M c————————— 119
CON Indigent Care Provisions 120
State-0nly Medicaid [SM}  mm—— 121
Mandatory Health Insurance 123
No State Program
A. General Assistance Medica
Program {GA-M;  ——————— 129
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States

Indiana |
[V

lowa |

Kansas |

Kentuc xy I
[

Louisiana |

Maine |
[
11
[V

Mary land |
[
[ 1]

Massachusetts |
[ 1]

Chapter 1V

Programs Page

Hosoital Care for the Indigent
[H C T} s,
RISK POl
State Papers Program {SP}
MediKan {MKAN}
No State Program oo
Quality Charity Care Trust
State Charity Hospital System
{SCHST e ——————————
General Assistance Medical
[ G A = M} s .145
A. Medical Eye CareProgram 151
3. Pharmaceutical Assistance

for Aged P er s 0N S ——— 151
Indigent Care Under Rate Setting 151
Catastrophic Healthinsurance 152

State-0nly
Pharmaceutical

Medicaid {SM}
Assistance

Program s s s o o

Indigent Care wunder Rate Setting
General Relief TGR) m—
Indigent Care Under Rate Setting
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States

Michigan

Minnesota

Mississippi

Missouri

Moncana

Nebraska
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I
A%

Programs Page

A. Resident County Hospitaliza-

tion Program (RCH) 169
B. General Assistance Medica

(G A = M} o —————————— ... 171
C. Nonresidents Hospitalization

Por0 0 1 @ M o, 174

A. General Assistance-Medical

Care {6 A = M C J s, 175
University Hospital PapersProgram 178
A.Catastrophic Healthlinsurance . 178
3. Comprehensive Health Insurance

ANd RiISK P 00| 130

A, State Hospital Commission {SHC} 133
3. Charity Hospital System o 134

General Relief-Medical {GR-Mj . . . 137

Ao 3lind Pension P rogram ommmmmm 190
3. High-Risk Maternity and Child

Care P ro g ram S ., 190
C. Other Limited Indigent Care

VI T O N | 191

State Administered General Relief

{GR} 193
Risk Pool (1935} 195
NO State Program  ————

State Disability Program-Medical
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States

Nevada

New Hampshire

New Jersey

New Mexico

New York
North Carolina
North Daxota

I
v

Chapter 1V

Programs Page

A. Supplemental Fund for Assistance

to indigent Persons {1985} . . . 199
3. Fund for Hospital Care to
INaiaent PerSONS mmmm——————————— 200
NO STALTE P IO gl am e ———————————————————— 201
A, General Assistance-State Match
Medical Program {GASMM} s 202
3. AFDC Non Federal-Medical
[AFDCoNF} s 205
Pharmaceutical Assistance for
Aged and Disabled P er S0 N S wmmmm 2C7

Indigent Care Under Rate Setting .. 208

Indigent Hospital Claims Act. . . . 211

Special Medical Need Program for

the Seriously 1 1 1 s —————— 00, 212
State-0nly Medicaid {SM} mmm—— 213
Indigent Care Under RateSetting . . 215

NO STATE P IO g0 am m—————— 217

No StateProgram oo

Remedial 31lina Program

RISX P 0 0 | s

General Relief-Medical {GR-M} ... 222

Adult Emergency Assistance . . . . . 225
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States

Oklahoma

Oregon

Pennsylvan ia

Rhode Island

South Carolina

South Dakota

Tennessee

Texas

T
|

3—4
[

11

Programs

Inciaent Health Care {IHC}

General Assistance-Medical {GA-M}

General Assistance-Medical {GA-M}
Pharmaceutical Assistance for
ERE A AL T —

General Assistance-Medical {GA-M}
Catastrophic Health Insurance

Medically Indigent Assistance
FUNd {L1985] s,
A. Midlands Hospirals Indigent

Care Partnership
3. Sickle Ceil Anemia
CON Indigent Care Provisions

Catastroonic Countv Poor Relief
Fund (CCPR, e ———
Xidnev Disease Program

NO State Program —————————————
A. Speech and Hearing Program

3. Hemoohilia Procram

C. Chronic Renal Disease

Indigent Health Care anc Treat-
ment Act {1985}
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Utah
Vermont |
Vircinia |
Washinoton |
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[
.$co0ns :n 1
[
11
|V
wvemine |

.- W\
Chapter
Programs P
Indigent Medical Assistance
Program {IMAP] s ———n
General Assistance-Medical {GA-M}

A. State and Local Hospitalization
Program {SLH}

3. General Relief-Ongoing Medical
Assistance {G P .- 0 N J o 256

C. General
Medical
D. State

Relief-Ernergency
Assistance {GR-ER}
Teaching Hospitals {S7H}

A, General Assistance-Unemploy-

able Program {GA-U}
3. Limited Casuvalty Prcgram-
Medically Indigent {LCP-MI
Indigent Care Under Rate Setting
NO STATE P o gl am m——————n,,
Indigent Care Under Rate Setting
A. General Relief-Medical {GR-M}
A, Chronic Renal Disease Program
3. Hemophilia Program .
C. Needy Indians Program S
Indigent Care Under Rate Setting
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Minimum Medical Prccram {MM?}
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Financially Catastrophic
and High-Cost Cases:
Definitions,
Distinctions, and Their
Im plications for

Policy Formulation

Tofacilitate discourse and improve the formulation of policy, .» Near distinction
should be made between financially catastrophic and high-cost health care
expenditures. | propose that financially catastrophic’be used to describe cases
whase expenditures are large relative to ability to pay (g, when out-of-pocket
medical expenditures exceed 15% of annual family income) and that “high cost”
describe cases whose total expenditures exceed a set amount (eg, 510,000 in a
year’ time) regardless of source of payment or ability to pay. Using these
dstinctions, | show how third-party coverage and other resources determine
whether a high-cost case or illness is alsofinancially catastrophic. 1 illustrate the
usefulness of the proposed categorization by applying it to several current policy

ISSUES.

The mid-1980s are seeing a resurgence of concern
about catastrophic health care expenditures and
aconsequent increase in the attention given to cat-
astrophic health insurance proposals. However,
despite the familiarity of the topic—interest in
these issues has been ebbing and flowing for
decades —or perhaps because of it, the meaning
of terms like catastrophic illness, catastrophic
medical expenses, and catastrophic health care
costs is not as unambiguous as might be expected.
Often such terms are associated with cases of se-
rious injury from traffic accidents, newborns with
severe congenital problems, persons afflicted with
lingering cancers, and, lately, victims of acquired
immune deficiency syndrome (AIDS). Some
would argue, however, that much less dramatic
illnesses can also be catastrophic if they strike peo-
ple who are poor and have no health care cover-
age. not even Medicaid. For such people, even rel-
atively modest amounts of medical care for
common illnesses like an acute urinary tract in-

fection and a strep throat are apt to be financially
ruinous and, in that sense, catastrophic.

Distinguishing from one another such differ-
ing conceptions of what constitutes a catastrophic
health care expenditure is important because it
influences how we approach public policy issues
that involve large sums of money and affect some
of our most vulnerable citizens. This article offers
a classification scheme and a definitional guide
intended to facilitate the analysis and formula-
tion of policy in this area.

Financially Catastrophic Cases and
High-Cost Cases

Some of the work on catastrophic health insur-
ance makes an explicit distinction between health
care expenditures that are large in relation to th.
patient’s ability to pay and those that are deeme;
high because they exceed a specified amount.1 Be-
cause no labels have been applied consistently u-
these two categories, 1 propose that the tern

Leon V\X/SZBNH'HQ Ph.D.. is an assistant professor. Department <n Health Services Management and Point.
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financially catastrophiccasene restricted to situ-
ations in which expenditures arc considered large
relative to the patient's ability to pay, as deter-
mined by the extent of third-party coverage and
other resources available to pay for care. The term
applies, for example, to out-of-pocket medical ex-
penditures that exceed 15% of annual family in-
come.1 Similarly, I propose that the term hlg'l-
00st CBerefer to instances where expenditures ex-
ceed an amount considered to be large, without
regard to source of payment or ability to pay. By
that definition, Birnbaum’s study of persons with
more than $5,000 in total annual health expendi-
:ures incurred in 1974 was an examination of high-
cost cases.1
Distinctions and Besic Pairings
‘tisimportant to distinguish between financially
catastrophic and high-cost cases because all too
often it isassumed that the two are identical. They
are not; rather, as Figure 1 illustrates, they over-
lap. A case that is high cost is not necessarily cat-
astrophic as well. Whether it is or not often de-
pends on third-party coverage. To take an obvious
example, someone who has truly comprehensive
health care coverage with no cost-sharing features
will never face catastrophic health care expendi-
tures, even if the expenditures for that person
ireatly exceed the high-cost threshold. That is one
of the situations that arise from the relation

Financially Catastrophic and High-Cost Cases

among high-cost cases, financially catastrophic
cases, and the combination of third-party cover-
age and other resources that determines ability
to pay for care. All possible combinations of these
factors are identified in Figure 2, including the
following three basic pairings of catastrophic and
nigh-cost attributes;

Simultaneowsly catastrophic and high cost.
High-cost cases are financially catastrophic
whenever third-party coverage proves inadequate
and there are insufficient other resources to cover
costs without creating hardship (cell 1in Fig. 2)
or when there is no coverage at all and other re-
sources are not enough to compensate (cell 2).

Hmcnstbutnotcztastrqd"lc A high-cost case
will not be financially catastrophic if the combi-
nation of coverage and other resources isadequate
to cover the expenditure (cell 3) or. in the absence
of coverage, if the other resources aione are suf-
ficient (cell 4).

