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Management of the uncompensated care pool by
the new Departmont of Modlcal Security (DMS) has
also holpod soften business opposition, tho Governor
said. Tho pool, established in 1985 to more ovenly
distribute the burdon of bad dobts and charity care
across all hospitals, is financed by a 13 percent
surcharge, paid by all insurers, on hospital bills. In
October 1988, when tho department took over, tho
obligation of private payors was capped and is being
trimmed ovor lime - from $325 million In FY 88 to
$277 million in FY 91 - to rofloct tho drop In demand.

"One of tho things wo aro trying to do here is to
mako this a fairor system," Dukakis stressed. "There
aro an awful lot of small businossos that do provide
insurance.” 1hoy aro paying a "substar.tial surcharge
on thoir premiums" to pay for uncompensated caro,
thereby "looting the bill" for others that do not
subsidize employee insurance, ho said.

Reservations expressed by the hospital industry
also soom to hove abated, tho Govornor noted. For
one thing, he said, tho state was finally able to pay
hosj. lals $50 million, to mako up for federal cuts in
Medicare - money it had promised to win support for
the Health Security Act. Initially, hospitals had also
resisted the state's management of the ur.compon-
sated care pool and tried ~ and failed - *o deny the
DMS authority to issue performance standards
governing the amount of bad debt they may charge
to the pool. The standards are expected to save the
pool $40 million, savings that will be passed along to
the state and private businesses.

An analysis of the way in which hospitals were
collecting bad debt found “enormous variations™ in
the amount of debt recovery, Dukakis said, with no
pattern. "It wasn't that some were urban and some
were suburban. It obviously had something to do with
the management of the hospitals,” he observed. After
a good deal of consultation with the industry, stan-
dards were approved and to the hospitals’ surprise,
"are working better than they thought they would."

Other components of the law include:

* the CommonHealth program (July 1988), adminis-
tered by the Public Welfare Department, provides
coverage to three groups: those who leave the
welfare rolls to work; disabled adults who want to
work; and disabled children of working parents. The
program was the first phase of the act to be imple-
mented. As of the end of February, more than 17,000
individuals had been enrolled.

e CenterCare (May 1989), run by the DMS. contracts
with community health centers to provide primary
care to uninsured residents with incomes at or bolow
200 percent of poverty. Currently, more than 5,300

peoplo are enrolled in 23 centers across the stato.- 60 -

* Student Health Insurance (Septombor 1989)
requires all co lege studonto In Massachusetts to
either buy Insuranco through thoir Institution or
demonstrate) they are covered by a comparable plan.
An estimated 55,000 students who hud no insurance
bofore the law was enacted are now covorod; sav-
ings to the uncompensated care pool aro estimated
at $15 million.

Effectivo in January of this yoar, employors also
begun paying a 0.1 uorcont tax on tho first $14,000
of omployoo wages ($16.80 por employee) Into a
special health insuranco account, to pay promiums
forrosldont5 receiving unemployment compensation.
Contributions to tho account aro expected to gener-
ate $34 million in 1990. A recent survoy found that at
any ono time, 40 percent (130,000) of those claiming
unemployment compensation aro without insuranco.

by tho end of 1990, tho state also exports to bo
insuring an ostlmatod 10,000 residonts undor so-
called phaso-in initiatives, designed to test various
approaches to providing insurance. In round one. the
DMS is contracting with HMOs and insurers for
comprohonslvo insuranco, targotod primarily to
businesses with fewer than 25 employees. In tho
second round, the departmont will try to find plans
with premiums at roughly $1,680 - the some levol of
contribution to be required of employers in 1992.

Is the Massachusetts plan a modol that could be
emulated on a national level? "It's one model, yes,”
Dukakis said. "If people are looking for an example
of an employer-based system, using private insur-
ance principally, this is the most advanced version.”

Why hasn't the federal government succeeded in
pulling together the diverse factions, as several
states h? /e, and developed aplan that addresses the
needs of the uninsured on a national level? "You
have chief executives at the state level who are
willing to take leadership on the issue,” Dukakis said.
"During the Reagan years, it was impossible to get
the Administration to seriously consider the problem
... | hope President Bush, with the directive he has
given (HHS Secretary Louis B.) Sullivan, is going to
take this seriously."”

There is, he said, "tremendous congressional
interest, on both sides of the aisle” in fashioning a
national plan for the uninsured. If the Bush Adminis-
tration is equally interested, he said, the governors
- whose budgots are riding on a solution - can play
a pivotal role. "We have an opportunity to do here
exactly what we did on welfare reform and what
we've done now on education, which is to be the
catalyst that drives this ... and brings a Republican
AdministrationandaDemocraticCongrosstogothor."
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To: Interested parties December 4, 1989
From: Rep. Gail Chatfield
Re: Proposed 'Missouri Health Assurance Plan'

Enclosed is a draft of legislation creating a "Missouri Health
Assurance Plan™ which I intend to file by the end of this month.
The basic idea of this bill is to establish a Canadian st.*e
comprehensive health program for our state. I would Ilike to
emphasize that this enclosure is a draft/ not a finished product.
The development of this bill is going to be an ongoing process
which will just start with the filing of the initial version. I
am circulating i1t to you, and other 1interested parties, in the
sincere hope that you will help with this process by offering
your comments, criticisms, and suggestions for iImprovement each
step of the way.

Suaaary

The central 1idea behind this bill 1iIs to address our state’s
serious health care problems through a basic structural reform of
the system, rather than continuing to attempt to apply bandaids
to each 1i1ndividual crisis as it arises. This 1s not just an
indigent care progr- i, or just a cost containment program, or
just a reform of Medicaid. It is a serious attempt to meet all
of these, and many other, concerns by remodeling our system along
the 1lines of one that iIs 1 proven success; i1.e. the Canadian
national health iInsurance program. The bill has three guiding
principles. They are u. iversal access, cost containment, and
quality assurance.

Universal Access The bottom line here 1is that every resident of
Missouri will be covered by the Plan. It 1s 1ntended to
basically replace the patchwork of private and public insurance
with a single state iInsurance program for which everyone is
eligible. There will be no means test or eligibility standards
to differentiate one person in need of care from another on the
basis of i1ncome, age, pre-existing condition or anything else.
Every resident of our state will have access to a basic package
of health care services.
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Cost Containment One of the biggest successes of the Canadian
system is that i1t 1is able to offer coverage vo every Canadian
citizen while costing proportionally far lesE than our system
here In the U.S. The basic reason for this i1s :hat their system
iIs based on a unified source of payment. Rather than trying to
deal with patchwork of hundreds of private and public insurers
and programs, the Canadians channel all of their health dollars
through a single fund. This saves them money iIn two ways.
First, it eliminates the tremen lous administrative costs
associated with maintaining hundreds of overlapping private and
government insurance bureaucracies. Second, It put? a single
payor in the position of containing costs by negotiating budgets
and fee schedules with providers. Thus cost saTings can be
achieved by increased efficiency and consumer bargaining power,
rather than by rationing care on the basis of ability to pay.

The proposed Plan will consolidate all of the money presently
being payed by private companies and individuals, as well as the
state, Federal, and local governments into a single fund.

Quality Asjurance Surveys show that consumer satisfaction with
the quality of tne Canadian system runs a well over 90%. This
is achieved 1In two ways. First, their program (lik*? this
proposed Plan) contains provisions for constant monitoring and
improvement of the quality of care. Once again, the unified
source of payment plays a critical role 1in enforcing quality
standards. Second, the program eliminates financial incentives
for piling on medically unnecessary, and often harmful,
procedures just because of their profitability. For example,
studies show that unnecessary surgeries, such as hysterectomies
and Caesarean sections, are among the most seriou3 quality
problems infecting our current system.

As |1 said at the beginning of this memo, the proposal that you
have 1In your hand is a draft. Our hope is to involve you, and
other key individuals and organizations 1in the process of
improving and refining the program so that it will meet the needs
and concerns of each, while keeping its basic principles intact.
I look forward to hearing from you and working with you on this
project.



Description
Missouri Health Assurance Plan

Section A

Section 1 contains the title of the bill, outlines 1ts purposes,
and defines i1ts most Important terms.

Section 2 i1s enabling language needed for a statute of this type.

Section 3 sets up a Board of Governors for the Plan. It will
hove 21 members including the heads of four departments, two
members of the Certificate of Need board, and fifteen appointees.
The appointees will i1nclude five provider representatives and ten
consumers. Among the consumers must be at least one poor person
and one senior citizen.

Section 4 outlines the powers and responsibilities of the Board.
It requires them to hold hearings on several of their more

important duties.

Section 5 allows the appointment of an Executive Director for the
Plan. It allows the Board to delegate powers to him/her,
excluding the issuing of rules and the allocation of funds.

Section 6 sets up a Missouri health care trust fund. It
includes i1n the fund money which comes into the state for
Medicaid and Medicare payments, subject to a walver 1issued by the
Federal Department of Health and Human Services. This allows the
inclusion of Medicaid and Medicare money in the unified source of
payment. The section also requires the establishment of a
reserve fund to protect the solvency of the program.

Section 7 creates a '"Prevention Account”™ within the fund to
earmark resources for preventive and primary care. It also sets
up a "Health Services Account” from which to reimburse providers
for the basic services covered by the plan.

Section 8 sets up a "Health Professional Education and Training
Fund™ to allow the dedication of resources to this purpose.

Section 9 states that all state residents are eligible for the
Plan. It forbids providers from charging eligible persons more
than they are reimbursed by the Plan.

Section 10 outlines covered services. Basically, all medically
necessary services are covered. Prescription medications, most
outpatient mental health services, and a limited amount of
alcohol or drug rehabilitation are included. Basic nursing home
care, elective or cosmetic services are not.

Section 11 prohibits discrimination by providers, allows freedom
of consumer choice for covered persons, and sets up a mechanism
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for paying for the care of Missourians while outside the state.

Section 12 sets up the payment and cost containment system.
Hospitals are paid on the basis of annual 'global budget™ which
iIs meant to cover all of their costs (including justifiable
capital needs) for each year. Individual providers are paid on a
"fee-for-service" basis. Fee schedules are to be negotiated with
the Board. Multispecialty provider groups may elect to be
reimbursed on a "capitation”™ basis.

Section 13 1i1s enabling language allowing the assignment of
revenue raised by the state for the Plan to go iInto the trust

fund.

Section 14 redirects state and local funds currently going for
employee health care iInto the program. It includes a phase-in
for units of government which have collective bargaining
agreements with their employees.

f
Section B sets the effective date of the program two years after
the receipt of the necessary Medicaid and Medicare wailvers.

Section C increases corporate and individual income tax rates to
fund part of the cost of the program. Note: The iIntent of this
tax 1s not to increase the health care expenditures of employers
or 1individuals, but simply to redirect the money that they are
already paying toward health insurance through the single state
payment source, the trust fund. The tax will replace existing
premium payments, not be added to themT The “blanks- have not
been filled iIn because guidance Ti needed from iIndustry and
taxpayers on how this tax should be structured so as to ensure
that the program does not increase the health care burden of
individuals or employers that are already doing their share to
pay for coverage. It is iIntended that this system will offer
universal coverage and still reduce the overall amount

Missotirians pay for care.

Section 15 instructs the Department of Social Services to apply
for the necessary Medicare and Medicaid walvers.

Section 17 sets the timeline for the governor®s appointments to
the Board.

Section D submits the Plan to a vote of the people.
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The Oregon Health Care
Challenge.

Government, Business and Labor
working together to:

Promote access to health care for all
Oregonians.

Agree on a standard package of
health care oenefits for all
Oregonians.

Restrain health care cost inflation.

Equitably share responsibility In
financing health care.

CHALLENGF

Wifi*
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SYMPTOM

400,000 Oregonians are
without any health .
Insurance. =

One out of six Oregonians and others

under 65 are without
health insurance.

Below
120,000 are earning Federal
below the Federal Poverty Level
Poverty Level.
260,000 are adults 65%

and families earning Working

above the Federal
Poverty Level.

20,000 are High Risk
individuals and
others.



SYMPTOM

120,000 Oregonians below
the Poverty Level

cannot receive

Medicaid.

Congress passed

Medicaid to provide health

care for families living in

poverty. Income levels

used to determine o M
Medicaid eligibility vary 60 /

from state to state. The 5090 47%

range is from Alabama's

24% to Utah's 95% of the f \\ £ M

Federal Poverty Level.

Oregon has provided A

sufficient matching funds

to cover the poor with typical Medicaid family of three as a
incomes up to On|y 60% of percentage of the 1988 Federal Poverty Level

(Medicaid Source Book, Congressional

the Federal Poverty Level. _
Research Service)



SYMPTOM

260,000 of those without
Insurance are workers and
their dependents.
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SYMPTOM

Employers pay the health
care hills of 400,000
uninsured Oregonians.

The way health care for
those without health
iInsurance is paid for is
unfair.

Annual Insurance Bill
Your Health Care Insurer
Anytown, OR
To: Oregon Employers
1,500,000 families @ $2,000 = $3.0 Billion
Unpaid health care bills @20% = .6 Billion

These employers also pay _ .
the difference when Total: $3.6 Billion

Medicaid and Medicare
don't cover all the costs.

Employers who provide
health benefits subsidize
uninsured workers
through higher premiums
for their own workers.



PRESCRIPTION

The Oregon Health
Standard will expand
access to care, covering
nearly all Oregonians.

Public Sector

Business and Labor Insurers Government

Insurance Pool High Risk Pool Expanded Medicaid 6



The Oregon Health
Standard will assure health
care for workers, the poor

and the sick.

The Legislature established a
partnership to provide h *alth
care access for the 400,010
uninsured Oregonians.

Business' responsibility is to
provide standard health
coverage for workers and

their dependents.

Government's responsibility
expands to all Inose living in
poverty and is shared with

Insurers for coverage of the

chronically ill.

Senate Bill 935

Employers
provide health
care benefits

for all
permanent
workers and
dependents.