Catastrophicyet not high oost. A case can be
financially catastrophic even though it is not high
cost when the combination of coverage and other
resources is inadequate even for expenditures that
are below the high-cost threshold (cell 5) or when
the lack of any coverage is not made up by other
resources, even when expenditures are not high
cost (cell ).

The relative size of all these categories depends
in part on now certain elements of the definition
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| Financially catastrophic

Not financially catastrophic

1 Covered liv Not covered hv Covered hv Not covered i*v
third party third party third partv ihirti party
I .
i |
Hieh 1
1 cost i 1 * ‘i .
|
|
Not i
high
cost a §

Figure 2. The relation among high-cost cases, financially catastrophic ones, and third-party coverage

are specified, including setting the threshold for
separating cases into those that are high cost and
those that are not and determining how ability
to pay for care is to be determined. Such defini-
tional issues are examined separately in this arti-
cle, following further discussion of the need for
and utility of the basic conceptual distinctions just
made.

Applicahility to Catastrophic Health Coverage
The framers of some catastrophic health cover-
age proposals and programs assume implicitly
that a financially catastrophic case is nothing but
a high-cost case for which third-party coverage
proves inadequate in financially shielding the per-
son or family, resulting in out-of-pocket expen-
ditures that outstrip the person's or the fami'v’s
ability to pay. Given this perspective, it isan unin-
tended and unexpected outcome when the cata-
strophic program turns out to appiy to cases that
are not high cost but are nevertheless catastrophic
because coverage is inadequate or nonexistent and
income and other resources are so low that even
small expenditures can be overwhelming (this cor-
responds to cells 5 and 6 in Fig. 2).

A case in point is the Catastrophic Illness Pro-
gram (CIP) passed by the Maine legislature in

1974, Deprczct al., in their evaluation of the CIP.

characterized the early experience of that pro-
gram. irom 1975 to 1980. as follows: “The leeis-

384

iaturc intended the program for persons with ex-
traordinary medical expenses whose private heaiti
insurance benefits were not adequate to cover the*:
expenses, leaving them vulnerable to a loss of their
assets (house, car, etc.) However, most of tne
beneficiaries of the program were not among this
group; it was the poor, the unemployed, the unin-
sured, and those without resources who were the
primary beneficiaries of the Maine CIP during
this time period.”J

Between 1975 and 1980, the average amoun:
paid per recipient was S2.110, and 95000f claims
were for amounts under SI1,000. In 19S1. eligibil-
ity rules for CIP were reformulated to conform
more closely to the original intent of providing
relief only for financially catastrophic cases tha:
result from high-cost expenditures not sufficiently
covered by insurance. This kind of redirection o:
the program five years into its existence would no:
have been necessary if the original design had bee::
based on a clear understanding that not ail finan-
cially catastrophic cases are also high cos-.

Deta on Subgrous

Another indication that the distinctions re twee:
financially catastrophic and high-cost cases arc
often overlooked isthe lack of data on now mam
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enight qualify for catastrophic health insurance
n the United States. In two instances the focus
vas exclusively on high-cost cases, yielding only
estimates of the number of persons who incurred
..nnual medical expenditures in excess of speci-
fied amounts.3
The other two studies went further and con-
idered both high-cost cases and financially cat-
astrophic ones.o One of the two. by the Congres-
sional Budget Office (CBO), estimated that in
:978 about 9To of all families would incur cata-
tropnic expenditures, which the CBO defined as
cut-of-pocket expenditures greater than 15To of
cross annual income. The CBO also estimated
nat 28ao of families with incomes beiow 55.000
evouid have catastrophic health expenditures in
197S. incontrast to only .2% of families with in-
comes above 520,000. which is consistent with
aigher-income famiiies having better health insur-
ance coverage and generally greater financial re-
sources. None of the CBO estimates, however,
provide counts of persons or famiiies for the ceils
in Figure 2, such as the number of people who
are both high-cost and catastrophic cases or who
incur financially catastrophic expenditures even
though they are not high-cost cases. Yet, as
Maine's CIP experience illustrates, knowledge
about such subcategories is important if reason-
able predictions arc to be made about the effects
of any catastrophic health program.
Differences in Policy Concerrs
From a broader perspective, the basic policy con-
cerns associated with financially catastrophic
cases differ from those that relate to nien-cost
ones. The iong-.vtandini> interest in mose who in-
cur tittanciaily catastrophic health care expenoi-
.ares stems from a desire to protect people stricken
by lilness irom nearing t.'ie additional Iniruen m
v.were financial hardship or even linancial rum
hrouant on by <he costs of care, [‘he continued
interest in catastrophic heaitli insurance over ihe
ears—ind .is recent reemeraence nto lie
epothelit - most', io the sironain oi mis Micial mi-
.active.
v contrast. ::u concern wnii tnaii-cosi cases
more recent .mu ;s more cioseiv .1'snci.ueu wun
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tribution/ any success in reducing expenditures
for this relatively small group will have a large ef-
fect on the system as a whole. It is therefore an
inviting target for cost control efforts, even if. as
a CBO study found, the amounts spent on such
nigh-cost cases are not growing faster than total
health care expenditures.’

Financially Catastrophic illness ana

High-Cosi Illness

Basic Definitions

Although catastrophic illness is often used syn-
onymously with both Financially catastrophic
cases ano hign-cost cases as tnose terms have been
defined here. :t is more meaningful to reserve the
term financially catastronnic IHINESS for diseases
or conditions that have a nigh prooaoility of
resulting in financially catastropnic cases. By the
same token, high-cost illness ought to refer to dis-
eases that frequently resuit in high-cost cases.

To illustrate, a financially catastrophic lilness
might be one for which more tnan haif the pa-
tients must pay out-of-pocket expenses that are
greater than laTo of family income. Similarly,
high-cost illness may be defined as any illness or
condition thai requires average total expenditures
per case of more than $10,000 per year. End stage
renal disease (ESRD) would easily fit this defini-
tion of high-cost illness, since mean health care
expenditures associated with the disease exceeded
523.000 per person per year in 1981. " However.
ESRD stopped being a financially catastrophic
illness in 1973. when the Medicare program was
extended to cover vjrtuallv anyone .itdieted hv
ESRD. The subsequent shift in the toeus of noitcv
;ilustrates some key differences petween meti-cos:
did catastronnic tilnesses.

Jriur to ESRD wa> tecocnt.cu .i>:v:r
anign-cosi and a itnanciaiiv caia-ironmc itittc".
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‘me Iu?_n-e_o cii'c... preuie'.ake Parallels cm-! iu
iwee;: live w> 0. concent'. Catastrophic ili-
Ivjssc-'. like nnaticiaiiv catastrophic eases, can k
dntuc.: mtf tnos- in- arc ingii com and those
al' no.. tenectinc cnerenccs in the cove-
aev .tvmantc v the disease ana in the resource
Seitu'se alnic'.e_. v onverset.. me tevels ot eovri-
aee ana otner resources o; tnc'se wno are alTlicteo
erven nien-eosi inness wiii determine wneuic
tila: illness >also irnaneial;’. catastrophe.
Tnere are. nowevcr. also dii terences Petween lire
two sets oi concept-. The locus ot' financially cat-
astrophic and high-cos; cases is on the individtt-
als or lamilies wno incur total health expenditures
tnu: exceed eitner their ability to pay or a set. large
amour.:. By contrast, financially catastrophic and
high-cost iiinesses locus on specific diseases, those
likeiy 10 rcsuit in expenditures that are high in re-
lation to either ability to pay or a set threshold,
in otner woras. the unit of observation for finan-
cially catastrophic and hign-cost cases is the in-
dividual or the famiiy, whereas lor financially cat-
astropnic and hign-cost illnesses it is the disease.
Consistent with this, the time span used in
defining each may differ. The episode of illness,
where i: can be readiiy specified, is a more apt
definitional basis tor diseases than a calendar year
or other fixed time span. Tiiese and other basic

diftereuce' and Miniiaritic- ir. dc: mutonai tern:-
a:. Minunari/cd t lam.

Niecifuuiion nl Detinitionul l.iemeni-

Although tnc characteristic' in lahic | arc hcip-
Inl in distinguishing among tnc tour major cate-
gories ol cases and ilinessC' that are financial!;,
catastrophic or high cost, lurtiicr specification of
these and other characteristics is needed 10 Hilly
define eacli categors.

Unit of Onservatior.

i-or high-cos: or catastrophic case.-, the uni; ol
observation can oe eithei the individual or the
lamilv. II income, third-party coverage. and ai!
the other resources tliai may pc calied upon to
pay for health care costs are important consider-
ations—as when the locus is on linancialiy cata-
strophic cases-the tamily is likeiy to oe tnc mon
meaningful unit of observation. More olten than
not. resources to pay lor care are pooied a; the
family level.

Time Spen

Although one year is the time span most com-
monly used when considering health care expen-
ditures, it may prove more meaningful, for both
high-cost and financially catastrophic illnesses,
to add up expenditures over the episode of iliness.
Similarly, if the concern is adequacy of protec-
tion, it may be more useful —though not neces-
sarily easily accomplished —to consider expendi-
tures accumulated during the variously defined

Table Categorization of large health care expenditures: Definitional characteristics
bnil nl Health care expenditures considered
Calecor otiservaliun Type Time span Referent
Financial.> catastrorr.:; case Individual or Oui-ol-pockei Year or other Ability to pay
lamilv expenditures fixed period of individual
or lamilv
Hic.«*.0*, ca*. Individual or Total medical Year or other When explicit,
famiis expenditures fixed period overall

distribution o
expenditures

Financial:." caiasiropn:.- ilinc- Disease categors Mean out-of-pockei Episode or Ability to pas
expenditures pci fixed period of individual
case tor the or family
disease

Higii-cos- illnes- Disease catecorv  Mean total Episode or When explicit.
expenditures lived period overall
per ease for distnoution
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*benefit periods"” stipulated in many types of
hird-party coverage.