Senate Bill 534

Insurers
provide risk
pool
coverage for
the
uninsurable,
chronically ill.
The State
subsidizes
the pool.

PARTNERSHIP

&=

Senate Bill 27

H

2b
Government
expands
Medicaid to
cover all
those below
the Federal
Poverty
Level.



PACKAGE

The Oregon Health "
Standard links programs .
together to gain access for |
everyone,

Oregon
Health
Standard
. SB 935 SB 534 SB 27___
Employer High Risk Expanded
Pool Pool Medicaid

Oregon Health Standard
benefits are required to
be provided by
employers participating
In the Pool.

Health care will bo
available for Risk Pool
participants regardless

of their medical
conditions.

The Health Standard
becomes the Medicaid
benefit package,
rationalizing services
and promoting cost
containment through
managed care.



SENATE BILL 27

Congress iIs asked to
approve the Oregon Health
Standard.

The Oregon Health
Services Commission:

Establishes a set of health
care services in rank order
of priority, based on the
effectiveness of health
care treatments and on
societal expectations for
an Oregon health care
system.
Federal Medicaid requirements may stand
Identifies costs for each in the way of the Oregon plan. Congress
prioritized medical needs to waive eligibility barriers for single
procedure. adults and childless cc jpies living in
poverty. The Federal G overnment must
agree to the Oregon H jalth Standard

Presents its report to the benefit package.

Legislature and to the
Governor for funding to
begin July 1,1991,
pending Federal approval.
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Oregonians living In S
poverty will benefit from

the Oregon Health

Standard.

Oregon's Medicaid Program
will be expanded to cover all
families with incomes below
the Federal Poverty Level.

120,000 additional Oregonians
will be eligible for Health
Standard benefits through
Medicaid.

59% of those to be covered are
in families with children.

Children living in poor two-
parent families, now

uninsured because Medicaid is
tied to welfare cash

assistance, will be covered.

. 120,000
Uninsured BelcF);thhe

Single adults
and childless

couples 11
Oregon Expanded Medicaid

Two-parent One-parent
families families




SENATE

Oregon businesses will
provide health benefits for
all workers.

An Employer Pool has been
established offering affordable
and comprehensive health
plans. These plans must
provide at least Oregon Health
Standard benefits, but not
necessarily other health care
mandates.

Average monthly family
premium ¢ $160.

S45 million in tax credits per

year is available to encourage

small businesses to provide

health benefits now. The 1994 Tax

requirement that all employers Employer Credit Worker

provide health benefits would

. Pays 75% of the workers Pays P 25% of own
be repealed only if most ypremium, 50% for maxir)r/mm pr?;r?iursn, 500%?f0r
uninsured workers become dependent coverage, $20 for optional dependent
covered through voluntary receives $25 tax credit, worker and coverage, net cost:
efforts. net cost: $70 per $5 towards $65 per month.

employee per month. dependents,
net $25 per

month.



» Oregon's High Risk Pool
reaches thousands who
need health iInsurance.

About 15,000 Oregonians are unable to obtain health
insurance because of pre-existing medical conditions.

3 Oregon has taken the first step in helping the
chronically ill get the care they need. Many can now
be enrolled in the new High Risk Pool.

The State has appropriated a $1 million subsidy and
provided for an assessment on insurance company
revenues to start up the Pool. Participants pay no
more than 150% of a standard premium.



(» Oregon's High Risk Pool
reaches thousands who
need health insurance.

About 15,000 Oregonians are unable to obtain health
iInsurance because of pre-existing medical conditions.

3 Oregon has taken the first step in helping the
chronically ill get the care they need. Many can now
be enrolled in the new High Risk Pool.

The State has appropriated a $1 million subsidy and
provided for an assessment on insurance company
revenues to start up the Pool. Participants pay no
more than 150% of a standard premium.
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PROGNOSIS

In 1994, nearly all
Oregonians will have
access to health care.

The Oregon Health
Standard's benefits and
managed care will make
the best use of health care
dollars.

Private and public
insurance expansions will
provide access for all
workers and their
dependents, all those
living in poverty, and the
chronically ill.

Some unemployed and
self-employed persons,

and some college 1990 1994

students, would continue
to be without coverage.
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FINDINGS AND CONCLUSIONS
The Legislature finds Washington state has been an innovator in health care.

Over the past three years the state has pioneered several nationally recognized model
programs, including: the Basic Health Plan and the High Risk Health Pool to provide
access to health services for the uninsured; the Omnibus AIDS Act to provide a
prevention and treatment framework to address that serious disease; the Maternity Care
Access Act to provide needed prenatal care to low income women and health care to
poor children; Rural Health Legislation to meet the health needs of rural communities;
the Health Care Authority, a single payer administration, to improve the efficiency of
health benefit plans for public employees; and a state Department of Health to provide
greater focus and leadership regarding health matters.

These accomplishments, although significant, are piecemeal attempts to address
pervasive problems of access, equity, quality of care, and cost control.

Close to 700,000 Washington state citizens are without access to health services. This
number is growing as increased health insurance costs push low wage earners off health
insurance rolls, administrative and bureaucratic costs continue to rise, and the multi-tiered
complex system breeds additional inequities in access and quality.

Problems of access, quality, and cost also have a detrimental effect on the state's
economy. Washington state, and the nation as a whole, cannot gain a competitive edge
when health care costs continue to grow at an alarming rate and workers cannot access
health services. On a per capita basis, the United States spends 41% more on health
services than Canada, 61% more than Sweden, and 131% more than Japan. All of these
countries have universal health coverage while this country fails to provide coverage for
an estimated 37 million of its citizens. Also, iri some areas of health outcomes, e.g. infant
mortality, these countries fare better than the United States.

The Legislature concludes that any future reforms must be systemic, encompassing all
the major components of health service delivery and finance. It must also result in
universal coverage for state residents, insure quality of care, and include effective cost
controls.

INTENT
It is the intent of the Legislature that by 1995 the Washington Universal Health Access
Program [WUHAP] be fully implemented, incorporating the following principles.

1. Comprehensive health service and long term care coverage for all residents
of the state.



2. Annual premium participation for all enrollees based on income, except for
those of the lowest income levels.

3. Minimal co-payments to be paid at the point of service forenrollees, with
a sliding fee schedule for those enrollees whose income is below 200% of
the federal poverty level [FPL].

4. An efficient single administrator, with uniformity of billing, payment, and data
collection.

5. A global state health service budget based on a percentage of the gross
state product or revenue capacity.

6. Freedom of choice of provider.

7. Funding through employers, individual premiums and payments, and state
and federal governments.

8. Development of a state universal coverage program in anticipation of some
form of national health insurance.

DEVELOPMENTAL PROCESS

The elements of WUHAP will take several years to put in place. Most likely, it will need
to be phased in over a multi-year period.

The responsibility for overseeing the development of WUHAP is given to the Health Care
Access and Cost Control Council [HCACCC] recently created by SB 6152 [Sec 503].
Present membership includes the Secretary of Health; the Secretary of Social and Health
Services; the Administrator of the Basic Health Plan; the Administrator of the Health Care
Authority; the Director of Labor & Industries; and one public member. The statute should
be amended to include the Insurance Commissioner, since the development of the
WUHAP will require significant modification of the insurance system.

The developmental process will involve the participation of several groups and
organizations including the Board of Health, through the State Health Report; business,
labor, the pubic at large, and the health provider community.

ADMINISTRATION

The WUHAP shall be organized as a single administrative entity, encompassing the
following elements:

1. Uniform benefits package;



2. Simplified uniform billing and payment procedures;

3. Complete and timely accsss to all health data;

4, Complete authority to make operational decisions regarding the program.
The WUHAP may contract with existing health entities to perform financial intermediary
or "Administrative Services Only" [ASO] functions, if necessary for the effective and
efficient operation of the program.

SERVICES COVERED

Covered heami services shall include those that are determined to be effective in the
following categories.

1. Inpatient hospital;

2. Outpatient hospital;

3. Physicians services;

4. Other licensed health professional services;

5. Prescription drugs;

6. Health promotion and illness and injury prevention;

7. Long term care, including nursing homes and community-based services.

The secretary of Health, pursuant to her or his authority to evaluate outcomes of health
service intervention [SB 6152 (Sec 107 &9)], shall periodically recommend to the WUHAP
health services and medical technologies to be covered. Such determination shall be
conducted through the public process.

SERVICE DELIVERY AND REIMBURSEMENT

Global State Health Service Budget fGSHSB]: This budget will reflect the total amount
to be spent on health services in the state. It will be developed on a per capita
basis, taking into consideration an established percentage of the gross state
product or revenue capacity. Premiums and co-payments with be established
based on a fixed portion of the GSHSB.

Health providers: Health providers will be reimbursed on a fee for service, salaried, or
capitation basis set uniformly by the WUHAP.



Hospitals: Hospital budgets will be set on a GSHSB basis for each hospital, using
historical data, and projected changes. Retrospective adjustment will be permitted
for unforseen circumstances.

Trauma and tertiary care services, where efficiency is sensitive to volume of service,
will be designated among hospitals based on geographic distribution and need.

Capital projects would be approved separately.

Funds for graduate medical education will be excluded from hospital budgets and
separately approved.

Hospital budgets will include a factor for uncompensated care to provide
emergency services to those who are not enrolled.

Dru”™ and durable goods: Prescription drugs, durable medical equipment and supplies,
eyeglass, hearing aids, oxygen, and related services will be provided through a
uniform state contracting process.

Long Term Care: The HCACCC shall consider the recommer jations of the Long-Term
Care Commission [HB 1968] in determining service deliv* ry and reimbursement for
LTC consistent with the intent of this act.

After 1995, no insurer, health service contractor, nor health maintenance organization may
independently insure, contract or provide those health services included in the WUHAP
benefits package.

HEALTH PROFESSION RECRUITMENT

The secretary of Health shall identify shortages of needed health providers and, with
universities, colleges, and vocational technical institutes, shall develop proposals for
training, recruitment, and retention.

HEALTH SERVICE UTILIZATION MANAGEMENT

The secretary of Health, with the state’s academic health science programs, shall develop
training and continuing education programs that incorporate utilization management
scfu mes to improve timeliness and efficiency of health services interventions and cost
controls. The results of this effort shall include practice guideline development, on a
consensus basis, using available data on efficacy.

PHASE-IN OF EXISTING PAYMENT SYSTEMS

The HCACCC shall develop a time line and method for incorporating the following
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payment systems into the WUHAP:
Medicaid and state funded indigent hoalth programs;
Medicare;
CHAMPUS;
State Employee Health Plans;
Common School Employee Health Plans;
Basic Health Plan;
High Risk Health Pool;
Labor and Industries health services;
Veteran health services;
Department of Correction health services; and

All other private coverage.

FEDERAL WAIVERS AND STATUTE CHANGES

The state of Washington shall seek waivers and federal statutory changes necessary to
incorporate Medicaid, Medicare, ERISA, Veteran Health Services, and CHAMPUS into the
WUHAP.

FUNDING

Participation:

Except for persons of the lowest income, all enrollees or their employers will pay
premiums. There will be a sliding fee scale for enrollees with income between 100% to
200% of the FPL, with a maximum out-of-pocket limit. For families over 200% of the FPL,
premiums will be actuarially set based on family size; this amount will be capped.

A minimal co-payment will be collected at the point of service.

Funding sources;

Federal: Medicare; Medicaid; CHAMPUS; Veterans Administration.
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State General Fund: Existing sources.

Employers: Participation in premium and/or WUHAP fees. Possible sliding scale
based on company size and gross revenue.

Enrollees: Participation in premium and copayments

Fund Administration:
Funds shall be deposited into the Washington Universal Health Access Trust Fund.
Amounts shall be allocated on a formula basis to the following four accounts.

l. Health Services: health providers, hospitals, drugs, etc.

Il. Prevention and Education: wellness, illness and injury prevention, and
health promotion.

1. Capital Projects: renovation, construction, and major equipment.

V. Graduate Medical Education: funding of medical schools, hospitals, and
other health professional training.
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Indigency

National Conference of State Legislatures

ProjectNotes

December 1989

RIGHT OR PRIVILEGE:
S IOULD EVERYONE HAVE ACCESS TO BASIC HEALTH CARE?

"In a civilized widely, every member ofsociety should have
access to a basic package of health services." Uwc Reinhardt, a
Princeton economist and member of the National Leadership
Commission on Health Care, has likened this to the guarantee of
universal access to public education. Yet, the United States and

| South Africa are the only major industrialized powers that fail to
guarantee access to health care.

Americans struggle with the issue of whether health care is a
right or a privilege. In a country that has the best health care
technology in the world, nearly 37 million of its citizens do not
have health insurance. Those who cannot afford to pay, often
called 'he “ medically indigent,” face major access barriers to
lie ilth care services.

In die absence of a national health policy, the health care
(access and rights debate is centered in state legislative chambers,
iMedical indigency and uncompensated health care costs were
identified as top priority issues for the 1989 legislative sessions,
and will continue to demand attention in the 1990s. The three
primary contents identified by legislators arc ensuring access to
health care, paying for it. and expanding the availability of
insurance to uninsured persons. Health care analysts have sug-
gested that while in past years state legislatures proceeded slowly,
stiles are now taking a leadership position on these issues.
Access, cost, and quality issues continue to headline the policy
‘concerns of consumers, providers, and payers.

Financing health care for people who do not have private in-
surance or who arc not eligible for government programs is a
major problem for state legislatures. Medical indigency has taken
in greater urgency in recent years because of changes in the health
care system. In the past, health care providers used a portion of

a profits from paying patients to subsidize the costs of care to

is nonpaying group. Recent efforts by insurers, the business

omnuni.y.and government toreduce ihetr health care costs have

made it increasingly difficult for providers t* continue this prac-

tice. The focus of this article is universal acf sstc health care and
suite efforts to ensure availability.

Who are the medically indigent?

Hie term "medically indigent" usually applies to low-
income uninsured people who arc unable to pay for their medical
care. Others may also be included in a state’sdefinition, including
insured persons who cannot afford to pay for services not covered
by their policies, or for high insurance deductibles or co-pay-
ments. Even middle-class individuals may be considered medi-
cally indigent if they cannot pay for the costs of a catastrophic
illness or accident. The following items reveal information about
uninsured and medically indigent people that may be of interest to
state lawmakers.

o Although Medicaid eligibility criteria vary widely among
suites, on die average, an American with two children may
earn no more than $6,036annually to qualify for Medicaid. In
Alabama, a family of three can earn no more that S1,41X per
year to be eligible fur Medicaid, in California, the threshold
is $10,704.

0 One in three Americans is without adequate insurance cover-
age and millions go without basic health care services,

o0 Nearly one-third of Hispanic Americans arc uninsured,

0 More than one in five African Americans do not have health
insurance.

0 One-third of the uninsured arc children, including some five
million adolescents aged 10 to 18. Uninsured children
receive 40 percent less physician care than insured children,
according to the National Association of Children's Hospitals
& Related Institutions (NACHRI).

0 Forty-four percent of uninsured children live in families with
incomes below the federal poverty level,

o Almost 20 percent of uninsured children live with an adult
who is insured through the workplace,

o0 The incidence of uninsured residents is almost twice as high
in the Western and Southern states than in the North Central
and Northeastern states,

0 Persons without health insurance "self ration" by seeing a
doctor about 65 percent as frequently as those with coverage
or by not even seeking medical care,

o Millions of persons who do receive health care services, but
either cannot pay or do not pay for them, generate billions of
dollars of uncompensated health care costs each year.

"Establishing priorities in health care is a

necessary step toward defining adequate

health care."” Sen. John Kitzhaber. MD,
President, Oregon State Senate

Should the health system be restructured ?

The last several years have witnessed a shift in public policy
approaches to meeting the needs of the medically indigent. The
health care system is seeing a change in the "Robin Hood” cthic
of compliance with the expectation that providers are somehow
obliged to serve patients regardless of their ability to pay. Public
debate is brewing about how much health care is "adequate" for
those who cannot pay for it. As this debate continues, several
factors point to a health care system with growing problems:
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i) Health care costs continue to skyrocket. In 1988, national
health expenditures were 11.3 percent of the gross national
product (GNP), the broadest measure of U.S. economic
activity. By 1993, health care spending will grow to an
estimated 13 percent of the GNP.

u The gap between the medical "haves’* and "have nots” is
widening.

o Millions of Americans report financial barriers to receiving
adequate health care,

o0 The U.S. has one of the highest infant mortality rates in the
industrialized world, exceeding that of 16 other developed
nations.

o Our nation’s safety net is fraying. Public hospitals arc
endangered and no longer have the resources to serve as
health providers of last resort,

0 The ability of hospitals to absorb uncompensated care costs
has diminished as their ability to shift costs has declined and
as the uninsured population has grown.

0 Physicians report that the aged, poor, and uninsured utilize
emergency rooms as a primary source of health care and that
overcrow ding is severely limiting the public’sright to timely
and good quality care,

0 Access to emergency medical and trauma services is threat-
ened by the continuing problems of health care financing and
because so many emergency room patients arc uninsured.
Emergency room closures present access problems even for
those who are fully insured,

o0 U.S. hospitals and emergency rooms with too many patients
and too few beds arc in a widespread and growing crisis, ac-
cording to the American College of Emergency Physicians
(ACEP).

o0 In some quarters, Mcd':are and Medicaid arc equated with
charity care because reimbursements under these programs
sometimes arc far below costs.

0 Medicaid eligibility has been eroded over the past decade,
government reimbursement levels and “ red tape’’ inhibit
physicians from treating the poor, and emergency rooms
have been labeled as the “opening through which debts
blow."

These and other problems fuel the national health care debate.
State legislators find themselves in the middle of the fray.

Can change be expected?

The overriding problem will not be solved right away, ana the
issues raised as a result will set die agenda for change. Inequities
in the distribution and provision of care will require change at
many levels. The need for change is apparent, but there is no
consensus as to what form the change will take in light of
expectations versus economic realities.

Can improvement at the state and local level resolve the in
creasing finaneia burden of providing care on the national level?
Department of Health and Human Services Secretary Louis Sul-
livan. MD has declared that state and local government and
private employers must share in the solution to the problem.
Scholars suggest that total resources be determined in the context
nl fedcial and stale budgets.

Rationing has been proposed as one possible sole on to the
vurrcnt crisis of cost in health care. Advocates believe the
alKvanon of resources makes funding decisions more rational.
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"In an era offederal budget deficits and light state
budgets, how to assist the medically indigent lias
become a question of what is the most efficient
allocation oflimited dollars.”

Katherine Swartz and Debra Lipson, Strategies
for Assisting the Medically Uninsured

Rationing also has been criticized as an unhealthy “ stopgap"
measure that denies care to the most deserving segments of the
medically indigent population. Proponents argue that a two-tier
system is developed, offering “ second class" medicine in a top
quality environment.

Over Ib- past five years, die states have taken the lead in
developing legislation to address the growing problem of paying
for and ensuring access to medical services for the medically in-
digent. Stales have experimented with a number of different
programs for the indigent. The majority of state legislatures have
enacted or considered b:,is to expand access to and finance health
care for medically indigent persons.

Conclusion

The answer to the question of whether access to basic health
care for all is a right or a privilege is both political and policy
oriented. The U.S. Supreme Court has determined that there is no
constitutional right to medical care, even to medical care that is
lifcsaving. Future solutions will come from Congress and the
individual state legislatures. Changes to the current health care
system will require an examination of the following:

1. Community interdependency -- the inevitable conclusion that
no one group can do it alone.

2. Voluntary action - the acceptance of short-term and inter-
mediate strategies to develop an equitable and affordable
long-term solution.

3. Decision making process - the promise of specific benefits
or the rationing of health care services.

FYI

For further information on
project activities, contact:
Shelda L. Harden
Policy Specialist
Health Services Program
Human Services Department
1050 Seventeenth Street,
Suite 2100
Denver, Colorado 80265
(30.3) 623-7800



STATE ACTIVITY

Hawalii

Hawaii ilitl it first." suit! Stale Representative Jim Shon, chair of
Hawaii sHealth Committee in the House of Representatives, referring to
the stale's 1989 Universal Health Care Insurance Act. "By guarantee-
ing health care insurance for all of Hawaii's people, we huvc taken
another step toward national leadership in health care."

The new law focuses on basic coverage for preventive primary care,
prenatal care, childhood immunizations, mammograms, pap smears, and
all aspects of outpatient care. Also included arc an expansion of
Medicaid services and specially targeted health services for gap groups
that have difficulty obtaining conventional insurance, such as die home-
less. Fifty thousand uninsured Hawaiians will gain healdi insurance
coverage under the new law. Thosiale Departmentof Healdi will admini-
ster the program ami purchase health care coverage for specific services
from private health insurance contractors for individuals who qualify for,
and choose to purchase theb tin coverage on asliding-fec-scalc basis.
These are primarily low-incumc individuals who cannot participate in
existing programs and do not have the means to purchase private health
care insurance coverage.

Massachusetts

The Health Security Actof 1988 created oneofthe most comprehen-
sive health insurance plans in the nation. The law guarantees the gradual
introduction, over four years, of coverage for all residents Hie legisla-
tion was designed to expand the number of businesses providing insur-
ance to their employees. Other uninsured persons arc to receive insur-
ance through a state program administered by the new Department of
Medical Security. By 1992, businesses with more titan five employees
will be required to pay a surcharge of 12 percent of each full-time
employee's first $14,000 in wages into a health insurance trust fund, up
to amaximum of $1,680 ,ter employee.

Employers who provide health insurance cut deduct those costs
from the surcharge, resulting in major new costs only to employers who
do not provide insurance. Although this approach is designed to comply
v th the federal Employee Retirement Income Security Act (ERISA)
provisions, it is unclear whether it would survive acourt challenge. The
law also provides positive incentives for small businesses to provide in-
surance before the 1992 deadline. A number of insurers arc in the im-
plementation phase of the health insurance program and some 15,000
residents have gained insurance coverage front the state; most arc
disabled unemployed adults, disabled children, pregnant women, and
people who h. vc left welfare to take ajob without insurance. However,
Massachusetts is currently in the midst o f aserious economic crisis that
islikely to affect the universal health law. Critics wony that the state will
not carry its share of the costs.

California

In the last 10 years California's uninsured population has risen
approximately 60 percent to 5.2 million people. Two-thirds of the unin-
suredresidents arc cithcrcmploycd ordcpcndcnuofsomeone who is cm*
ployed, Two bills signed into law this fall arc designed to ensure
coverage to ill working residents by 1992:

A tjvk force authorized under Chapter 829 (All 350) will report to
ilie legislature March 1.1990 on the xta"dory responsibility ofemployers
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to provide employees with insurance and changes in insurance rale-
setting practices to ensure that coverage is both available and affordable,

Chapter 797 (M1 1207) expands eligibility for small business las
credits for employer-sponsored health coverage. A lax creditor upto $25
amonth |[>or employee (or 25 percent of the cost paid or incurred during
a tax year by an employer to provide coverage) to (inns that provide
benefits equal to or better than those in the basic program. Eligible firm*
arc those thatemploy 25 or fewer workers and employers will be required
to pay at least 75 percent of the premiums. The tax credit will take effect
in January 1992.

Oregon

In Oregon, over 400,000 people *-one out of every five living in the
slate -- have no health coverage. In the absence of a federally approved
national health policy, Oregon arrived at lire following prescription to
provide access lo health care for everyluxly;

Of die 300,000 Oregonians living below the Federal Poverty | evel
(FPL), only 160,000 arc being served by the state Medicaid program.
Chapter 836 (SB 27) revises the current stale Medicaid program lo
expand eligibility and redesign the health care package. Eligibility
would expand by allowing all residents under 100 percent FPL to have
access to Medicaid benefits. Currently, eligiblex include families under
58 percent FPL, pregnant women with young children up to 100 percent
FPL, medically needy, and aged, blind, and disabled.

The benefit package would be redesigned by the Health Service

1 Commission appointed to review all health services, as generally pro-
i scribed by the act, and rank them in order of most i»i|>ortani to least

important. The commission will present its recommendations lo the
Joint Legislative Committee on Health Care, which will make recom-
mendations lo the Emergency Board. The Emergency Board and
subsequent Ways and Means Committees w ill appropriate funds on aper
capita rate, which will determine the quality of the health care package,
Revenue shortfalls will not result in redaction in eligibles or provider
rates, but by reduction in the bcrcfit package.

A lax credit program was established in 1988 to encourage small
businesses, who have not previously offered health carc benefits, to
provide such benefits. In return, the employer receives an affordable
benefit package and atax creditof up to S25 per employee per month for
os long as the employer provides the benefit. Chapter 38" (SB 935)
attempts lo provide access to health carc for uninsured working Orego-
nians by expanding the existing tax credit program administered by the
Insurance Pool Governing Board and creating incentives ai d rewards to
employers who provide health benefits.

Chapter 838 (SB 534) addresses the problem of providing health
carc services to the uninsured and uninsurablc and the need to $( read the
cost to as broad abase as possible. The measure establishes the Oregon
Medical Insurance Pool Board as a state agency to supervise amedical
insurance risk pool. It also appropriates S1in million general funds to the
Oregon Medical Insurance Pool Account.

Other

In New York, state health commissioner David Axelrod, MD.
proposed a universal insurance coverage plan, with elements of cost
control, in September o fthisyear. The UNY * Care plan isexpected lo be
introduced in the 1990 legislative session. In Pennsylvania, state rep-
resentative Donald W. Dorr introduced a package of bills to increase the
availability of health insurance and health services.
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MEDICAL INDIGENCY
PROJECT

The National Conference of State
| cgislalures (N (’Sl.) has a strong commit-
ment to assisting state legislatures with a
vanety of medical indigency issues. NCSL
is assembling a consortium of funders to
address the problems of medical indigency.
The Colorado Trust and American Col-
lege of Emergency Physicians arc the first
to support the Medical Indigency Project.
NCSL received a two-year gram from the
Colorado Trust to assist state legislators in
developing policies on health care for the
medically indigent fhe Colorado Trust is
a private Inundation established in 19X5.
li> primary mission is to promote and
enhance the health and well being of all
people, particularly the citizens of Colo-
rado. The American College of Emer-
gency Physicians strives to provide a uni-
tyiiig direction of purpose in die field of
emergency medicine. Toe college pro-
vides information regarding the practice
ol emergency medicine and encourages
training of emergency physicians, with the
aun of improving emergency room care.

The project conducts on-site techni-
cal assistance, publishes periodic reports,
and maintains an information clearing-
house on innovative state programsofcarc
Ibr the medically indigent. The project
also will produce three newsletters on is-
sues concerning the medically indigent.
ProjectNoles is the first in a series of reports
on access to care, financing, and the qual-
ity of health care for the medically indi-

?ent.

National Conference

of State Legislatures

1050 17th Street, Suite 2100
Denver, Colorado 80265

TECHNICAL ASSISTANCE

Technical ,i\*isuine u'iviccs oiler
legislatures programs udof ed sp-, iluall)
to their state's situation Asmsl.iik e in the
past lias mi Itided sjvi i.il workshops, avus
lance with drafting leeo-lation.and spe* ial
Ic-unions

A number of states have expressed an

merest in (cctinic.il assistant c lor 1W i
*990 on a variety ol topics related to the
issue of medical indigency Requests lor
technical assistance come from slates with
large medically indigent populations and
suites that have experienced a recent in-
crease m this group Sian s chosen to re-
ccivc technical assistance arc determined
according to stale need, issue a/ca. poten-
tial impact on the legislative process, and
legislative interest If your state legislature
is interested in more information an tech-
nical assistance programs concerning is-
sues affecting die medically indigent, please
contact project stall

PUBLICATIONS

The Medical Indigency Project has
produced a variety of publications and other
information resources on major medical
indigency health policy issues. One copy
of each publication is provided upon re-
quest at no cost to suite legislators, legisla-
tive staff, and state legislative libraries.
Please contact NCSL’s Book Order De-
partment at the number listed in the FYI
section.