Expenditures can also be examined over periods
cnger than one year, to identify those cases that
.re high cost not as a result of a single, costly nos-
-itaiization but, rather, through a long succession
«f relatively small but frequent expenditures. If

:en a stream of expenditures is eveniv divided
etween two years, for example, an examination
f each year’s expenditures may not reveal the
-resence of the high-cost case. Similarly, if the
exoenditures end shortly after the start of a caien-
ar year, or begin toward the year’ end. the case
ul not emerge from anaiyses of that single year,
luitiyear expenditures may also help identify
.-.gh-cost cases that involve very large expenoi-
«es. since it has been shown, at different times
.nd in different settings, that people with high
.xpenditures in one year are much more likeiy to
eave high expenditures in subsequent years as
-eii. 12

mality io Pay

|ythe definition proposed here, a case is finan-
:ially catastrophic if health care expenditures ex-

teed the affected person’s or family’s ability to
:av. Much depends, therefore, on how ability to

Financially Catastrophic and High-Cost Cases

pay isdefined. In general, ability to pay for health
care is viewed in terms of a person’s or family’s
total financial resources minus total nonhealth,
nondiscrctionary expenditures.

It is useful, in this context, to divide total re-
sources into three components: third-party health
care coverage: income from ail sources: and
wealth, consisting of ail accumulated assets. To
date, most catastroDhic heaith insurance pro?rams
and proposals have taken into account only the
first two components, third-party coverage and
income. They consider tnira-pariy coverage inas-
much as thez focus on out-of-pocket health ex-
?endltures, thereby deducting from the obligation
or health exDenditures the amount covered by any
third party, income is usualy the measure ov
whicn an out-of-pocKet expenditure is considered
financially catastrophic (see tne examples in Ta-
ble 2). Given the potential for income to be suo-
stantially reduced by iliness. it is imDortant to
measure the actuai income while neaiih care ex-
penditures are being accumulated, rather than for
some prior period.

Although some catastropnic heaith insurance
proposals, such as the Martin oiil (see Tabie 2),
recognize ability-to-pay differences across income
groups, very few do within income groups. One

"able 2. Criteria for defining catastrophic expenditures from a sample of actuai
inri proposed catastrophic health insurance plans

Source
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that did is Maine’s Catastrophic lilness Program.
Between 1981 and when it was discontinued, in
1984. that program required that, to quality, a per-
son have out-of-pockci expenditures lor health
care that exceeded a sum equal to 30% of net in-
come plus 10% of net worth over S20.000. Al-
though differences in wealth were recognized in
this particular program, variations in the obliga-
tions people face have not been taken into account
in this or other similar programs, except some-
what indirectly in Alaska's Catastrophic Illness
Program. To qualify for that program, as of 1985
a person had to exceed S5.000 in out-of-pocket
expenditures (S7.500 in cases of pregnancy and
childbirth). Beyond that amount the program
covers only a portion of the expenditures, and the
state's share is determined according to a formula
that takes into account family size —representing
one form of obligation —in addition to gross tam-
ily income and assets."”

From the perspective of differences in ability
to pay, most catastrophic health coverage pro-
grams are structured differently from our taxa-
tion system. In determining our liability, the tax
code makes allowance for individual differences
in obligations by, for example, granting exemp-
tions for dependents, and certain types of casu-
alty losses are similarly recognized. In addition,
property taxes give explicit recognition to wealth
as a resource. Within health care, eligibility rules
for the Medicaid program take into account as-
sets such as bank accounts and life insurance poli-
cies, as well as differences in obligation repre-
sented by family size. Although most current
definitions of ability to pay for catastrophic health
expenditures could be broadened to encompass
differences in wealth and obligations, it is never
easy to settle on a satisfactory definition of abil-
ity to pay, whether for taxation or for any other
purpose, even when the basic objectives to be
served are relatively clear."

Hmi-Cost Threshold

.Setting a threshold for hign-cost cases presents
a different problem. It is not clear, a priori, at
what point a health care expenditure ought to be
considered high. Some of the thresholds used in
the past seem to owe more to numerology than
to theoretically based rationales." For example,
there seems io be a preterence lor round num-
bers that are multiples of five, with S5.000 find-
ing particular favor in the mid-1970s.”-

s

To bemeaninglul. the specification ot luch-eosi
thresholds has to reflect the underlying concerns
that have drawn attention to high-cost cases. Be-
cause the worry is that these cases arc straining
society's resources, the specific locus of policy
on containing expenditures lor what are perceived
to be a relatively small number of very costly
cases, to thereby achieve disproportionately larce
savings. A threshold based on this cost contain-
ment focus therefore must capture the group o*
cases that accounts for a disproportionate amount
ol resources. One approach is to set the thresn-
old to correspond to the 90th, 95lh, or even tnc
99th perceniiie or the distribution oi individual
expenditures (or any other percentile, wncther
divisible by five or not). The iop 10% of case-
have been found to account lor up to 70% of to-
tal expenditures, whereas the top 5% and 1% ac-
count for up to 50% and 25%. respectively, C
the toiai."

/nclusiveness of Bxpenciitures

The inciusivcness of health care expenditures car
aiso be an issue, ideaily. all healtn care expendi-
tures incurred by a person or a famiiy snould be
taken into account. A number of studies of hign-
cost cases, however, have been based oniy on ex-
penditures for hospital care, mostly because o:
the more ready availability of data from hospi-
tals.18 In some instances the exclusions are more
deiibcrate, as when expenditures for nursing
homes or mental health institutions are not in-
cluded because the focus is on the type of acute
care that most health insurance mechanisms
cover.19 A more difficult issue is whether to in-
clude, under a broad definition of health care ex-
penditures. what many consider to be largely dis-
cretionary expenditures, such as those for
orthodontia, cosmetic surgery, and psychotnerapy.

Implications- for the Formulation of Policy

The foregoing has direct implications for the for-
mulation of policy in several areas, inciuding sue:,
current issues as health care coverage for victim-
of AIDS, the design oi a national catastronn;..
health care coverage program, anu catastronnic
coverage for Medicare beneficiaries.

4106 as a Hieh-Cost and a FAnanautn
Catastrophic lliness

One aspect of the current epidemic of AIDS Mu
has received relatively little systematic examma-
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| AiDSthat
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:j:iis the cost of health care services for the dis-
..ise and the ways in which this care has been
r.anced. To date only hospitalization costs for
«iDS have been reported in the literature, and.
..-..iracteristically for the examination of a high-
est hiness, they are expressed as costs per case.
«.tier than per hospitalization or per year. The
tures span a broad range, from a mean nospi-
i.izution cost per case of 527,500 based on data
.cm Marylandzo to an ts. imate of 5142,000 de-
«0od from New York anc’ San Francisco data.
:re generally, it has been suggested that every
_se of AIDS can be thought of as costing the
«:tne as a heart transplant. 22 Even though the in-
:mation on health care costs for AIDS is not
mplete or definitive. AIDS is certainly a high-
er lilness. and there is growing concern about
«=very large resources needed to care for the vic-
ms of the AIDS epidemic.22 The usual concom-
*int proposals to reduce the costs of care are also
urracing, most of them focused on minimizing
«ie use of hospital inpatient services by relying
a less costly alternatives, such as hospices, nurs-
.ig homes, and home care.24
Because AIDS cases are high cost, and possi-
eiy also because AIDS is such a disabling and ui-
:mately fatal condition, some policy makers have
ipparentlv concluded that all AIDS cases are
inanciaily catastropnic. in effect concluding that
.1DS is a catastrophic illness. This view is most
mearly reflected in ieeislation such as H.R. 2380.
ntroduced in 1983, wnereby Medicare would
ever ail AIDS cases, much as it already does for
5SRD. Howesor. because Hie high-cost and linan-
iaiiv catastronnic categories are only partly over-
upping (see Figure 1), a nigh-cost Al DS ca.sc. or
.ay case of Al f)S. for mat matter. is not ncces-
ariiv also linanciailv catastropnic.
onty mrouun s stematic .I.nVOStIa.a'[IOtI can me
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also reports of insurers who deny coverage to
AIDS patients on various grounds, and several
states have set up insurance pools for AIDS vic-
tims who have been denied private insurance.2o
The Heaith Care Financing Administration
reportedly estimates that 40% of the AIDS popu-
lation ison Medicaid and that tnc Medicaid pro-
gram will spend at ;cast 51CO million on AIDS
patients in fiscai 1956.2 The study of hospitali-
zations lor AIDS patients in Maryland, however,
puts the percentage of cases covered by Medicaid
in that state in 19S5 at closer :0 19%.2

Thus, aithougn it appears mat without Medi-
caid coverage a large proportion oi AIDS cases
would be financially catastrophic, it is not clear
just how iarge that proportion is. Aor is it clear
ilow many catastropnic cases of -\iDS do not
qualify for Medicaid, in ativ event, more com-
plete and compelling evidence mat aii or neariy
ill AIDS cases are financially catastrophic—in ad-
dition to being nigh cost—ougnt to be required
before Medicare coverace h extended to aii cases
of AIDS, ihereoy shifting the entire financial bur-
den for AIDS on .uready ‘ard-oressed puolic
*QUurces.

There have always ceen pressures to provide
universal, publiciy funded coverage for certain
diseases that are iiign cost, particularly those that
are disabling or faiai. .After such coverage was
provided for ESRD. me -ame was advocated for
hemophilia and end siaee neari disease. Almost
immediately the wisdom or this diseasc-by-disease
ipproacn was questioned.” and later the ex-
perience with me ESRD program and its unex-
pectedly iiign com .urmer undermined ‘'import
mor Mien initiatives.
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19S6. President Reagan gave renewed prominence
to catastrophic health covetage. Citing his aware-
ness that "devastating illness can destroy the
financial security of the lamilv,"the President told
the nation he was asking the Secretary of Health
and Human Services for a report "on how the pri-
vate sector and government can work together to
address the problems of affordable insurance lor
those whose life savings would otherwise be
threatened when catastrophic illness strikes."" In
terms of the definitions and distinctions discussed
here, the President’s focus appears to be on all
instances where health care expenditures exceed
a person’s or a family’ ability to pay-that is.
on financially catastrophic cases.

If this interpretation is correct, the President’s
concern encompasses a larger category of cases
than do many of the catastrophic coverage
proposals and plans of the preceding decade. The
Long-Ribicoff bill of 1979 (S. 350) is representa-
tive of an important class of such catastrophic
coverage proposals. It provides for virtually full
coverage for all out-of-pocket health care expen-
ditures that in any year exceed S2.000 (in 1979
dollars). Any coverage that simply limits out-of-
pocket expenditures, however, is technically a
form of stop-loss insurance, which has narrow
goals and is therefore relatively ineffective as pro-
tection against all financially catastrophic expen-
ditures.

Stop-loss insurance is usually meant to protect
those who already have coverage but who, be-
cause of cost-sharing features or upper limits on
their coverage, can incur large out-of-pocket ex-
penditures when the total expenditures for their
care fall into the high-cost range. In terms of the
four categories of financially catastrophic cases
discussed earlier, stop-loss insurance is intended
for the category of cases that have third-party
coverage and are high cost, represented by cell
lin Figure 2. But even within that target popula-
tion. a dollar threshold of S2.000 or any similar
amount will result in overinsurance for some peo-
ple and underinsurance for others, since a S2.000
expenditure is not necessarily catastrophic for
everyone. Some individuals and families may be
able to pay more than that amount without seri-
ously disrupting their financial situation, in which
case they actually belong in cell 3 in Figure 2,
rather than in cell 1 But for others, a smaller
amount, such as SI (X0, may already exceed their
ability to pay.

m

For the other three categories ol linanciallv cat-
astrophic cases in Figure 2 (cells 2. 5. and h). the
typical stop-loss insurance plan provides no re-
lief. It is not meant to protect against financially
catastrophic expenditures associated with cases
that are not high cost, thus excluding the catego-
ries represented by cells 5and 6. Nor is stop-loss
coverage usually intended for catastrophic cases
attributable to the absence of any coverage. There-
fore it is also inapplicable to the categories that
correspond to cells 2 and 6.

Despite these limitations, stop-loss insurance
isstill commonly equated with catastrophic health
coverage. That pcrsDective endures most 'ikelv be-
cause it accords with a widely held perception that
catastrophic health coverage is not meant to ap-
ply to financially catastrophic cases associated
with lack of insurance, low income, and similar
causes of medical indigency. For example. Deso-
nia and King point out that all three of the state
catastrophic health programs still functionin'.!:: e
of 1984—those in Alaska, Maine, anu Rhode
Island —were "restructured in recent years to pre-
vent them from serving as health insurance pro-
grams for indigents.” 33

This inclination to exclude from tne notion oi
financially catastrophic events anyone whose
predicament stems from a lack of coverage or pov-
erty isnot based, in all probability, on taxonomic
considerations. More likely, it is rooted in the age-
old practice of dividing the poor into those who
are worthy and those who are not. People who,
in spite of having been provident and of having
obtained health insurance, find themseives over-
whelmed by their share of the expenditures lor
a high-cost case are seen, much like the “worthy
poor,” as victims of fate, and therefore especially
deserving of society’s help. By contrast, those who
are at high risk for catastrophic health expendi-
tures because they are poor and have no heaith
coverage are not perceived in the same light.

Yet it is consistent with the basic definition o:
financially catastrophic cases given here - whie:
simpiy relates health expenditures to abilitv to
pav —io conceive of catastrophic heart ti covertig-.
as providing protection against C'! finaneialiv cat-
astrophic expenditures, including mose ui tne
uninsured and the medically indigent. One pro-
posal that lakes this view is the biil introuucet
in 1982 by Representatives James Jones and James
Martin to provide catastrophic cov etor horn
those currently insured and the d (H.R
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*000). Because this kind of across-the-board cat-
istrophic coverage tends to reduce the incentive
0 obtain health insurance, it often incorporates
erevisions that encourage people to maintain their
;wn health insurance. But such provisions are un-
ikelv to have any effect oi. the estimated 5 to 10
niilion people who, in addition to being poor,
".uve no health care coverage, not even Medicaid,"
aid who clearly cannot afford to purchase health
nsurance. They and others who are uncovered are
:t high risk for catastrophic heaitn expenditures,
nd their needs, which are receiving a great deal
«f attention,3s inevitably loom large in any con-
ideration of catastrophic coverage that does not
.eiiberately restrict itself to the insured group with
".igh-cost expenditures represented by cell 1in Fig-
re 2.
Catastrophic coverage programs that take into
iccount all relevant subgroups defined in Figure
2 raise the issue of how many persons or families
/.re in each subgroup. To estimate these numbers,
nformation must be obtained on levels of third-
\irty coverage, total and out-of-pocket health care
expenditures, and income of families or individ-
uals. That kind of information has already been
eollccted for nationally representative samples
«'oth in the 1977 National Medical Care Expen-
diture Survey (NMCES)3s and the 1980 National
Medical Care Utilization and Expenditure Sur-
mv (NMCUES) "6 Information on expenditures
or nursing home care, however, is not included
:ieither NMCES or NMCUES, thus leaving out
:n important component of both high-cost and
uiunciallv catastrophic expenditures. 17 't iscon-
.eivaoie tnat the successor survey to NMCES. now
wing designed, will include information on ex-
vnuitures ior nursing homes, in the meantime.
>ewiil either itavc 10 settle ior estimates that take
mo account only acute care expenUit tires or nave
wresort to the artful splieina oi data sources that
’laractenzeu -ome eariier el forts to oerive na-
tonal .-.uinates «§ how uaiiv people niimn
.uaiify ior catastropnic health coverage. ' ()htam-
ae estunate.s at tne state level could prove even
nore uil'ieuit, nice the simple sizes of survevs
lea ..s -Alt IS uid NML.'l I:S are usually :ti-
iitieieni to **eiu wiMPle'tutc-ov-Mate estimates,

teiti\in it <, litsinif>tiie < iirttee
di;n .;eworo'.n ovm
..tea eatec mi..,.w I auov »
i e-pn.t./ dvit.

Financially Catastrophic and High-Cost Cases

in part to offset increases in premiums and en-
rollee cost sharing. At present Medicare coverage
is limited to 90 days of hospitalization during each
benefit period plus an additional lifetime reserve
of 60 days.

The Medicare catastrophic coverage proposal
is similar to stop-loss plans in its focus on nigh-cost
cases, but is restricted to very iong nospitaliza-
tions. Also, much like the stop-loss plans dis-
cussed earlier, it does not take into account differ-
ences in ability to pay, and therefore makes no
allowance for the supplementary coverage pro-
vided by the "Medigap” policies that are held by
some two-thirds of Medicare enroilees.}> Yet abil-
ity to pay ultimately determines wnetner unlimited
hospitalization coverage actually protects any
given Medicare enroilee from financially cata-
stropnic health care expenditures, in any event,
the number of those who would actually benerit
from unlimited hospitaiization coverage is iikeiy
to be relatively small, in 1978 oniy .2~0 of Medi-
care cnroilees used any of their lifetime reserve
hospital days.40 Those who exhaust tneir iifeiime
reserve A have no Medigap poiicy to cover tne
resulting liability must be, therefore, an even
smaller group.

Although the proposal for unlimited hospital
coverage under Medicare has not been enacted,
premiums and cost-snaring leveis have risen suo-
stantially in recent years. The effect has been a
steady increase in the out-of-pocket expenditures
of Medicare enroilees and a consequent erovvth
M the proportion of enroilees for wnom sucit ex-
penditures reach financially catastropnic levels.
3v one estimate, the overall out-of-pocket expen-
ditures ot the elderiv represented 12 ">of tiieirto-
:al income in II>7". Hiat crew to } in pNS,

mu at the current rate is expected to .-e aeariv
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similar to the stop-loss arrangements discussed
earlier, and like them they do not necessarily elim-
inate all financially catastrophic cases, because
they do not take into account ability to pay. This
weakness has been recognized, and among the op-
tions for changing Medicare benefits that the
Congressional Budget Office examined was a plan
that set maximum liability limits that vary by in-
come level.4' But even mat arrangement would
not eliminate all financially catastrophic cases
among Medicare beneficiaries. Catastrophic cases
could still occur becau.se the liability limits in all
these plans do not apply to out-of-pocket expen-
ditures for services Medicare docs not cover. The
plans are also not designed to recognize the reduc-
tions in disposable income that result from in-
creasing Medicate premiums. Among the 2.S mil-
lion enroilees currently at immediate risk for
spending large sums on intermediate care nurs-
ing homes, which are not covered by Medicare,
a great many face total impoverishment without
ever exceeding the proposed Medicare liability
limits.44 Nearly half the victims of Alzheimer's
disease are likely to fall into this category within
a year of contracting the disease, given their high
need for long-term care services not covered by
Medicare.4s

For a Medicare plan to fully prevent financially
catastrophic cases as defined here, it must do more
than remove current limits on the number of hos-
pital days covered. It must also include provisions
to counteract the effect of rising premiums and
cost-sharing levels and take into account out-of-
pocket expenditures for the full range of health
services actually used by Medicare enroilees. A
recent proposal for reforming Medicare does vir-
tually all of that. It calls for reduced cost shar-
ing, for premiums adjusted to ability to pay, and
for expanded coverage of long-term care ser-
vices.46 The recommended changes stand a good
chance of eiiminating financially catastrophic
cases among Medicare beneficiaries. Yet this set
of recommendations does not label itself, as it
could, a catastrophic coverage plan for Medicare
enroliees. That may be because its aims are
broader, and protection against financially cata-
strophic expenditures is just one element, albeit
a key one. of a truly comprehensive coverage
program.