INFORMATION
CLEARINGHOUSE

The Medical Indigency Project and
other health projects have developed an
extensive information clearinghouse on a
variety of health topics. The information
clearinghouse guarantees legislators and
legislative stall a quick, reliable, and knowl-
edgeable source of information when re-
search re|xirts and legislation are being
formulated. NCSIl.'s Health Services
Program fields over [|.(XX) information
requests a year from legislative offices,
health departments, other health care pro-
fessionals, and the media.

Requests cover almod range of innlil al
indigency topics, including: uncompen-
sated care, Medicaid eligibility and ex-
pansion, funding sources, health insurance
regulation, risk pools, mandated health
benefits, and suite programs for the medi-
cally indigent. The resourcesol the Medi-
cal Indigency Project information clear-
inghouse may be accessed by contacting
project staff.

MEETINGS
AND SEMINARS

NCSL's Annual Meeting and other
seminars and conferences provide an op-
portunity to reach a large number of inter-
ested legislators. | lealth issues are always
among the most important sessions at these
meetings and draw large audiences. Infor-
mation on upcoming workshops will lie in-
cluded in future editions of Projec’'Noles

Non-Profit Organization
U.S. Postage
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HEALTH CARE FOR THOSE WHO CANNOT ALWAYS AFFORD
CARE

1llie headlines of Die nation's newspapers arid periodicals
mark the absence of a national healthcare assurance policy:
-US Must Cure Health Care llls,"” -Stale Health Care
Funding Critici/cd;" "Can You Afford to Get Sick?; 'Hie
Battle Over Health BcncfiLs;" "US Rations Health Caie;"and
""1Jedding What Medical Care the Poor Can Have: | ists Are
Lrawn Up." Stale and federal cfforts to better the health care
system arc fragmented and often work at cross purposes The
lack of agreement on a solution begs the unanswered ques-
tion: who is responsible?

Health care expenditures have escalated astronomically
in the last 25 years llcalth care costs consumed 5.9 percent
of the Gross National Product (GNP) in 1965, 'Hie U.S.
Department of Commerce has repined that the nation's
health care tab was $600 billion in 1989. or 11.5 percent of
the GNP. Those billions, up 10 percent from 1988 total
health carecxpenditurcs. translate intoapproximatcly $2,4(X)
per person. 1990 health spending is expected to reach $661
billion. At the same time, the numberofuninsured hasgrown
substantially.

Medical indigency and health insurance arc top priority
issues for the 1990 legislative sessions. Health insurance
issues are explicitly tied to medical indigency pilicy. Im-
proving access to health cart is of concern to medical
indigency policymakers as millions of uninsured people
rcpirt financial barriers to receiving needed care. Mandating
hcalf insurance benefits, establishing financial incentives
for employer-paid coverage, and creating slate-sponsored
insurance plans arc a few of the key issues facing state
lawmakers today.

INSURANCE STATUS

Recent efforts to help solve the problems of medical in-
digency and uncompensated care focus on the "insurance
status"” of the population. Lack of insurance leads to .in
abundance of problems for individuals and health care pro-
viders alike. If they can't afford to pay cash or the insurance
deductible, the 37 million Americans without health insur-
ance must rely on the goodwill of hospitals, doctors, and
other providers. Lack of health insurance or insufficient
insurance coverage is not an exclusive problem of the unem-

ployed, die elderly, or persons living in rural areas. g-

0 A dccadc ago, approximately 25 million Americans under
age 05 did not have health insurance. Today, .17 million
Americans, approximately 16 percentof the nation'spopu-
lalion, have no licalth insurance coverage at all. more
people than the combined populations of New York. New
Jersey, and lllinois

o Of (lie uninsured and increasingly undennsured Ameri-
cans. die majority have tics to the workplace. Twenty-three
million "working poor" have jobs or arc dependents of
workers.

o Almost one third of uninsured employees work for em-
ployers who do not offer insurance. More than one-third of
uninsured workers do not participate in their employer’s
health insurance plan even if they arc eligible Appmxi-
mately one-third of uninsured workers do not qualify for
their employer’s health piarcs’

0 Undennsured people arc those who cannot pay for their
share of insurance deductibles or copayments or for mcdi -
cal care not covered by their insurance policies. Fifty
million Americans arc covered i ily part of the year, and
millions more arc covered by inadequate plans for cata-
strophic illness or accident. Nearly every health care con-
sumer has the potential of facing medical expenses for
which he or she cannot pay because insurance policies gen-
erally have a capon expenditures,

0 The uninsurable or "high risk" population consists of an
estimated one to two million people with high health risks,
such as heart disease, diabetes, or acquired immunodefi-
ciency syndrome (AIDS). Many arc refused health insur-
ance coverage and others cannot afford to purchase an
individual policy, which usually is offered for a much
higher premium,

0 Researchers believe that die uninsurable population is
grow ing and attribute the increase to die following factors:
insurers arc adopting more restrictive health insurance
standards due to an increasingly competitive insurance
market; not as many employers arc providing health insur-
ance benefits because of escalating costs; and advances in
technology enable insurerstoldcntify people whohavc po-
tentially cosdy illnesses,

0 Others presumably can pay for their carc but do not. For
example, some people who have insurance do not pay their
deductible or copayment amount. It is unclear how many

insured people have difficulty paying these costs.
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0 Seventeen percent, representing 9.5 million women of
child bearing age (15 to 44), have no private or public
health insurance.1l Researchers have concluded that 9 per-
cent of women who have private insurance have policies
that provide inadequate coverage for maternity cart.'

0 Between die ages of 15 and 44. women's need for health
services is substantially higlicr than men's because of rc-
pnxluctivc health needs, including perinatal carc and con-
traception. Furtliermorc, die reproductive years are the
time period when women’s health most affects society as
a whole, by determining die health of die rv:xt generation.

0 Burdens of inadequate and incomplete insurance coverage
wcigli heavily on minority women. A disproportionate
burden of illness falls on cdmic minorities, especially
African-American women, giving rise to a greater need for
health carc.

Among the factors contributing to the growth in the un-
insured population are die following: asmaller percentage of
poor people arc covered by Medicaid, because states have
limited eligibility over die years to help control costs; most
new jobs in the past 10 years arc in the service sector, where
employees arc less likely to lie covered by healdi insurance;
and work-based dependent coverage appears to be declining.
For this reason many state initiatives focus on expanding
work-based insurance coverage, cither by giving employers
incentives or by requiring diem to make insurance available.

lirene Fraser, Promoting Health Insurance in the Workplace:
State and laxal Initiatives to Increase Private Coverage
(Chicago: American Hospital Association, 1988).

1 Kay Johnson, Director, Health Division, Children's De-
fense Fund, quoted in Hunger Action Forum. Vol. 2, No. 8,
August 1989.

J Paula Bravcman. MD, ct al,, "Women Without Health
Insurance: Links Between Access. Poverty, Ethnicity, and
Health" The Western Journal of Medicine, 1988 Decem-
ber 149: 708-11.

FINANCING INSURANCE COVERAGE

"A major reason why so many people lack health insur-
ance is that state governmentregulations are increasing
the costs o finsurance andpricing millions ofpeople out
ofthe marketfor insurance. Freedom ofchoice in health
insurance means being able to buy a health insurance
policy tailored to individual andfamily needs. Thisisa
freedom thatis rapidly vanishingfrom the health insur-
ance marketplace.” John (.".Goodman and Gerald L.
Musgrnve, Freedom of Choice in Health Insurance,
National Center for Policy Analysis
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All 50 stales have mandated benefitlaws which typically
require employers dial offer group health plans lo include
specific benefits. During the past 20 years, states across (he
U.S. have imposed nearly 700 of these mandates.  This
approach has become increasingly more controversial when
employers are mandated to provide insurance coverage. The
National Center for Policy Analysis estimated 'hat in 1986,
between 14 percent and 25 percent, or 5.2 million to 9.3
million of die people without health insurance, had no
insurance because state governments imposed special inter-
est regulations that mandated expensive coverage.

States arc struggling with die financial realidcsofhcalth
care mandates. States arc not always in a financial position
to respond to urgent health carc needs. The vagaries of
funding a multitude of state programs sometimes require
states to mandate employer-based expansions of health carc
services. Financing programs at times is simply beyond die
capabilities of current state budgets. However, employer-
based mandates arc not (he only alternative available, a
variety of state approaches arc presented below:

0 One approach to insuring the employed uninsured popula-
tion istocxpand the numbcrofemployers whoofferhcallh
benefits.

o Another approach is to develop mechanisms that enable
employees who cannot afford their share of the premium
for work-based insurance, especially for dependents, to
purchase insurance at affordable rates,

o Unemployed uninsured people also may benefit from pro-
grams that enable more workers to purchase insurance, if
they arc allowed to participate,

o The problems facing the undcrinsurcd may require insur-
ance policies to provide coverage for more services, such
as mental health benefits, mammography screenings, and
maternity carc.

o0 Another approach is to exempt certain covered services
from cost-sharing requirements.

In 1990 many states will consider these approaches as
well as state risk pools for the one to two million Americans
deemed uninsurablc.

0 At least 15 states have insurance risk share pools to help
provide access to insurance for high risk individuals who
otherwise would have trouble obtaining coverage,

o0 The costs to risk pool participants arc usually 25 to 50
percent higherthan premiums paid by persons with private
insurance.

o Even with the high contributions paid by covered people,
risk pool programs must be subsidized to cover their costs.

State legislatures and the federal government arc con-
sidering avariety of other financing mechanisms. Alterna-
tives include using funds from general revenues, changing
the estate and gift tax laws, increasing tobacco and alcohol
taxes, creating tax incentives forexpanding health coverage,
enacting state risk pool arrangements, mandating benefits,
and Medicaid expansions.
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WHOSE RESPONSIBILITY?
STATE

Stale governments arc faced with increasing health care
costs for the medically indigent and arc under pressure to find
more adequate and equitable means to finance health care.
The following state examples illustrate the innovative ways
in which slates address these issues:

COLORADO

The Colorado Health Care Access Act (HB 1034) was
introduced by Representative Carol Taylor-LiuJc and Sena-
tor Sally Hopper in January of tills year. The legislation,
patterned after die 1989 Oregon Basic Services package,
proposes to address the access problem in two ways: first, by
guaranteeing basic health coverage for everyone with in-
comes under die federal poverty line and commitdng not to
reduce eligibility or provider payment due to budget con-
straints; and second, by giving small employers a tax incen-
tive to provide health insurance for ..;ir employees, a
strategy intended to help die working poor. The act would
add as many as 170,000 Coloradans with incomes below the
federal poverty line to die expanded Medicaid program,
many of whom would be children. Up to 245,000 Colorado
workers and their families in thousands of small firms also
arc expected to benefit.

Under the proposal, an independent, objective commis-
sion comprised of health care providers, consumers, and
experts in he Jth care financing, delivery, and ethics would
develop a list of health can; services in order of priority,
according to the benefits and costs of each service. The
proposal requires the commission to consult with the Joint
Review Committee for the Medically Indigent, the Joint
Budget Committee, and the House and Senate health com-
mittees.

Sponsors of the legislation hope to benefit business in
three ways: by giving small employers access to low-cost
health insurance through a state pool; by providing a tax
credit to small employers who purchase insurance through
the pool; and by giving all employers valuable information
on the effectiveness and appropriateness of services priori-
tized by the commission, which employers can use in design-
ing more cost-effective benefit packages, thus helping them
to control casts.

GEORGIA

In 1989 Representative E.M. Cnildcrs, chair of the
llouse Health and Ecology Committee, authored aresolution
in the Georgia General Assembly creating the Access to
HcalihCarcCommissionU989 Georgia Laws,p. 1749,HR
162). Tire commission is charged with studying factorsthat
limit access to health care in Georgia and making recommen-
dations concerning programs and policies to improve access
in the Mate. The commissioniscomposcdof30mcmbcrs: six
representing the state General Assembly (health, insurance,
amlippiopriations committees); health providers (hospitals
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physicians, nurses, and health centers); health consumers;
business; insurers; and stale organizations.

A comprehensive solution to the problem of medical
indigence is the goal. Georgia has one of the highest infant
mortality rates in the United States. Eighteen percent of the
population underage 65 isuninsured, including 55 percent of
families with income between 50 and 100 percent or the
federal poverty level. Ofparticularconcern arc die following
rural health issues: 40 percent of the state’s population arc
located in roral areas; 50 percent of the population aged 65
and above arc located in rural areas; and problems exist with
the financial instability of the state's rural hospitals.

INDIANA

Legislation enacted in 1989 (1989 Indiana Acts, P.L.
327, SEA 385) established a Commission on State Health
Policy. The commissionisintended to improve the effective-
ness of programs financed by the state and the effectiveness
and delivery of health care services in the state. A study and
recommendations arc to include research on access to health
care, die cost of health care and its underlying factors,
preventive health care, and the role of healthy lifestyles. The
act also creates a State Health Policy Advisory Committee to
provide information and assist the commission in the per-
formance of its duties. The commission is to submit an
interim report to the governor and the General Assembly
before November 1,1990, and afinal report before Novem-
ber 1. 1991.

The Steering Committee on Health Care for the Medi-
cally Undcrservcd, a coalition of health care providers, busi-
ness. government, and consumer representatives, issued a
report calling for state-supported demonstration projects to
test private financing mechanisms for uninsured and under-
insured residents. The projects are intended to help the state
develop an overall policy for financing the delivery of health
care services to the working poor. The committee recom-
mended that the state expand its Medicaid program to cover
more women, children, and infants who cannot afford health
care. It also recommend*.! that the state study ways to
develop other public programs to increase health coverage
for the indigent.