Summary and Discussion

The oasie distinction between hiuh-eost cases and

catastrophic ones provides useiul insieni' or
several current issues:

Z Just because all or nearly all cases of AIDS
are high cost does not necessarily mean they
are all financially catastrophic as well. Onlv
by relating expenditures to ability to pay can
financially catastrophic cases be reiiably iden-
tified. Studies that do so for AIDS victims are
urgently needed, both to determine which
cases require catastrophic coverage and to en-
sure that scarce public funos are not allocated
to cases that, although high cost, would no:
be catastrophic because thev are aireauy cov-
ered by a private third-party payer.

Z Stop-loss insurance with a single-amount lia-
bility limit does not provide complete or ei-
fectivc catastrophic coverage. It focuses onh
on high-cost cases that are insufficientivcov-
ered. Stop-loss insurance thus leaves out cat-
astrophic cases among the uninsured poor uii.i
similar groups, which usually arc no: Inch
cost. Yet from the perspective of del initionai
consistency, the problems of ihe uninsured
and the medically indigent mat are currently
getting a great deal of attention arc inextrica-
bly entwined with the issue of coverage for
financially catastrophic cases.

Z The catastrophic coverage proposals for Medi-
care illustrate why all relevant expenditures
must be included when determining whether
a case is financially catastrophic or, for that
matter, high cost. Because Medicare does not
cover expenditures for certain services, such
as those provided by intermediate care nurs-
ing homes, out-of-pocket expenditures for
those services are particularly likely to be
large, and therefore it is all the more impor-
tant to include them in attempts to identify
financially catastrophic cases.

As this iast point illustrates, making a clear dis-
tinction between what is high cost and what i*
financially catastrophic requires tnat the key ele-
ments ol eachot those terms be explicitly uelmea.
including: the types ol expenditures considered,
the unit of observation (i.e.. the individual versus
tnc tainily), the time span over wmch expenditure-
are considered, and wnat is meant in ahiiiiv U
pay and by an expenditure being men. L ntoreseen
and unintended policy outcomes will ne mini-
mized if each ol these individual elements is speci-
fied so as to he consistent with the values .uui
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broader objectives that motivated the formula-
tion of policy to begin with. Definitions of abil-

ity

to pay, for example, must reflect a consensus

about the types of resources that a person should
use in defraying the costs of care and, more
broadlv, about what constitutes an equitable

fin

ancial burden.

The formulation of policy that takes proper ac-
count of the distinctions, components, and rela-
tions on which this paper focuses is less likely to
lead to proposals for catastrophic coverage that

Notes
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pounded by terms and concepts that are poorly
specified.
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Mass health insurance

Massachusetts, ever in the socially pro®
gressive vanguard, is considering becom-,
Ing the first state to provide universal
health insurance. At the moment, some
10% of the state’s residents are unin-
sured, covered by neither federal nor
private health plans (in the country as a
whole, the fi%ure is 16%). These people
are mostly the working poor, many of
them part-timers, though they also in-
clude students, housewives and the job-
less. The numbers of uninsured have
been rising, in spite of falling unemploy-
ment. This seems to be because so many
new jobs—80% of those created in
Massachusetts over the past three
years—are in low-paying industries such
as construction, trade and services,
which skimp on fringe benefits.

Federal law prevents state govern-
ments from compelling employers to
Frowde health insurance, Massachusetts
egislators are lobbying for a change in
that law. In the meantime they are
proposing a payroll tax on hbusinesses
which do not offer their own health
glans, with extra money fcr those which

0.

Under resent state scheme for
paying for i ire for the uninsured, hospi-
tals pay about 11% of their fees into an
"uncompensated care pool” which cov-
ers bad debts and free care. P> cost is
then passed on to the consul. 'in the
form of higher insurance premiums. This
scheme not only allows non-insuring em-
ployers to get away scot-free; it also
encourages the most expensive forms of
treatment, sinca. it covers only hospital
care.

The pool system is due to expire in
September. Several members of the state
legislature nre introducing bills to re-
place it with state insurance. One plan
would extend coverage to outpatient
care and to the non-indigent at twice the
present cost. The largest share of the

BOSTON

extra money, SI80m a year, not quite
5% of Massachusetts’s annual medical
bill of S4 hillion, would be paid by the
state; the rest would come from non-
insuring employers and their workers.
The senators had assumed a 2.5% levy
(plus 1% paid by employees) would be
enough until they realised that so low a
tax might induce “good" employers to
drop their own benefits (which typically
cost about 10% of wages) and let the
state do their work for them. The final
charge is likely to be higher. Small and
new businesses might be given tempo-
rar]y waivers, .

he starting-point for the Erogosed
reform is that peOﬁIe who work should
not be worse off than those on welfare.
But this laudable aim conflicts with an-
other, which is that costs must be con-
tained. The state’s insurance commis-
sioner points to the experience of
Medicare and Medicaid as “a bargain
with the devil” which has driven up
medical expenses for everybod{]. He says
that the uninsured may well have pent-
up demand for medical services which
will push up costs in the early years. If
costs run away, so will political support.

Universal —health insurance would
seem to be a natural issue for Governor
Michael Dukakis, who has been touting
his stale’s pioneering workfare project as
pan of his presidential platform. But,
perhaps out of fiscal caution, he has yet
to lend his support to any of the plans. A
commission will be reporting to him
soon, with modest proposals for two-
War experiments with state insurance in
orcester and Boston. Since any state-
wide insurance scheme would prohably
take at least two years to get off the
ground, proponents arc willing to com-
Prom|s_e on a commitment now and a
aunching date in 1989. The governor
v¥lou|d hope to be somewhere else by
then.
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February 4, 1988

Blue Cross of Washington and Alaska has reviewed House 3111 411. We are
opposed to the enactment of this bill.

H3 411 would allow any resident to enroll in the 3tate employees coverage
program. The premium would be paid by the enrollee. Whenever a program
is offered where there is individual selection for coverage and where the
costs of the coverage are bom by the enrollee selecting to be covered,
the persons who elect coverage are those who have need of the benefits.
With that adverse selection, the rate impact on the coverage of state
employees could be significant.

Current rates for the state coverage range from S308.45 to 33A6.50 per

employee per month. That is a substantial premium rate. We believe that
persons who would enroll at those rates would probably need the coverage
and would utilize benefits heavily.

With the addition of a selective group of residents, the ability of any
carrier to project cost3 and rates would be difficult. With a group of
employees, a carrier knows several things about the enrollees. They are
employed and so have a health Btatus which allows them to work. They live
in areas of the state where their jobs are located and, for the majority
of those employees, probably are located in areas where health care facili-
ties are also located. These new factors for residents who elect the
program may mean that these people are less well and less able to work

or they may be located further from health care providers necessitating
more transportation costs or more delay before seeking care. Changes of
this sort in the basic makeup of the group could increase utilization and
Costs.

Blue Cross believes that this solution to the need for health care cover-
age for Alaskan citizens would increase costs to the state for their
employees'coverage by a substantial amount and would jeopardize the ability
of the state to get carriers who w ill bid on that contract.
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Lack of healt Up’
turns me |ca

nto prescnp I0NS
0r poverty

By LARRY CAMPBELL
Daily News reporter
ne evemn% a few weeks back, Do-
rothy Sch olerfmalﬁ said the
word out loud —bankruptcy. After
- ﬁll husnband Dave wast e one
ringing home t Mchec s, but she was
he one who saw all the doctors' and hosp|tal
Hlelst' the one who went to the pharmacy all

I','Well at this point we're thinking about
it," Dave Schooler said. "But it’s hard. It's a
situation you really don't want to 90
through. I'mean, |tssometh|ng that'll stick
\tNlt you foralong time. 1 medn, a long

Doroth shook her head. "|t's crazy, We
don't owe a thdng fo anyone We don'i have
anycredncars No caf payments. No

"Ilqs all Just in medical bills, Just medical
bills — doctors, nos Bltal the kids’ medicine.,
You know? Peopleg st wouldn’t believe us."

oy

—

%dlcalbllls big ones, about
worth, are slowly rlvmﬁ the Schooler

S Saon. e g hoys

suffers chronjc ear Inf on
WF%WWMFWE%wﬁﬁm“m
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The Schooler family (from left) In their Eagle River home: Dorothy and Dave with Jake, 11 months; Clint, 5; and Joe, 13.

The Nelghtxx-lo-Nelght_xx lund Is a group ol five community agencies ttiat work
together durlng the holiday season to raise money lor people who need help. The
groups are: Abused Women's Aid in Cr.sis, Association [)or tranded Rural Alaskans.

atnotc Social Services. Providence Hospilal Social Services and the Salvation Army,
QOuring tho lund raising elfort. the Daily Hews will publish stcrles about people In negd
[nourcommunity.

where your donations,go
Every oenny contribuied goes, to those In need. The Daily. News donates ail
administrative costs Unless designated lor a_particular organization, contributions to
the lund wilt be apportioned among tho agDenmes. Checks made out specifically to tho
Neighbor-lo-Neighbor lund are tax-teductible.

HOW,TQCONTRBUTEj s g n s a a

Checks should be mado payable to tho Nolghbor lo Ncjohbor lund ond sent to tho
P.0. Box 14-3001, Anchorage. Alaska 99514-9001, or brought to Ihe Daily Nows at
1001 Northway I»Y.-« Donors' names, bul nol Ino amount ol donations, win bo
Bublls,hed, In tho Dajly New; unless anonymity Is requestod.

articipating agencies aro:

+ Abused Women's Aid In Crisis. 100 W. 13'h Ave )

+ Association lor Stranded Rural Alaskans Aid. 2/C" Denali SI.

+ Catholic ‘jcta! Services, 225 Cordova S| ) )

+ Providonce Hospital Social Services. 3200 Providence Drive

+ Salvation Army. 726 E. Ninth Avo, o
It you know ot a lamly or an individual who needs help this holiday season, please
content one ol Ihese agencies.

donorsdec'.Ni

Roze'ia Ar.gell. John & Helen R¥an David & Alexandra Sonneborn. Anonymous, Alaska
Mutual Bank Real Estate Dept, Brenda £ Robert Hester, Jorge Marcos Salazar £
Emilee Cruz, Michelle £ David Caru,lel‘ Wanda Mister, Dennis £ Linda Mcllor, Diane
Aukanp, MarJee Savre. Susan £ Richard Jarvis. Gar){ £ MaMda VeaPer, Michael £
Und3 Franger. Sondra Adams, Oale £ Carol DeFrees. 1lona Crotts. Carla 8eam. Vinco
£ Kale Walker, Larry £ Vicki Lee Ross. Barbara £ Wade Lace)ﬁ Anonymous, William
Lammo. Lawrence Maxey. James £ Anila Coburn (ARCO malch), Georgeanno | .wis
Reynolds. Joseph £ Mary Louise Voung. Cheryl Mann, Geno £ Marcia Bntlon. M .hael
Thomas. Lisa £ Glenn Keller. James £ Sheila® Marchbanks, Cleveland £ Iscah Miles,

Ju?]Y Crandall. Ka/yl Colton. Anonymo'is. Anonymous. Mr. £ Mrs. D |. McForland. Joan
Rohll, Mary Hellen, August £ Marénlt Engol, J” £ M. Hailey, Jennifer Baudor, Beatrice
McDonald, Anonymous. Richard £ Carol Crosby. Anonymous. Floronca Kirkpatrick. D.
LoRoy £ Alice S ro,n%‘ Janet McCall. Nancly Crawlord. Donald Schulz. Sally Oolkolydy
£ Richard Oclko, Victor £ Jean Paal, Joan lundtoll £ Richard Brower. Eileen Harrlntori,

Nancy Simol. Mulono Bennet|. Ronald £ Tarrl Davis, Jell £ Diane Hoadberg, John
Bern%e Slews, James Scol?oI(J, Joan chkeﬁmlj Telieof‘na Elementary chmgl Seconé
£ Third Grade' classes. Brian O'Connor. Indelible, Inc., Layno Adams £ Belh Crow
Adams. Ootolhy Fletcher, Anonymous. Hadloy £ Janice Jonnor, Joe Britton. Mar?aret
Anno Leonard. John £ Mary Wicks, Barbara Moss, Judith Buzby‘ L. Fredrlch Mofzlor,
Ronald £ Janet Mason, MaI’ClﬁS Bullz, Roderick £ Donollo Bain, non%mo,us,
Anonymous. Dona d £ Marsha Callaway. Jay £ Susan Oiebor, Jolt £ Rochello Gastaidi.
Donna Walkor (Hughes. Thorsnoss. Gantz, PowoO £ Brundin lew oltlco match), J.

hrollm

W0

Lessons for us all; More Wheel fun: DImnnd
Christmas music from Skatelond Is running
KSKA, whichplanstorun  matinee skating sessions on
A Festival of Nine weekdays during the school
Lessons and Carols™ twice  holidays. Ifyour kids need
today. This Joint Minnesota  towork off Some excess
Publ'ic Rudio/BBC program rgy, send them over.
features a livebroadcast of ~ Tonight, a Christmas
the Christras service fron  takes pllace from 7 083
éla;%'s_Coll In p-m. Information: 310-83%5.

ridge, land.

Thomas £ Rhonda Ghbons, Br bara Lehman. Paul £ Joan Schultz. Uzetto Doyer £
Gregory Meuot9 AnonEmous, Stephen £ Clarissa Street. Della Sutlon, Marlene
Atkinson, Susan Larsen £ Duaro Kujala. William £ Maryanne Schneider, Anonymous.
Donald HJler, Elwood £ Bloen Nash, Jean Kizer. Joshua V/righl. Marjorie ‘£ Dan
Dunaway. Michael £ Anne Newman. Andrew Perola. Matt Zencey, Anonymous.
Michael £ Katherine Wilson. Geraid Gritty, Anonymous. Thomas Adams, Anonymous,
Ronald £ Kanda Lee Crowo, Anonymous, Donna £ Lewis Frec-oman, Jellerey
Richardson, Richard £ Patricia Brown, CIRI Em Iogees gCIRI malch), Steven
Schroeder, Chugach Optional School | 1h- £ sixth-grado classes. Kathieen CHsen,
Lnvonne Cnrolo; Anonymous, John £ Barbara Bowormon. James £ Valerio Ovial,
Anonymous. Anonymots, Mrs. Cocile Brovil £ Jano Johnson, Edward Pallorson.
Qnonymous,KAnon mousj Hian all\lll%rth% Slramp (AR&RPTS!CNCRUbDert FI Cygttha

cGeuoy. Konno oanna, Welch, Anonymous. , INC.. Douglas .
Gar ne-yJoh.nson‘ Joﬁn £ Keihenno Humme{ Nafallo Finn, Polrida Ton?lln, Carol
Lo/son, Alexis, Mary Kay £ Phil Taylor. Var?]/ Ann Camg,bell Jamo3 £ Marion Taylor,
Anonymous, Anon%mous, Anonymous, Hugh Grogan. Jim £ Randi Carponlor, Joan
Kate,”Alonymoua, Sandro Hoyden, James Snyder Margaret Louden_ Snydor, Richard
£ Maria Lag/man. th’\tl{a £ Linda Ressoqu-'a, Mr. £ Mrs. Chosler BcilviBo,” Anonymous.
Anonymous, Lyle £ Mary Larson, Franci | £ Sarah Ruo, United Prosbytorian Women.
A vnymous, Undo Boiler; Anonymous, Ai C‘I){_mous. James £ Kalhleon G'Imoro, Ronald
£ Maiy Jo Schaolors, Ronald Lomko, Dontiy £ John Forbes. Leo £ Jesse Angoll
Unde "Stocoy, Ryan' Air Sorvico odminls-ativo £ accounling employees. Total
contributors fo dels: 525.

night a few weeks ago ltgot so hard for him
tobreathe that his rushed him ©
Providence Hospital .

Then, lest August, Dorothy needed an
emer%ancy appendectomy. More hills. Dig,
four-Tigure ores. )

Fortunately, Dave Schooler and his oldest
. ~old Joe. arc heallhy.

"'God knows what would happen if  _
somethi g'g went wrong withme,"' Dave said.

hu%t%he Sfcz?m]olollles in Anchora erQ%e no idea
wha ers are goi .
of fanilies have sammgongr%‘at, nowadays,
seems a guaranteed right — medical
Insurancé. For a_few dbllars a month, lotsof
working people just have 1o fill out a form,
and visits to the , medicine and
m?)ltal are all paid for.

he Schoolers, working-class and modest,
Bg{\{ls no Insurance. So now they are talking

Tall, lanky Dave Schooler, 3, works at a
local feed and seed store. He brings home
about 51,500 amonth._The store iSharely a
year old and srall, with only two )
amp . The owners have been searching
for affordable prelection for their workers.
But for such a small concem, employee
Insurance rates arc hrlgl i

"They"d like to find some kind of
Insurance for us.” Schooler said. "They
even been looking Into a teg!]lq/ where Id
gzl%a portion. But even , We fe talking

) th5200 amonth 1@ pay. And we"d have
1o find a company that would cover the

Irmramev%)m iei rrﬁumﬂrl\ely resg;itqt
cove on what are te pre-existi
oud{tai[)@tes,"meaning Fyoure alreadyslir&
when the policy insurance won T
pa¥tas much or at dl.

was sfu*tlggtfter Dorothy"s )
appendectog the couplé started taking
ahard look at other hills. They pay rent for
a two-bedroom apartment In Eaglé River,
buy food and gesolire. Wihat"s left over

ve
d

seems to get suicked up fast— a few dollars
toone I, a few more to another, some t©
the anesthesiologist, 530 for Jake™s ar*hma
medicine. Soo pegfl &2 NIGHTMARE

monasHsnsee ngaaanraggEsiisE-am m a n 3BBE
tube |Ifiait chance reionli
Holiday sentiment: Good 0Oh, you beautiful dolls: Breakfast toest: It’s

family fa¥e Is'"The Tonight & the st probably too late tu pick
Homecoming,"" the 1971 rmance of "Small up RocK Maple Li
movie thatwon thepilot _ rld,” which features but theres always
for''The Waltons." Patricia  performers In bright Christmas. The Howard
Neal Isthe mother of a costumes senting dolls — family of Belmont, N.H.,
large family during the from many rations. Show  produces the from
Depression; Rlchnrd tine sfron 7to8p.m. at  maple syru[a\l_atme New
Thomas origirates the role Egan Center. The Hampshire Winery. sa
of bl -brother troopers will be on hand of libation
John-Boy. Show time k8 1, giving away free according to Ro%eg
p.m. on nel 1l Sn'l%tv Bear" reflectors. Howard, oets "the frost of f



an operation

sfuge, rehab,

jred animals

4.Y. — Mary Lou Rlccardo
waking up evergg/vo hours
aby _ racooon. S even

;e mice for a hun oml.
Cbngjs even the mostg%/oted
!_f(xxjs of the great homed
ik," Rlccardo said. "That"s