MISSOURI

In December 1989, Representative Gail L. Chatficld
proposed sweeping legislation to create the Missouri Univer-
sal Health Assurance Plan (HB 1127). The sponsor empha-
sized that the intent of the legislation is to provide increased
health care coverage to citizens who arc currently uninsured
by restructuring the state's financing mechanisms so that
individuals, businesses, and providers of health care may all
benefit. The proposed legislation would cover a range of
options, including: mandatory employer coverage, direct
state subsidies of individual premiums, and expansions of
Medicaid. The basic premise behind the bill is tocstablish a
Canadian style comprehensive health program with three
guiding principles: universal access, cost containment, and
quality assurance.
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The Canadian system mentioned above is perceived to
have one of the best health care systems in the developed
world. The model is best described as a single-payer public
system providing affordable, universal coverage. Each prov-
ince has its own system, although all provinces conform to
basic rules of universality and accessibility.

The Missouri plan is intended to replace the patchwork
of private and public insurance with a single state insurance
program for which everyone is eligible and within which
cv ry resident will have access to a basic package of health
care services. 'Hie proposed phut would consolidate all of the
money presently being paid by private companies and indi-
viduals. as well as the state, federal, and local governments
into a single fund. Finally, the plan contains quality assur-
ancc provisions for constant monitoring and improvement of
the quality of care,

OTHER

Nearly 1.8 million residents of North Carolina either
have no health insurance or inadequate coverage. A task
force of the North Carolina Institute of Medicine lias pro-
posed creation of a comprehensive heahh-bencfits plan that
would represent the minimum level of insurance coverage to
which all citizens would have access. The plan would include
comprehensive coverage for primary care, particularly prc-

ventive services, but would provide for only 10 days of j

inpatient care in order for die coverage to remain affordable,
The gross cost of the plan would be S1A billion, but institute
officials contend that the net cost would be much lower --
about $700 million — because of savings resulting from
reductions in cost shifting and out-of-pocket expenditures by
the medically indigent.

In Washington state, a bill introduced late in 1989
would create the Universal Health Access Program, based on
the Canadian health care system. Nearly 700,000 people --
15 percent of the population s remain uninsured and unable
to afford health services. Representative Dennis Braddock
hopes that a universal health system will enable die state to
combine and streamline the various health care programs
currently operated by the state with a price tag of $3 billion
a year.

H.DP.K \l.

Federal proposals also have addressed the issue of how
to better protect uninsured, undcrinsured. and uninsurablc
Americans.

The Pepper Commission, created by the now-repealed
Medicare Catastrophic Coverage Act of 1988. is currently
formulating recommendations on how todeal with the insur-
ance crisis, curb costs, and widen access to care. Among the
issues being discussed are the follow ing: implementation of
employer-paid health insurance for workers and dependents
coupled with 1 new payroll tax to buy coverage for those
lacking insurance; creation of a single government agency
empowered to set rales for Medicaid and Medicare; and
expansion of Medicaid. The "play or pay” option already
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has been embraced or proposed in some stales, e.g., Massa-
chusetts. Colorado. Oregon, and Washington. However,
critics fear it would hurt small finns and trigger unemploy-
ment.

The .Social Security Advisory Council, a private sector
panel studying the system, has until July 1990 to draft a
report, with a final report on the health care system due to the
Department of Health and Human Services by January 1991.
The Council, unlike tin* PcppcrCommission, has no congres-
sional mandate, and no major changes or restructuring are
expected to be suggested.

Congress has passed several initiatives to expand Medi-
caid coverage. The current trend is to expand Medicaid
whereby states arc able to address the health cate needs of
pregnant women, infants, and children in low-incomc fami-
lies. Forty-one stales have raised Medicaid income cligibil-
itytoat leastthe full federal povcrtylevel. Ofthese, nine have
increased their eligibility levels to the maximum allowed -
185 percent of federal poverty.

LAHOR/BUSINESS

The U.S. Chamber of Commerce, the National /*. nda-
tion of Manufacturers, and other business groups are pushing
for government action. Business representatives maintain
that they "have done all we can do” to manage health care
costs. Employers realize that if they do not insure workers
they pay dearly. They subsidize the cost of care provided to
workers whose employers do not provide health care. The
issue of health care costs is one of the most bitterly fought at
the bargaining nble, e.g. "Baby Bell” contract, Pitiston
Coal Company strike.

Unions have played a major role in developing em-
ployer-based health care coverage for working families.
Until recently, such coverage provided access to care for
most working Americans and their families. But the health
insurance system has evolved during the past decade because
of the shifting economy. Over the years, organized latxv has
fought to protect workers from increased health care costs.
However, only 29 percent of employers today offer I(X)
percent reimbursement for health care, compared with 53
percentjust five years ago. A growing number of workers are
no longer provided family coverage or cannot afford high
monthly premium contributions to insure spouses and chil-
dren. Working families arc now paying more for their health
care, if they can afford to pay for it all.

In order to control skyrocketing costs, an AFL-CIO
grassroots campaign seeks to develop a five-point national
health care prog ram that would: place acapon all health care
expenditures, assure all Americans accessto basic health care
services, invest in technology assessment, develop guides for
physicians to consult in treating various conditions, and
inform consumers about cost and quality of health care
services by making materials available to all consumers.
Federation President Lane Kirkland has stressed that the
API.-CIO’s objectives are to launch a "combined federal-
state program that will control health care inflation, require
all businesses to do their lair share in providing health care
protection to employees, provide coverage for the poor and
unemployed, effectively monitor the quality of health care.



and eliminate unnecessary procedures."

7{exults ofthe 19t',7 Notional Medical Expenditure Sur-
vey indicate that many employees would prefer alterno-
lives to costly, high-option traditional insurance, al

though many employers do no offer them. Furthermore,
employees seem willing to trade some reductions in
deductibles and copayments for additional protection
against catastrophic medical ex/tenses. But the appeal
of more traditional high-option benefits, such as first-
dollar coverage for hospital stays, will lead many em-
ployees to choose the high-option plans, no matter how
financial incentives arc changed to favor low-option
plansand/IMOs. " Pamela Farley Short and Amy K.
Taylor, National Center Tor Health Services Research.

More Americans arc paying more for their own healdi
costs, according to die Employee Benefit Research Institute.
Of 1,000 Americans surveyed, about 43 percent paid higher
monthly premiums in the last two years; another 32 percent
paid more fordcductiblcs; and about 40 percent paid more co-
payments and dcpcndcnt-covecragc costs. Critics argue that
what wc do not need arc programs that arc little more than
"band-aids," stop-gap measures that moderate the inequi-
ties individuals now experience in the distribution and pro-
vision of medical carc in our nation.

The question remains, where will responsibility lie?
Policymakers at both the state and federal level continue to
struggle with these issues. Is a national legislative solution
the answer? Some argue that only a federal solution is equi-
table. On the other hand, federal proposals arc often charac-
terized as preemptive of state authority. States arc wary of
federal interventions that strip state flexibility and displace
state pla's to deal with the problem. Arc individual state so-
lutions the answer? States arc in varying degrees of fiscal
health. Many contend that piecemeal slate solutions will fur-
therhamper efforts at ‘ ‘universality.’’ The debate continues,
and states retain the authority to address their own needs and
develop service systems designed to best respond to their
unique circumstances.

For further information, contact;
Shclda L. Harden, Policy Specialist
NCSL Health Services Program
1050 17th Street, Suite 2100
Denver, Colorado 80265
(303) 623-7800
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ALTERNATIVE FUNDING SOURCES FOR CARE
OF THE MEDICALLY INDIGENT

Medical indigency issues continue to dominate health
carc agendas across the nation. Lcgisl ators feel pressure from
a variety of sources to address the problem, including health
carc advocates, business leaders, physicians, and hospitals,
most notably public hospitals. The last few years have
witnessed a shift in public policy approaches to meeting the
needs ofthe medically indigent, lire goal ofpresenting state
information in ProjoctNotes has been to inform state legislators
of these approaches.

A variety of approaches have been proposed and imple-
mented to help solve the problem and legislators arc keenly
aware that what works for one state may not be acceptable or
feasible in another. Proven and promising strategics states
have used to control health carc costs while seeking alterna-
tive revenue sources to fund carc for the medically indigent
arc highlighted in the April edition of ProjectNotes.

TECHNICAL ASSISTANCE UPDATE

The Medical Indigency Project has sponsored state tech-
nical assistance programs in Alaska, Colorado, Kansas,
Nevada, Oklahoma, South Carolina, and Wisconsin. The
April edition of ProjectNotes recaps these programs and tracks
legislative activity surrounding the issue of medical indi-
gency in the state since the program presentation.

1989 USA: H CARE LEGISLATION REVIEW

The Health Services Program is currently compiling the
seventh in a scries of NCSL publications summarizing
significant health carc laws passed by the 50 states, com-
monwealths, and territories in 1989. The section on Medical
Indigency will be previewed in the April edition of Pro-
jectNotes.



MEDICAL indigency
PROJECT

1ltic National Conference of State
Legislatures (NCSL) has a strong commit-
ment to assisting state legislatures with a
wuru ty of medical indigency issues. NCSL
is assembling a consortium of funders to
address die problems of medical indigency.
The Colorado Trust and American Col-
lege o( Emergency Physicians arc the first
to support the Medical Indigency Project.
NCSL received a two-year grant from llic
Colorado Trust to assist state legislators in
developing policies on health care for the
medically indigent. The Colorado Trust is
aprivate foundation established in 1985.
Its primary mission is to promote and
enhance the health and well-being of all
people, particularly the citizens of Colo-
rado. The American College of Emer-
gency Physicians strives to provide a uni-
fying direction of purpose in the field of
emergency medicine. The college pro-
vides information regarding the practice
of emergency medicine and encourages
trainingofcmcrgcncy physicians, with the
aim of improving emergency room care.

The project conducts on-site techni-
cal assistance, publishes periodic reports,
and maintains an information clearing-
house on innovative state programsofcarc
for the medically indigent. The project
also will produce three newsletters on is-
sues concerning the medically indigent.
ProjectNotes is the first in a series of reports
on access to care, financing, and the qual-
ity of health care for the medically indi-
gent.

National Conference

of Slate Legislatures

1050 17th Street, Suite 2100
Denver, Colorado 80265

TECHNIC AL ASSISTANCE

Tt'thniv.il a iinu .nurs niter
legislatures progum ' i.Hinted ih< .illy
to then m.iu- +Miii.iiinii \ iiuiuemihc

past has tin. Itided gs kijJ work .In ps, j\im\
lance with dialling legislation, and spiv i.tl
testimony

A number til stales have etpressed an
interest in technical assistance lor 1989
IWO on a variety ol topics related to the
issue of medical indigency Requests lor
technical assistance come from stales with
large medically indigent populations and
states that have c*|vricnccd a recent in
crease in this group States chosen to re-
ceive technical assistance are determined
according to state need, issue area, poten-
tial impact on the legislative process, and
legislative interest If your state legislature
is interested in more information on tech-
nical assistance programs concerning is-
sues affecting the medically indigent, please
contact project staff.

PUBLICATIONS

The Medical Indigency Project has
pnxluced a variety of publications and other
information resources on major medical
indigency health policy issues. One copy
of each publication is provided upon re-
quest at no cost to state legislators, legisla-
tive staff, and state legislative libraries.
Please contact N'CSL’s Book Order De-
partment cl the number listed in die FYI
section.
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INFORMATION
CLEARINGHOUSE

The Medical Indigenty Project and
other health projects have developed an
extensive information clearinghouse on a
variety of health topics. The information
clearinghouse guarantees legislators and
legislative stuff a quick, reliable, and knowl-
edgeable source of information when re-
search rc|N>ns and legislation arc being
formulated. NCSL's Health Services
Program fields over 1,000 information
requests a year from legislative offices,
health departments, other health care pro-
fessionals, and the media.

Requests cover a brtud ningc of medical
indigency topics, including: uncompen-
sated cure, Medicaid eligibility and ex
pansion, funding sources, health insurance
regulation, risk pools, mandated health
benefits, and state programs for the medi-
cally indigent. The resources of the Medi-
cal Indigency Project information clear-
inghouse may he accessed by contacting
project staff.

MEETINGS
AND SEMINARS

NCSL's Annual Meeting and other
seminars and conferences provide an op-
portunity to reach a large number of inter-
ested legislators. Health issues arc always
among the most important scssionsat these
meetings and draw large audiences. Infor-
mation on upcoming workshops will be in-
cluded in future editions of ProjectNotes.

Non-Profit Orsanization
U.S. Postage
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Permit No. 3534



With anywhere from 31 million to 37 million Amar-
icans still without basic health insurance, 'access*
» tho code word of tho 1080s for makino cortaln that
the poor and uninsured receive* hnalth caro - ap-
pears likely to remain the dominant health policy
issue of tho new docado.

At the federal levol, tho Bipartisan Commission on
Cornprehonsivo Health Caro (callod the Popper
Commission after its first chairman, the lato Flop.
Claude Popper) weighed In with its long-awaited
report Tho report which spoils out a dotailod - ond
costly - plan lor guaranteeing access, not only to
basic health services but to long term caro services
as well But bocauso it will almost cortalnly require
new taxes to finance it. the plan Is not considered
likely to advanco far, at least in this oloction year.

In tho statos. moanwhilo, a wide range of bills
aimed at reducing tho number of uninsured oro
undergoing legislative scrutiny. This edition of State
Health Notes summarizes proposals to establish
universal access modeled after tho Canadian system
other "gap group" proposals that use a combination
of strategies to provide health coverage; and pro-
grams targeted to employers and the working
uninsured, such as tax credits and subsidies, "play-
or-pay" incentives and mandated coverage for part-
time workers. Tho next issue of the newsletter will
look at the remaining access proposals, including
state indigent care programs; hospital-based pro-
grams; approaches targeted to special populations;
private sector plans; demonstration projects to
provide coverage to low-income individuals who for
one reason or another fall through the “safety net";
and work being undertaken by various task forces
and study groups.