I'will not pick up a dead

fe rehebilitator, an unpaid
tateand federall agencies o
phaned animals_uitil they
etuned to thewild.  _
- 1 r-a-day joo,
i occasional donations. But
wing number of others who
aconsuming pession.
hausted, 1 think 1 can™t do
tidat her home insuburban
ittke animal comes along
now that if I *m not here for
p- And 1 get all fired up

iter i in the back yard of
oaks and cedars conceal a
complete with treehouse,
¢ pool;_ an 3viary where
n_eercise theirwings; and
sizs o shelter uinels,
whatever else arrives in

publes as a dlinic, crowded
young or very ill. A bag of
dangles over the washer
e as treatment tebles. A
lank seetbes with black
e, mla mggggprlan;s oo
Uperat] iros,
& (ets ggout 1,00 clls a
; JUst need advice: skunks
racooons are nesting in a
eckzl&(); at awindow,
an 200 animals a year. All
ets 1 be tumed In © the
vironmental Conservation,
ators. She refuses nothing,
ough to bring it o e, no
!Hmy best to'save it,'" she
J TONS, |?eas, -
Ia/\?g?l:great% Le herons,
fieldmice. There"s nothing
licensed_refebilltators in
many of them Lmrt the
animals they will tde,
most \eterirarians won"t
atknow how ."
Intermational
,. a Califomia-
trains and certifies rene-

med acoalition of rehebil-
eacalled Wildlife Rehabil-
I Network Irc., or WREN
inwill serve as a means
epartise.
1 Intermational Wildlife
incluck hands-on training
i of medicine dosages,
m of subcutaneous fluids,

0 ceedly._Meat can kill a
mligest it A dehydrated
1ifgiven con”s milk.
in a blender to feed baby
;them o hunt, using lie
tsleam to catch and
1ool. Riccardo also brings
killed animats and ether
introduce them to things

Rlccardo examines an Injured baby raccoon shes
nursing back to health.

Riccardo has a few favorite stories of amazing
recDeries. o

There was the baby raccoon found lying in the
road, emaciated and “infested with maggots. "He
apparently had crawled cnto the warm pavement
to die," Riccardo said. "'He was so dehydrated his

skin was just glued t his skeletn.””But she
managed a needle under the skin
adninister sul eous fluids, and the animal
survived. )

Last May, someone brought Riccardo a baby
rec-tailed hawk that apparently had fallen out of
a rest; It was starving. With ube—feedlrE? and
tender core, the scrawny bird grew strong. But its
fligt Ifealf'\ers had been weakened for lack of
mirerals.

With the helf) of a falorer, Riccardo replaced
the damcz:'l_ged plumage with feathers from a dead
hawk the same™ species, a procedure called

"Imoina.”
"éﬁt"%er faworite story is that of a common
pigeon, brought t her by an elderly man two
summers ago- tthad been Shot by a pellet gun. its
wing tip nearly severed. The man had taped the
W|n% and rushed to Riccardo $house. )

"1 had to amputate half the wing," she said. "I
told the man bird would never fly with half
its fligt feathers ."" But when she saw the
mhéan $ees, misty and pleading, she said shed do

I bt

"All winter, that bird exercised his half a
ing,"” id. In the spring, she took the bird

my eyes.””

Doctors' bills
overwhelm family

j  Continued framPagoE-L |

_Last mouth. Humana Hos—
pital Alaska sent the School-
ersa olll for Dorothy"s opera—
tin. The hospital wants MO
a month. The Schoolers can"t
afford It

Dorothy tried finding some
scial  service agency,  some
velfare autlet that could help
then. She’d cll one agency;
itwould say "Sorry, no," and

ive her another phone num—
er. She ended up with a long
rleslth phone numbers, but nd

p.

"Everyone said  they

couldnT “do ing,"” she
sad.  “felfare? No~ way.
We"ve got an income. \le"re
working folks."

Dave shook his head. “You
know, 1 could nickel-and-dime
these hills 1o death and il
never get ahead."

The Schoolers feel alore in
their dilemma, but so many
others are just as aloe. SO—
cial service workers say they
e folks like these constantly
— peopm who are scraping by
and proud, only to have their
Iives eroded by the high aost
of health care.

Humana, for example, has
seen a definite increase in
cases such as the lers,
said hospital spokeswoman
Lynn Whitley.

"We fe seeing more and
more of them show up on the
books in just the past 12 or 18
months," " Whitley said.

While she couldn™t disouss
the Schoolers® case, she said
Humana will work with pa—
tiets up to a year, on aver—
Shmont plars befors Tirlly

ayment plans re
Fr)e‘grr]'tjng pczases_ o oollectinn
agencies or writing them off
as lss.

One state Department of
Health and S%cg%l Services

of all Alaskans, perhaps
40,000 people, have no formol
health  insurance. The% are
people who oould suddenly
Tind themselves In_the samé
predicament as the Schoolers.

_But as bleak as things look
finacially, Dave ooler
said theré are always_other
things he takes care of first

"There$ always going 1
be food on the table,™ he Said.
"We don"t eat like kings or

ing like that we
gﬂ/é‘g a roof over our
vait, but my “fami

verybodi/ else can
y will have
besic needs met first.

"And these kids are going
t have a Christmes. “You
don"t _have to worry about
thet. But ﬂ“ered erlflz bge% fg
presents under :
the kids: clothes, mainly, and
a few toys. But mostly the
necessities.” o

Catholic Social Services B
the agency helping the fami—

The couple said they aren"t
ex_changlnq_ gifts themselves
this }/)E(a)ar hé one thing Dave
and Dorothy could use under
their tree isa health plan.



ALASKA STATE LEGISLATURE
HOUSE OF REPRESENTATIVES
RESEARCH AGENCY

P.0. Box Y. Stale Capitol
Juneau, Alaska998110100
Mail Stop J100
(907) 4650991

February 17, 1987
MEMORANDUM
T0: Representative Niilo Koponen
ATTN: Lisa MclLaren

FROM: Karen Oakley "
Legislative Analyst

RE: Health Insurance Costs in Alaska
Research Request 87.105 (Supplemental [Information)

You asked us to compile further information on health 1insurance costs in
Alaska, specifically: 1) the total amount paid by school districts to
insure their employees; and 2) the total amount paid by the federal
government to insure their employees and to provide health care to the
military.

Health Insurance Costs of Alaska School Districts

The Alaska Department of Education annually compiles information on the
operating budgets of each school district. Each district must report how
much was spent 1in each of 14 instructional or support service areas (e.g.,
regular instruction, special instruction, pupil transportation). Life and
health insurance are one component of the expenditures that districts are
required to report for each of these service categories. We tallied FY 86
figures as reported by 52 of the 55 school districts (see table on next
page) . The total amount spent by these school districts on life and health
insurance was $23 million; their total expenditures were $725 million. In
FY 86, Alaska school districts, on average, spent 3.8 percent of their
operating budgets on life and health insurance for their employees.
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FY 86 Operating Expenditures and Revenues of Alaska School Oistricts--Perccntnge of Expenditures

School District

Adal

Alaska Gateway
Aleutian Region
Anchorage
Annette Island
Sering Straits
3ristol Bay
Chatham

Capper River
Cordova
Delta/Greely*
till irtgham
Faircanks*
galena

Haires

Moonan
Hyaacurg

tdi tarod

Juneau

kake
kashanamui t
kenai Peninsula
ketcnikan Gateway
king Cove
kodiak Island
kusouk

Lakv and Peninsula

Lower Kuskokwim*
Lower Yukon
Hntanuska-Susitna
Nenana

Hone

North Slope*
Northwest Arctic
Pelican
Petersburg

Pnbi lof
Railbelt

St. Mary’s
Sancpoint

Si tka

Skagway
Southeast Island
Southwest Region
Tanana City
unalaska

Valdez*

wrangell

fakutat

yukon Plats
tuxcn koyukuk*
'uoiit

tCTAL

Life & Health
Insurance

®

76,065
175,003
66,193
10,423,135
136,136
350,569
44,019
.96,589
160,314
95,482
304,455
177,179
3,142,439
68,279
133,551
55,901
22,224
184,644
1,111,145
116,470
68,061
2,315,890
264,577
50,103
664,710
224,424
104,982
768,426
325,560
2,363,949
61,249
292,213
698,039
405,700
26,819
123,892
34,881
101,924
49,199
44,206
411,239
36,853
71,760
167,347
40,854
57,265
288,631
106,859
51,646
196,171
260,908
100,154

27,718,183

Spent on Life and Health Insurance for Employees

Total
Expenditures
1S)

4,678,057
5,409,762
2,023,182
216,148,561
3,371,474
16,989,349
3,011,636
3,161,377
5,119,356
2,979,573
7,265,415
4,483,202
82,055,480
2,241,583
3,367,511
1,871,591
928,058
6,486,052
27,048,333
2,269,799
1,775,007
56,410,879
13,817,478
1,458,852
15,577,440
6,844,974
6,291,687
29,889,271
16,352,231
49,574,216
2,728,467
6,928,066
28,246,009
17,198,382
668,003
3,366,394
2,025,772
3,846,368
1,905,884
1,071,658
9,829,913
928,244
5,773,677
8,461,334
1,278,975
1,902,784
3.174,698
2.590,254
1,570,259
5,988,550
3,552,788
3,030,295

724,969,210

X of Expenditures
for Life & Health
Insurance
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WP WWRUIONONONRP OO NNORIINNOOD UWWROR®ORPFRPWROODOOMONN IR UIF O W o
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Local
Revenue
1S)