Pepper Commission Report

With respect to health care, the Pepper Commis-
sion voted 8-7 in favor of universal health care
coverage for all Americans through a job-based,
public system. Net new federal costs to implement
the access provisions would total an estimated $23.4
billion. Some of the key features of the plan include:

* Businesses with more than 100 employees would
be required to provide private insurance (for a mini-
mum benefit package) or contribute to the public
plan for all employees and non-working dependents.

¢ Businesses with fewer than 100 employees would
be encouraged to provide insurance. Tax credits or
subsidies would be available for certain small em-
ployers.
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Access Issues Continue to Command Attention

e Tho public plan would cover omployoes and
dependents who contribute and non-working Individ-
uals who buy in or are subsidized. States would no
longer have responsibility for providing the specified
benefit package for tholr low-Incorno residents. The
now plan would replace Medicaid for thosu services,
though u residual ModIcatd program would remain to
cover services not includod In tho package. State
contributions equal to Medicaid expondituros for
covorud services (adjusted for inflation) would bo
maintained. States could opt to admlinlstor the public
plan, subject to fedoral guidelines.

« Tho minimum benefit pnekago includes primary
and preventive caro, physician and hospital care and
other services. Services would be subjoct to cost-
sharing, with subsldios for low-income people and
limits on out-of-pockot sponding.

With regard to long-term care, the Commission
emphasized the need for home and community-
based long-term caro services and protection against
impoverishment for people In nursing homes. Net
new federal costs associated with implementing the
long-term care recommendations, which were
endorsed by a vote of 11-4, would be an estimated
$42.8 billion. Tho key elements of the plan include:

¢ Social insurance for home and community-based
care would be available to severely disabled persons
of all ages.

¢ A nursing home program would provide an ample
floor of financial protection, ensuring that no one
faces impoverishment. All nursing home users would
be entitled to social insurance for the first three
months of nursing home care.

a The federal government would assume responsibil-
ity for financing the home and community-based
program and the three-month "front-end" nursing
home care; it and the states would share financial
responsibility for the nursing home program.

* Development of private long-term care insurance
would be encouraged to fill gaps not covered by the
plan, subject to government standards and oversight.

Commissioners voting for the plan focused on the
consensus around the need for universal access and
coverage, reliance on the current employer-based
insurance system and the principle that no one
should face impoverishment in order to get nursing
home care. Said Rep. Henry Waxman (D-CA): "We
have a minimum wage and therefore we ought to
have a minimum health care benefit for everyone.”



Commissioners opposing the plan zoroed In on the
$66.2 billion prico tag and the fact that the Commls-
slon was silent as to how tho fedoral monies ought
to bo raised. Said Fortney (Pete) Start< (D*CA),
"Without a way lo pay for It, It's a non-starton It's
dead legislatively oven before It's Introduced.”" Rep.
Willis Gradison (R*OH) notud that tho cost translates
into $750 a yoar in now taxes for the average taxpay-
er.

Universal Access Proposals

So far In 1990, tho legislatures In soven statos -
OHIO, WASHINGTON, FLORIDA, MISSOURI, IN-
DIANA, MINNESOTA and ARIZONA - have taken up
universal access legislation. Tho OHIO, WASHING-
TON, FLORIDA and MISSOURI bills are patterned
aftor principals of the Canadian system, which
promotes consumer education and responsibility as
key factors in controlling costs; the avp' billty of ap-
propriate services to all residents, with an emphasis
on preventive care; health promotion programs and
quality assurance; fair reimbursement rates and the
freedom of providers to choose practice settings,
with incentives to participate in cost-effective man-
aged care systems where provider shortages exist;
and a global and finite health care budget.

The OHIO,WASHINGTON, FLORIDAand MISSOURI
measures propose giving a single public or private
administrative organization complete operational
authority over the plan, Including uniform budgeting,
billing, payment and data systems.

WASHINGTON'’S plan, which was passed by the
House but rejected by the Senate, would be financed
through a combination of government sources
(Medicaid, Medicare, public employee benefits and
other sources); employer contributions based on a
set per capita basis, with special consideration given
to small businesses; and individual premiums based
on family size, with reduced or no premiums for low-
income families. Health providers would have the
option of being reimbursed on a fee-for-service,
global or capitated basis, but fees will be set uniform-
ly and capitation rates will be uniform and based on
the number of eligible persons enrolling in the plan.
While the bill has not been adopted, sources indicate
that the legislature is likely to agree to the creation
of a Universal Access and Cost Containment Com-
mission (proposed by the bill), which will examine
the feasibility of a universal health plan for state
residents as well as other proposals.

OHIO’S plan, which is similar to WASHINGTON'S,
sets out a broad concept of universal access and
establishes a commission to determine 'he range of
services to be provided in the basic benefit package.

Individuals would bo able to choose their providers;
tho plan would be financed through a combination
of sources, Including an eight percent payroll tax on
employers and a one percent payroll tax on employ-
ees; a two percent tax on Interest and dividends In
excess of $1,000; and a 10 percent excise tax on
alcohol and cigarettes. As In WASHINGTON, OHIO'S
plHn additionally calls for federal waivers to include
Medicaid and Medicare funds. The bill, which has tho
apparent support of grassroots organizations, is
currontly being studied by the House Insurance
Committee's Health Insuranco Subcommittee.

Both the FLORIDA and MISSOURI plans would be
financed through taxes on employers. FLORIDA'S
bill, which is modeled after OHIO’S, calls for an eight
percent payroll tax on employers to supplant the
existing private insurance system. Under the propos-
al, money generated from the tax would be used to
reimburse providers for their services, and providers
would bo prohibited from billing patients or Insurance
plans. All state residents would be eligible for cover-
age; there are an estimated 2.5 million uninsured
individuals in the state. The state will hold a work-
shop In late April to take testimony from insurers,
providers and consumers but sources say them is a
high level of support in both the legislature and local
communities for the bill.

In MISSOURI, the employer tax would be levied at
a rate of 75 cents for each hour an employee works
(about $2,100 per year for full-time salaried workers).
Efforts are also underway to implement a personal
income tax, which would be levied on a sliding scale
basis. Under the legislation, the proposal would be
put to a vote in the November general election.

Another MISSOURI bill would establish a system to
provide access to health insurance for all state
residents, regardless of health or economic status.
Individuals with incomes below $6,000 for the last
calendar year may apply for a waiver of premium
payments; those with incomes of more than $6,000
will be required to pay a monthly premium of $30.
Individuals who have covered medical expenses in
excess of the maximum limitation of $20,000 will be
eligible for increased coverage by paying a premium
of $50 per month, thereby doubling their maximum
coverage. The legislation includes co-payments for
physician sen/ices and outpatient hospital care and
sets limits on benefits for home health, outpatient
care, prescription drugs, clinical laboratory services,
mental health services and nursing home care. The
system will be financed by increasing by one percent
the tax on retail and property sales; the basic rate for
sa'e of gas, electricity, water and telephone services;
sales associated with recreation services, travel and
entertainment; and vehicle registration.
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Like MISSOURI, a MINNESOTA proposal would put
the question of universal access up for a vote in the
November election. A bill introduced In the House
asks voters to amend the state's constitution to
require the state to guarantee affordable health
insurance for all residents. The bill stipulates that
this be the first question on the ballot. Sources
indicate that sufficient support for the bill is lacking
in the Senate; further initiatives targeting access for
children's services may be introduced later this year,
however.

A bill introduced in INDIANA this year proposes to
create a state-administered health plan that would
provide uniform access to comprehensive care for all
residents, regardless of disability or pre-existing
conditions. The plan would be financed through a
combination of sources, including income taxes,
alcohol and tobacco taxes, a per capita employee
tax on employers and other government and private
funding sources. Cost containment measures built
into the legislation include pre-admission certifica-
tion for hospital care; discharge planning; claims data
analysis; protocols for preventive care and common
acute care; and spending limits for reimbursement of
non-institutional pr -viders.

An omnibus bill in ARIZONA seeks to assure
essential and affordable health care to all state
residents. The bill, which includes a provision that
requires all employers to provide coverage for their
workers, establishes an oversight commission; a
state medical assurance corporation to implement
the commission's policies and to provide a cata-
strophic and uninsurable risk pool; and a state
medical fund to provide health care to uninsured,
underinsured or uninsurable individuals in the state.

Other Access Proposals

In four states - NEBRASKA, WEST VIRGINIA, NEW
JERSEY and RHODE ISLAND - legislation has been
developed to fill in gaps in coverage for those
individuals who do not qualify for public programs
and do not have access to health insurance through
the private sector.

The bills in both NEBRASKA and WEST VIRGINIA
would assist low-income uninsured residents.
NEBRASKA'’S "Health Insurance Access Act" would
subsidize individuals and families whose family
incomes are below 1B5 poverty of poverty and who
do not qualify for Medicaid or Medicare, while WEST
VIRGINIA'S "Health Insurance Program Act" would
help uninsured residents pay part or all of their
health insurance premiums.

A measure pending in NEW JERSEY would estab-
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lish a state “Group Health Insurance Plan,* to be
administered by the Commissioner of Insurance, to
provide unemployed residents who are unable to
obtain group coverage with access to insurance. The
plan Is intended to be self-supporting and would be
rated on an expense Incurred basis, with premiums
adjusted annually to reflect the actual medical experi-
ence of enrollees.

Legislation in RHODE ISLAND would provide health
coverage to all uninsured workers whose Income Is
below the federal poverty level. The bill specifies
services to be covered; cost containment measures
such as the use of a primary care gatekeeper; pre-
admission certification, concurrent utilization review
and discharge planning; and employee responsibility
for premium payments. The program would be
financed through the state's temporary disability
insurance fund; participating employees would make
a contribution equal to 1.25 percent of their wages,
up to a maximum wage base (defined as the annual
earnings an individual needs to qualify for the
maximum weekly temporary disability benefit).

Employer-Based Initiatives

Plav-or-Pav Programs: A number of states have
based new legislation on the "play-or-pay" scheme
developed by MASSACHUSETTS in 1988. Such pro-
grams give employers the option of providing in-
surance coverage for their workers and generally
include incentives to participate - tax credits or
subsidies, for example - or pay a specified fee,
which the state then uses either to subsidize cover-
age directly or reimburse providers foruncompensat-
ed care.

A 1990 DELAWARE bhill offers an example of the
approach of requiring mandatory health insurance for
workers. Under the plan, employers could elect to
either offer health insurance to employees and pay
at least 75 percent of the premium or pay a fee of up
to 50 cents for each hour that an employee worked.
The money from the fees would be put into a "Medic-
aid Supplement Trust Fund" and used to subsidize
coverage of uninsured employees with incomes
below 300 percent of poverty whose employers do
not participate in the state plan. Workers receiving
coverage through the trust fund would be required
to contribute to the premium on a sliding scale,
based on their family income.

A series of bills in MISSOURI also target employer-
based health coverage for uninsured workers. One
bill proposes to establish ar. "Employers Health
Insurance Purchasing Group”through which employ-
ers may provide a low-cost health insurance package
to uninsured workers. The purchasing group would



contract with an Insurer to provide an essential
benefit package to members on a managed care
basis and a limited indemnity plan, Including a $500
deductible and a 20 percent co-payment, not to
exceed total year out-of-pocket expenditures of
$1,500.

The plan excludes routine services and contains
utilization review, mandatory second opinion for
certain procedures and certification of medical
necessity for certain services. The employee’s
contribution would be based upon the number of
hours worked per week, with a 20 percent premium
contribution for those employed for more than 34
hours per week and a 40 percent contribution for
those working less than 23 hours per week. Eligible
participants must have worked at least 17 1/2 hours
per week for three consecutive months; dependent
children under the age of two are also eligible. To
encourage participation, employers that do not elect
to join the purchasing group will face a tax of $100
per month per employee.

Another MISSOURI measure designed to re
employers a strong incentive to offer their workers
insurance coverage would require all companies with
more than 15 employees to make a “medical security
contribution” for each uninsured employee, equal to
six percent of the worker’'s wages. Finally, a third
proposal would allow employers that provide health
Insurance that is at least as comprehensive as the
state employee’s retirement system a tax credit of
$25 per month for each month of coverage during

the taxable year.

Small Employers: Although mandatory employer
Insurance plans are an intriguing option that many
states are considering, one argument against them
is that smaller firms are put at a disadvantage for a
variety of reasons - the costs associated with over-
head and administration, search and information
costs, limited benefit plans offered by insurers and
smaller pools for determining risk, to name a few -
when they attempt to purchase insurance on the
open market.

As a result, many states are trying to eliminate

these inequities by targeting smaller firms for tax
credits and subsidies. The states in which such
legislation has been introduced include CALIFORNIA,
COLORADO, GEORGIA, KANSAS, MARYLAND,
MINNESOTA, MISSOUR', NEW MEXICO, SOUTH
CAROLINA and WASHINGTON.

While states are using a combination of cut-off
points for firm size, income thresholds, cost-sharing
requirements and tax credit levels, there seems to be
some consistency to the overall method. The bills

* 10° *

introduced this year, for example, generally target
firms with fewer than 25 workers, although MARY-
LAND uses 50 employees as a limit and WASHING-
TON uses 100. The cost-sharing requirements most
often stipulate that employers are responsible for
paying 75 percent of premium costs and employees
the remaining 25 percent, but giving employers the
option of picking up more. One exception is in
COLORADO, where the bill being considered sets
cost-sharing at 70 percent for employers and 30
percent for employees.

The amount of tax credits being proposed also
varies but generally ranges from $25 per month per
employee or 50 percent of the total premium cost,
whichever Is more. Variations on this are found in
COLORADO, which uses $25 for individuals, $65 for
families or 50 percent, and in GEORGIA, which uses
$25 or 25 percent, respectively. To encourage
employers to participate as soon as possible, most
states considering this approach have Included a
provision reducing the amount of the tax credit in
subsequent years.

There are other variations as well. The legislation
introduced in COLORADO, KANSAS and NEW
MEXICO, for example, proposes a dual structure -
one plan that is mandatory and covers catastrophic
care, with additional benefit plans that employees
may elect to purchase at their own expense. The
GEORGIA bill allows employers to receive an addi-
tional credit of $5 per month per employee for
providing supplemental benefits, defined as prenatal
and well-baby care and mental health services. The
credit is in lieu of any deduction to the which the
employer may be entitled. The WASHINGTON hill
also contains a provision that allows participating
employers to deduct the entire cost of the premiums
as a business expense. Currently, small businesses
may only deduct 23 percent of health insurance
premiums as a business expense.

Part-Time Workers: Following the lead of VER-
MONT, which last year enacted a law that mandates
coverage of certain part-time workers, the NEW
HAMPSHIRE and WASHINGTON legislatures are
debating bills to require employers that offer group
insurance to full-time workers to make similar policies
available to part-time employees who would be
eligible if they were working full-time.

The NEW HAMPSHIRE bill would apply only to firms
with more than 15 employees; both states include
only those employees who work at least 15 hours per
week. Like VERMONT, nei.her requires the employ-
er to pay any part of the premium; rather, cost-
sharing requirements are left to the employer's
discretion. - Michele Solloway and Dick Morritt
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Governors’ Goals: Improve Access, Cut Costs & y

Tho nation's governors aro preparing to doclaro war
on acommon onomy - rising health costs - and aro
looking to onlist a froquont adversary - tho lodoral
govornmont - as their loading ally.

Without controlling costs, the governors contond,
there will be littto hope of helping tho millions of
Americans who havo no health insurance and who must,
as a result, often forego care. And without a helping
hand from tho federal govornmont, thoy add, both of
those goals will be out of reach.

To begin tho strategic planning, the National
Governors'Association (NGA) last summer created a
new subcommittee on health, lodged under its standing
Committee on Human Resources. According to
Washington Governor Booth Gardner, the subcom-
mittee's co-chairman, the panel's mission is two-fold:
to compile the record on what states have done already
in the areas ofaccess and costs and, working with the
federal government, to develop options that will promote
universal access and cost containment.

Gardner, a Democrat, who will take over the chair-
manship of the NGA in July and who has put health
issues at the top of his agenda, says the states "will
be limited only by our ability to gain consensus amongst
ourselves." The most divisive issue, he predicted in
a recent interview, "will be who willpay." But, he added,
"the- driver is the fact that all of us are looking at
tremendous budget increases in the area of health, if
we don't do something. That's the bond that ties us
together. We have got to find the ground that we can
all stand on together."

The subcommittee's other co-chairman is Maine's
Governor, John R. McKernan Jr., a Republican. Also
serving on the panel are Governors Bill Clinton of
Arkansas (D) and Edward D. DiPrete of Rhode Island
(R). Ohio Governor Richard F. Celeste (D), chairman
of the fullHuman Resources Committee, serves as an
ex officio member.

Gardnerand McKernan, who were in Washington, D.C.
in late February to attend the NGA's winter meeting,
talked with State Health Notes auout the scope of the
problems facing the states and about their expectations
for solving those problems.

Fostering Dialogue

Tho opening volley in the cost war was lirod last
August, when 49 of the 50 governors (only Now York's
Govomor, Mario M. Cuomo, abstainod) petitioned
Congress lor a two-year moratorium on additional
mandates requiring tho states to oxpand Medicaid
eligibility. Figures compiled by tho National Asso-
ciation of Stato Budget Officors (NASBO) show that
tho inundates enacted bctwoen 1984 end 1988 will add
$1.5 billion to state Medicaid expenditures by 1991,
pushing total state spending close to the $39 billion
mark.

From a strictly financial standpoint, McKernan
observed, Maine has probably benefittod from the
mandates, since it covers most of the options states
can offerunder Medicaid and has therefore reaped the
matching federal funds. But, ho noted, supportfor an
incremental approach to extending coverage to the poor
and uninsured had worn increasingly thin in most of
the states.

"What we said was that rather than continuing to
nickel and dime the issue, Congress ought to under-
stand that this is a very serious national problem that
needs to be addressed inanew way... and that it ought
to postpone any new mandates untilit's done that," he
said.

Although they were spared major mandates lastyear,
the point the states were - and still are - attempting
to drive home, Gardner added, "is that a lot of states
are doing a lot of things in the health field, but there
are others that can't get there yet." A state like North
Dakota, for instance, "is just strung by its thumbs
financially. Toadd an extraburden and force them into
a situation where they can't comply [with the mandates]
because ofinternal financial problems is unreasonable,”
he stressed. The federal government must "be sensitive
to the financial situation of states and to acknowledge
what's already been done."

With the mandate battle behind them for now, the
states hope to move on to a more productive debate
with Congress and the Bush Administration over ways
to improve access and cut costs. What the governors
want next, McKernan said, is the "beginning of a



dialogue in which there is a gonoral consensus
roachod by the end ot this summer on the direction
we ought to bo going ... so that we can arrive next
January at the pomt whoro the only debate is on the
specifics and maybe oven the technical aspects of the
program, as opposed to tho overall direction.’'

Thus far, the NGA health subcommittoo has hold
mootings with other groups - including the Popper
Commission mthat havo also boon looking into tho
accoss issuo. Somotimo in early April, tho mombors
hopo to sitdown with koycongrossional hoalth loadors
and, after that, with Administration officials, for what
Gardnor describes as “basically a gotacquainted
session."

Tho roason *ho states have takon tho load. Gardnor
notod, is that thoy "aro on tho firing lino as lar as
delivery of sorvicos. Wo'ro far moro sensitive to tho
problems thatimpacton our budgots. “ But, ho strassod,
tlwro is a growing realization on tho fodoral govern-
ment's part that "wo are in this togothor and that tho
only way wo'ro going to getan answer that is satisfac-
tory is that wo work vory closely together."

Fashioning Solutions

What kind of answer would bo satisfactory to the
states? Gardnerwas circumspect, saying only that "the
wider the circle gets, the more | realize what | don't
know."

According to McKornan, however, a consensus seems
to be emerging among the governors "that the current
system is inadequate to deal with the problem, that
we can't continue to tinkeraround the edges and think
we're going to be able to fill the gaps that way (and)
that a now new program is probably needed."

Any new program, he speculated, willprobably "use
the components that are already in place and will be
employer driven, for the most part." The federal role,
he added, will be to set standards for a basic minimum
insurance plan, guaranteed across all states. "l don't
think any of us want to tell employers and slates they
can't give more benefits if they want to pay for them.
We have to be careful not to run the red flag of a two-
tiered health system up the flagpole too soon."

Ontheissue ofaccess, according toMcKernan, most
of the evidence suggests that the problem is not with

hospitals but rathor with the lack of availability of
outpatientcare. "Thatlooks liko tho hole wo really have
toplug,”ho said, plus finding a bottor way of distribut-
ing tho cost of tho hospital cere that tho uninsured are
currently rocoiving.

Gardner agrees. Tho domand lor univorsol access
is manifesting itself in tho high cost of omorgoncy
medicine, ho said. "Paoplo who aro uninsurod or
undorinsurod don't got care in oerly stagos and end
up in our omorgoncy wards and wo pay for that, at a
highor cost." It may bo, ho addod, that oven with tho
host cost containment efforts, government will havo to
oxpond moro rosourcos to ensure accoss, “butatloast
you'll bo doing that on a basis whoro you control tho
growth.”

Will tha now subcomrnittoo's offort to achiovo a
consensus on two such prossmg issues succeed?
Gardnor said it is too soon to say. Complicating tho
process, ho statod, is tho fact that 36 governorships
aro up lor grabs in tho November elections (11
incumbents havoalreadyannounced thoy willnotseek
roelcction) "and anybody now is going to want to take
time to study tho issues." But tho bottom line, ho said,
"is what their budget directors will bo tolling them."

In Washington Stale, for instance, hoalth costs
currently roprosent from 12-14 percent of the state's
total budget (Medicaid and employee health insurance);
by the year 2000, Gardner said, "we're looking at 23-
24 percent." Those figures coincide with NASBO
figures, which show that on average, Medicaid costs
accounted for 13percent of total stato budgets in 1989
and that by 1994 e without any new expansions - they
will reach 17 percent.

Designingandimplementing aplan of nationalscope
may be difficult, McKernan conceded. "That's the
reason the states aro the crucibles, designing new
policy on pressing issues facing the country. But at
some point, you have to decide whether the problem
is so big that you have to take the best of the state
models and craft an appropriate national model." In
McKernan's view, that point has now been reached.

Added Gardner: "l think the awareness and the need
for cost containment and betteraccess are becoming
more and more clear. And the only way we can get
there is for the states and the federal government to
work together,” he stressed again. "We have to begin
to act."

StateSide ... Discussions with Health Policymakers is a periodic feature of State Health Notes. Both publications are
supported by Contract # 500-86-0009 from the Office of Intergovernmental Affairs, Health Care Financing Administra-
tion. The views and opinions expressed in these publications belong to the authors and those who are interviewed and
should not be construed as representing the thinking and policies of the Health Care Financing Administration.
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Medicaid Mandates and Fiscal Federalism

Uy Tony Hutchison

D uc in part to the National Conference
of State Legislatures' role in promoting a
compromise with congressional advocates of
extensive mandated expansions in the Medi-
caid program, the states have temporarily
avoided a series of budget shocks set to take
effect by 1991.

The compromise included reducing a
proposed Medicaid eligibility level from 185
percent of poverty to 133 percent, with the
proviso that stales cover pregnant women
and infants and children up to age sixwho fall
under the new income guidelines. The com-
promise also extended Medicaid coverage to
several other health services.

These changes will still cost stales
money but not nearly as much as the earlier
congressional proposals would have. This
article examines the potential impact of all
the proposals for expanded Medicaid man-
dates that Congress seriously considered in
1989. Slates have not heard the last of these
specific proposals: Their proponents sec
them as a major building block of a national
health policy. Even more important, this
debate over Medicaid programs is a debate
over fiscal federalism as well. It raises the
fundamental but rarely addressed issue of
whether states should continue to decide
hcalth policy for themselvesin line with their
fiscal abilities and policy preferences. State
analysts should be concerned that the con-
gressional debate overlooked the states' abil-

Toity Hutchison is a seniorfiscal policy
specialistfor NCSL in Denver.

National Conference of State Legislatures

ity to pay for expanded programs, aswell as
differences amongthe fiscal conditionsofthe
states.

The mandates being debated included
the 1991 costs of welfare reform, Medicare
cataslrophic coverage, nursing home reform,
and improved programs for pregnant
women, children, the mcntully retarded or
dcvclopmentally disabled, and the frail and
elderly, designed to reach millions of poor
citizens across the United States.

While not many opponents ofthe man-
dates would argue with the need for addi-
tional medical care for the poor, particularly
for children and pregnant women, poli-
cymakers at the state level opposed the
Medicaid expansions as another unfunded
mandate imposed by the federal govern-
ment. Opponents fuither argued that many
states would not be able to afford the man-
dateswithout raising taxes ot cutting bade in
other important areas of state funding. Pro-
ponents argued, however, that the states
have the financial resources to fund the ex-
pansions if they were willing to make the
effort and should therefore be required to
take on this responsibility because of na-
tional needs.

Could states have afforded the pro-
posed mandates? By analyzing state Medi-
caid spending on both a national aggregate
basis and on a statc-by-state basis, it is pos-
sible to develop some indicators of how the
proposed Medicaid expansions would have
affected state budgets. This study of the
guestion uses estimated state costs prepared
by the Congressional Budget Office and the
National Association of State Budget O ffi-
cers (NASBO). The analysis applies only to
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the 29 states forwhich NASBO prepared cost
estimates.

Proposed Expansions as a Percent of
Current Medicaid Spending

The proposed expansions would, on
average, increase state Medicaid spending by
12 percent (sec Table 1 on page 2). There
would b i wide variations from this average.
In Alabama the expansions would have re-
sulted in a 50 percent increase in that state’s
FY89 Medicaid expenditures. On the other

(continued on page 2)
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Medicaid (continued)

hand, Minnesota's increase would have been
only 0.3 percent of FY89 Medicaid spending

This variation is due almost entirely lo
current state administrative and policy
choices about the Medicaid program and
who and what services it will cover. Slates
that have chosen to limit eligibility and con-
strain the number of services offered through
Medicaid would have had the hardest fiscal
hit from the mandated expansions. States
that have elected to participate in optional
Medicaid programs (the medically needy
program for example) would have suffered
fewer budget consequences asa result of the
mandates.

In many cases it is the poorer slates that
would have felt the biggest budget hit from
the Medicaid expansions. Proponents of the
mandated expansions tend to view these
states as those most likely to have citizens in
need of increased services. Of course, these
stutcs arc also less likely to have the budget-
ary resources to fund their share of the
mandates.

Medicaid Spending as a Percent of
General Fund Spending

Currently state Medicaid spending
takes about 8 percent of stale general funds
a year. Without the proposed expansions,
Medicaid would probably grow to about 9
percent by 1991. If all the expanded man-
dates were to take effect for 1991, the per-
centage would jump to 10.7 percent. There
would again be wide variations among the
states. Michigan would spendthc equivalent
of 18.2 percent of its general fund on Medi-
caid, while South Carolina would spend 43
percent of its general fund on Medicaid.

Were the Mandated Expansions
Affordable?

Many of the slates that would have
experienced large increases in their state
spending for Medicaid due to the proposed
expansions are currently spending signifi-
cantly below the national average for Medi-
caid. Although Utah and South Carolina
would both experience 22 percent increases
in Medicaid spending, both still would be
spending only slightly more than 4 percent of
their general fund on Medicaid. This is
significantly below the national average of
10.7 percent.