305,434
171,690
22,123
63,305,348
90,927
636,454
170,722
154,072
113,185
570,964

. 17,483
167,739
21,782,886
27,768
563
45,983
19,143
202,959
7.403,483
46,436

0
18,614,347
4,277,176
42,944
1,553,099
237,849
204,679
1,257,422
1,000,617
13,973,823
1,309,058
630,223
13,792,598
433,614
25,977
434,261
70,454
107,672
31,210
32,500
3,123,118
63,933
180,605
476,010
62,196
33,379
3,301,718
454,596
43,184
71,000
171,958
37,345

61,504,427

State
Revenue

©

2,611,471
4,339.214
1,554,613

154,237,713
1,535,752

12,150,049
2,320,586
1,976,536
4,765,899
2,231,060
6,462,700
3,990,942

61,085,984
1,566,026
2,630,962
1,505,501

924,410
5,219,174

18,634,883
1,690,296
1,559,368

38,446,708

10,016,184
1,289,951

13,682,537
5,123,219
6,113,187

24,524,292

13,352,046

35,638,331
1,315,314
6,251,042

10,601,352

13,024,232

671,786
2,821,303
2,085,278
3,692,088
1,725,384
1,004,124
6,893,040

915,533
4,250,190
4,926,360
1,065,487
1,372,148
4,486,425
2,528,098
1,354,036
5,414,370
6,149,618
3,359,896

527,636,698

Co.i are from unaudited FY 36 reoorts from eacn district to the Alaska Department of Education.

*Set f-insured

Prepared by the House Research Agency, February 1987 (Health4,010787-08).

Federal
Revenue

®)

2,069,611
742,014
354,438
854,229

1,486,491

4,328,862
330,587
759,990
113,591

13,145
326,555
384,886
105,111
567,339

48,714
304,628

23,349

1,089,146

56,690
456,056

0
195,792
9,350

40,301
334,930

1,100,660
286,709

6,544,681

1,139,866

56,175
6,270
89,547
4,050,362
3,665,619
0

9,852
149,756
5,959
475,116

0

147,942

0
1,132,307
2,205,091
234,464
267,642
27,893

0

76,213
716,465
1,921,418

0

39,306,812

Percent of
Revenue from
State

52.4
32.6
30.5
70.6
49.3
71.0
82.2
68.4
95.5
79.6
94.9
37.8
73.6
72.5
98.2
31.1
95.6
80.2
71.4
77.1
‘ 100.0
67.1
70.0
93.9
87.9
79.3
92.6
75.9
86.2
71.3
50.0
89.7
37.3
75.3
96.3
85.1
90.4
07.0
75.6
96.9
67.3
93.5
76.4
54.3
T3.2
32.0
57.4
84.3
91.9
37.3
74.p
97.3

72.4
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The State provides much of the funding for operation of schools in Alaska,

and you were interested 1in how much State money 1is used to provide health

insurance to school employees. Schools receive revenues from local and
federal sources as well as the State, and there is considerable variation

among districts in the proportion of total revenues vreceived from the
State. Thus, it is r.ot possible to make a definitive statement about the
amount of State money that goes to provide health insurance to school dis—
trict employees in Alaska. The State provided approximately 72 percent of
the revenues received by Alaska school districts. If one assumes that 72
percent of school district expenditures on life and health 1insurance was
paid by the State, the State contributed approximately S20 million of the
S28 million spent by school districts in FY 85 for life and health 1insur—
ance.

Health Insurance Costs of the Federal Government in Alaska

The federal government is self-insured. They provide several options to
their employees which vary 1in the amount of coverage and 1in cost to the
employee. The federal government contracts with several insurance com—
panies and health <care service organizations for processing of claims.

Since the companies do not actually provide insurance, the amount of
business they do for the federal government does not show up 1in their
reports to the Alaska Division of Insurance. Thus, the values in Table 1

of my memorandum of February 5, do not reflect the amount of business that
Blue Cross or Aetna, for example, did for the federal government.

Through Congressman Young"s office, we have requested assistance from
Congressional Research in obtaining recent figures on the amount spent by
the federal government to insure their employees and the military in
Alaska. They expect it will take one to two weeks to retrieve these data.

Electrical Workers Insurance

I was able to obtain further information about health insurance costs for
the International Brotherhood of Electrical Workers. They are self-insured
and currently have about 4,400 participants. Their premiums for members in
the Plan 10 and 20 groups have 1increased in the following manner since
1983:

Year Monthly Premium
1983 5241.20
1984 263.10
1985 274.95
1986 325.29

1987 343.63



Representative Koponen
February 17, 1987
Page 4

The premiums are based entirely on the actual costs to provide health
care. They feel that the increases are largely due to increased doctors”
fees which they attribute to increased costs of malpractice insurance.
They are so concerned about the increasing costs of providing health
insurance that they are placing some cost containment measures on an
upcoming ballot.

I hope you find this information useful. Please let me know if we can
provide any further information.
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ALASKA STATE LEGISLATURE
HOUSE OF REPRESENTATIVES
RESEARCH AGENCY

P.0. Box Y, Slate Capitol
Juneau Alaska 99811*3100

Mail Stop 3100
(907) 465-3991
April 13, 1987
MEMORANDUM
T0: RepresentativeNiiloKoponen

ATTN: Lisa Mclaren

FROM: Karen Oakley
Legislative Analyst

RE: Health Insurance Costs in Alaska
Research Request 87-105 (Supplemental Information)

Attached is a letter from Senator Ted Stevens transmitting the information
you requested about, health insurance costs for federal government employees
and for the military in Alaska.

| hope this information is wuseful. If we can provide any additional
information, please let me know.

Attachment
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March 26, 1987

Karen Oakley
House Research Agency
Alaska State Legislature

Pouch V
Juneau, Alaska 99811

Dear Karen:

Thanks for contacting my Juneau office requesting
information on how much money has been spent to provide
health benefits to federal employees and the military
employees in Alaska in the past few years-

The spending in Alaska for military health benefits in
1986 was $9.4 million, in 1985 it was $7.3 million, and i
1984 it was $5.2 million.

For federal employees health benefits, the spending 1in

1986 was $9.9 million, with $2.2 million 1in annuitants. In
1987 the allocation is $12.2 million, with $3.5 million in
annuitants. I hope this information proves wuseful. Thanks

for letting me be of assistance.

With best wishes,

Cordially



Blue Cross

otllashingtonand Alaska

3111 C Street. Suite 100

PO Box 10-2-380

Anchorage, Alaska 99510 2480
(907) 561-5065

April 23, 1936

Representative Niilo Koponen
The Alaska State Legislature
Pouch Vv (M.S. 3100)

Juneau, Alaska 99811

Dear Representative Koponen:

Blue Cross of Washington and Alaska generally agrees with
the legislative Tfindings that there are persons in Alaska
with limited access to health care services. We do not have
any reference to numbers of persons in need, but feel that
it is right and proper for the State to provide incremental

support when necessary.

Blue Cross of Washington and Alaska supports the utilization

of a managed health care system to meet the requirements for

programs directed toward those 1in need. Not only is a
managed system a device for cost control, it puts the patient

in partnership with the health care provider in developing a
course of action iIn response to illness. This partnership

will provide for the best possible care in the most appro—
priate setting, thusly conserving dollars and providing per—
sonal and professional satisfaction to the provider and

patient.

Blue Cross of Washington and alaska questions the inclusion

of the psychological associate in the table of providers.

We feel the scope of practice of the psychological associates

precludes them from rendering a full measure of care. The

psychological associate requires supervision of a psycholo—
gist, the work plan must be approved and coghizant department

must be kept informed of the individual®s area of practice.

This use of the associate may violate the concept of the

managed health care systems approach.

Blue Cross of Washington and Alaska will cooperate with the
Legislature, and the Health, Education and Social Services
Committee 1in particular, in developing a program of assistance
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HOUSE BILL 675

Purpose of HB675
HB675 establishes a comprehensive program to address the unmet medical
needs of those Alaskans who are not otherwise protected by a private

or group health care plan.

Discussion

The number of medically uninsured individuals has been steadily
increasing nationally due to unemployment, cuts 1in state and federal
programs, and inability of many self-employed individuals to afford
continued health care insurance premiums for their families.

Many states have established task forces to define the scope of the
problem, and to make recommendations for reducing the number of

persons at risk.

HB675 would make a major state commitment to addressing this problem

in Alaska. In short, HB675 directs the Department to design a
comprehensive medical program that would be offered to all at risk
Alaskans at a price they are able to afford. This effort would be

directed by a Basic Health Plan Board composed of nine members
appointed by the Governor.

The new program would be based on an insurance model that would depend
on individuals recognizing their lack of medical protection, and
taking steps to correct that by enrolling in the new program. Those
"risk-takers"” who chose not to take advantage of this special program
would remain vulnerable to the financial catastrophe that almost
certainly comes with a major medical problem for those who are not
prepared for it.

The program would capitalize on new health care financing ideas being
used around the nation, and encourage competitiveness in purchasing
health care for the persons covered under it.

HB675 is a broad, straightforward approach to addressing the needs of
medically at risk individuals. The sponsors of HB675 clearly espouse
the view that no Alaskan should be confronted with difficulty receiv—
ing quality medical attention when confronted with a major medical
problem solely due to their inability to purchase adequate health care
protection. The Department shares this point of view.

Department Position

A detailed analysis of HB675 and its financial implications has not
been done by the Department. ~ThTf"an~a~Tysis“Wbul*d*bT"larg"ely dependent
on an assessment"of the number of individuals who are medically at
risk due to lack of medical coverage, or inadequate medical coverage.
The Department believes that medical 1indigency 1is a serious problem
and should be addressed by the Legislature. The Department supports
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