Of the 13 states that would experience

(concluded on page 11)
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TABLE 1

Medicaid Expansion as a Percent

or State Medicaid Expenditures in 1991
(estimated)

State

New England
Connecticut
Maine
Massachusetts
New Hampshire
Rhode Island
Vermont

Mfd-Atliintic
Delaware

District of Columbia
Maryland

New Jersey

New York
Pennsylvania

Great Lakes
lllinois
Indiana
Michigan
Ohio
Wisconsin

Plains

lowa

Kansas
Minnesota
Missouri
Nebraska
North Dakota
South Dakota

Puerto Rico

U.S. Total

NA - Not available

Percent

0%

NA

NA
NA

13
NA

14

NA

17

12

18

NA
17

NA

7%

State Percent
Southeast

Alabama 50%
Arkansas 19
Florida 2
Georgia 9
Kentucky 5
Louisiana NA
Mississippi 6
North Carolina 12
South Carolina 22
Tennessee NA
Virginia 24
West Virginia 18
Southwest

Arizona NA
New Mexico 7
Oklahoma 18
Texas NA
Rocky Mountain

Colorado NA
Idaho 22
Montana 15
Utah 22
Wyoming 23
Far West

Alaska NA
California 4
Hawaii 5
Nevada NA
Oregon 10
Washington 10
Average of State Percentages 12%

Source: National Association of State Budget Officers and National Conference of State

Legislatures.
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Calendar of Upcoming Meetings

AOL to Meet April 19-21 in
Boise, Idaho

The Assembly on the Legislature is
scheduled to meet April 19*21 In llolse,
Idaho. The 11 AOL committees and four
task forces will convene to discuss a wide
variety ofissuesof interest to stale legislators
and legislative staff.

The AOL serves as a major forum for
the exchange of ideas and information
among state legislatures. It allows each leg-
islature to benefit from the experiences of
other states in shaping public policy, experi-
menting with new laws, and managing the
legislative institution.

Among the standing committees meet-
ing in Boise arc the Fiscal Affairs and Over-
sight Committee and the State-Local Rela-
tions Committee. These committees exam-
ine issues that arc of interest to readers of
The Fiscal tetter. For Boise, the tentative
agendas for these committees arc:

Fiscal Affairs and Oversight Committee -
« Forging an Effective Public-Private Part-
nership;

¢ Higher Education Finance and Accounta-
bility;

¢ Fiscal Implications of Demographic
Changes; and

< Workers Compensation: An ldaho Case
Study.

Medicaid (conclusion)

greater than 12 percent increases (the na-
tional average) in their Medicaid programs,
only three states (lllinois, Ohio and Okla-
homa) are currently spending more than the
national average. For the 10 states with
below average Medicaid expenditures, pro-
ponents of expansion can continue to argue
that budget effort, not affordability, is the key
issue.

But with the average state budget re-
serve standing at 4.5 percent in mid-1989
(below the recommended level of5 percent),
few states were in a position to fund expen-
sive expansions. In the 10 states that spend
below the national average on Medicaid as a
percent of their general budget (Alabama,
Arkansas, lowa Missouri, Montana, South
Carolina, South Dakota, Vermont, Virginia,
and Wyoming) the average surplus was 4.2
percent, including a healthy 17,1 percent

The Fiscal letter

State-Local Relations Committee -

¢« The Cost of Deferred Maintenance;

* Rural Economic Development;

« Legislative Planningin Intergovernmental
Relations; and

*« What's New in State-Local Relations.

In addition to meeting in Boise, the
AOL will meet in conjunction with NCSL's
Annual Meeting In Nashville ( August 14)
und In Chicago (November 8-10).

For more information regarding the
Fiscal Affairs and Oversight Committee
contact Corina Eckl; for more information
about the State-Local Relations Committee
contact Martha Fabricius at (303)623-7800.

NALFO to Meetin Boise

All members of the National Associa-

tion of Legislative Fiscal Officers arc invited
to attend aNALFO/NCSL Annual Meeting
planning session on April 19 in Boise, Idaho,
during the spring Assembly on the Legisla-
ture. Session topics, time slots, and the time
andlogisticsfor theannu al business
meeting in Nashville in August will be dis-
cussed. There will also be adcmonstration of
Idaho's new computer network that allows
fiscal staff to communicate with committee
members’ computer monitors during com-
mittee meetings,

reserve in Montana. Without Montana the
average would be 2.8 percent. Of the ten
states spending below the national average
on Medicaid, only Virginia has a per capita
income above the national average. In gen-
eral, the states that would be hit hardest by
the mandated expansionswould be the states
least able to afford it.

Nor isit reasonable to expect all statesto
be able to absorb the Medicaid budget in-
creases thatwould have been forced onthem,
rangingfrom 12.6 percent (the national aver-
age) to 49.5 percent increase (the high in
Alabama). Arkansas' 1991 bill for Medicaid
for the proposed mandateswas S29.5 million,
or roughly equivalent to 60 percent of that
state’s entire corrections budget, an area of
state expenditure growing at an even faster
rate than Medicaid. In the state of Virginia,
the proposed mandates would have cost 6.5
percent of that state's K-12 education budget

Details of the NALFO meeting can be
obtained from Tony Hutchison at (303)623-
7800.

*Beyond Welfare" is
Theme of May Conference
in Washington, D.C.

NCSL will sponsor a major conference
on policies that could eventually replace
welfare. The conference, May 16-17 In
Washington, D.C., will focuson state innova-
tions aimed at reducing poverty and depend-
ency. It will highlight such promising ideas as
the earned income tax credit, reform of child
support, health care, child care, andjob train-
ing.

Speakers will be experts who are in the
forefront of these important policy innova-
tions, including David Ellwood (Harvard
University), Judith Gucron (Manpower
Demonstrations Research Corporation),
Robert Greenstein (Center on Budget and
Policy Priorities), Lany Bartlett (Health
Systems Research, Inc.), and David Riemcr
(City of Milwaukee).

Further details will be available from
Steven Gold orTony Hutchison at (303)623-
7800. m

and 13 percent of its higher education
budget.

Conclusion

W hile an improved national health pol-
icy makes good sense, it makes no sense for
Congress to mandate one that states cannot
afford. Policies that were adopicd by the
U.S. House of Representatives in 1989, at-
tractivc as their beneficial effectswould have
been, could have completely disrupted
budget policies in a number of states. The
policy ofusingunfunded federal mandates to
express national policv holds disastrous po-
tential for the states. Hie desirability of a
policy should not be allowed to hide the
question of who pays, or state budge's will
collapse into chaos just like the fedora, gov-

ernment has. m
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aesthetic surgery of nit fai f

llw lyinpoiium will ukr plwc in S*n Fiukiko, M*nh 2) uki 24
Cimlwl KilfixV.l Fii>jrsmi in Med Iduc . Uni* att'tlifumu. Rm C |24,
San Franclko, ( A 941410742. <« call (419) 47641SI

university of loutsviuji-opirTHA i mcmogy

The "IKili C lwi(hi Towim Seminar" will he held m D miivillc. Ky , «n

Manh 24
Cumacl Nancy Ruiiiun. 301 F Muhammad All Rlvd . Uamvillr, KY 402U2;

or call <*721J1* >466

MOUNT SINAI SCIIOOI. OF MEDICINE

A courte. enllllecl "Modttn Manajentenl of Malignant Melanoma," will he
hekl In New York on March 24

CorHact Virginia llarriton, Foil (had School. Hot 11V), Mount Sinai Sclaul
of Meal,, | Guitivr Levy FI.. New York. NY 10021, or call (212) 241 4.7)7

INTERVENTIONAL RADIOLOGY

The 15th annual meeting will lake place in Miami Beach. Fla . March 26-29
Contact Snc. of Canliovaicular and InlervenlHeul Radmlugy. IXVI Pinion
While Dr.. Keaton. VA 22091; or call (701) 64X 19J)

TEMPORAL BONE DISSECTION

The courte will be offered in New York. March 26-)0
Contact New York Umv Medical Center, Potl-Grad Medical School. 5V)
Firtl Ave.. New York. NY 10016. or call (212) 340-5295

HEALTH POLICY REPORT

CANADA'SHEALTH CARE SYSTEM FACES
ITS PROBLEMS

John K .Iglehart

Ccanada’s provincial health insurance plans have
demonstrated an impressive capacity to operate suc-
cessfully despite a basic policy conflict that says ncalth
care funding must be public and universal, physicians
must retain their professional autonomy, consumers
must have free choice of doctors and first-dollar cover-
age, and provincial governments must control their
budgets. But now provinces arc finding it increasingly
difficult to maintain this equation, because a variety of
factors arc perturbing its balance. In the face of a
large budget deficit, the national government contin-
ues to reduce its financial commitment to the plans,
patients and practitioners are demanding better ac-
cess to the latest forms of medical technology, the sup-
ply of physicians continues to increase at a rate out-
stripping the growth of the population, and doctors
are restive as provinces work more aggressively to
stem the rise in health expenditures.

Among industrialized nations, such conflicts are
certainly not unique. Indeed, every major Western
country grapples with similar issues to one degree or
another. But when tax-financed programs in most na-
tions are stretched to the liir.it, their stewards usually
turn to private funding for relief. What is unique to
Canada is the virtual absence of private-sector in-

volvement in health insurance and the unwit,jigness
of policy makers to encourage the development of
such alternatives, which could ease the financial pies-
sure on the provincial health plans. These plans ac-
count for 7) percent of the nation’s total expenditure
(or medical care, which amounted to $!j0.4 billion (Ca-
nadian) in 1988, or 8.7 percent of the gross domestic
product. The remainder of the health expenditure
purchases services not covered by the plans, such as
outpatient prescription drugs, dental care, cosmetic
surgery, optometry, and physiotherapy.

Canada designed its provincial health insurance
plans this way because of a strong belief that all citi-
zens should have equal access to medical care, regard-
lens of ability to pay. In essence, Canadian jiolicy says
that simply because people can alTord to pay, they
should not be able to purchase care that is better or
more readily available than that available to (he less
well ofT. Canada has further discouraged private pay-
ment by requiring physicians who bill patients direct-
ly lo leave the provincial health insurance plans alto-
gether. As a result, such doctors are few.

Canada's refusal to allow private health insurance
to be sold, except for incidental items not covered by
the provincial plans, arises from “deep-tooted suspi-
cion of class-based systems of any kind,” economist
Robert G. Evans wrote recently.1 Private schools arc
only a small part of Canada’s educational system be-
fore college, private universities do not exist, and in
public transportation only a single class of travel
is u? ally available, except in some air and train trav-
el. As Evans put it, “equality before the health carc
system” in Canada is a political principle similar to
equality before the law.

This policy contrasts markedly with the method by
which the bulk of carc is financed in the pluralistic
system of the United States and is contrary to the
direction in which the socialized health schemes of
Sweden and the United Kingdom arc moving. Most
U.S. policy makers and representatives of private-sec-
tor interests believe that except in the case of poor
people, consumers should be directly responsible for a
portion of the cost of carc. The board of trustees of the
American Medical Association (AMA), in a 1989 re-
port to its House of Delegates about Canadian health
care, characterized the absence of a direct economic
link between payer and patient in the provincial
health plans as “a structural defect which leads direct-
ly to an excessive demand for services, and will be a
growing source of conflict between government and
consumers.” *

Whether Canada, faced with a budget deficit, gen-
eral opposition to higher taxes, and real resistance to
reducing the scope of covered medical benefits, can
maintain a health carc policy that relies on public
expenditures and strongly discourages the infusion of
private resources is a question asked more frequently
there. At this point there is certainly no clamor for
major change among private corporations; they seem
well satisfied with letting government finance the bulk
of medical care and limiting their involvement to pay-
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ing Tor part of ii through taxation.1Thr Progressive
Conservative government of Prime Minister Brian
Mulroriey has shown no disposition (o projxisr that
Canadian medical care e made more readily availa-
lilr through private alternatives, But in other sphere*
of the economy it has demonstrated a philosophi-
cal preference lor private investment. For example,
IB crown coronations have been privatized since
Mtilrnney assumed office in 1984. Thus far, Canada
has been able to finance its system of universal
access to health care by constraining medical ex-
penditures in various ways, as Evans outlined recent-
ly in the Journal: keeping its insurance overhead
low through the administrative simplicity of its pro-
vincial plans, controlling payments to physicians and
hospitals through negotiated fees and global bud-
gets, and restraining the diffusion of forms of tech-
nology.4

In this report, | cover some of the major issues that
are enlivening Canada's health care debate, particu-
larly as they apply to Ontario, which is the most popu-
lous province (with 9 million residents), the seat of the
nation’s capital (Ottawa), and the place where the
largest number of physicians practice (about 40 per-
cent). For a variety of reasons, conflict between pro-
vincial governments and organized medicine is more
pronounced in Ontario, British Columbia, and Que-
bec than in the seven other provinces. As | have point-
ed out elsewhere/ some American health policy mak-
ers have become fascinated with Canada’s ability to
balance a host of conflicting interests and objectives
on behalf of the provision of medical care to its entire
population. These cross-national pursuits are not nec-
essarily welcomed by many physicians in either coun-
try. The AM A has made it clear that philosophically,
Canada's model is repugnant to its leadership and
probably most of its members. Dr. David K. Peachey,
director of professional affairs of the Ontario Medical
Association, provided a Canadian perspective on the
subject in a speech last October to the Roanoke (Va.)
Academy of Medicine: “The managed care compo-
nent of American medicine is being held like a Damo-
cles’ sword over the heads of Canadian physicians,
while our universal health insurance is held like a
Damocles’ sword over you."

The Principles of Canadian Health

Insurance

Canada's debate has not prompted many second
thoughts about the’basic conditions that Parliament
established in 1965 when it created the framework of
the provincial health insurance plans. To qualify for
federal support, the plans must provide universal ac-
cess to care with equal terms and conditions for all,
cover all medically necessary services as determined
by physicians, provide portable benefits (those that
are in eflect throughout the country), and be publicly
administered on a nonprofit basis. The insured serv-
ices of physicians include all medically required serv-
ices rendered by licensed practitioners in hospitals,
clinics, and doctors’ offices. The insured services of
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hospitals include all inpatient services provided at the
standard ward level, unless private or semiprivate ac-
commodation is coil' dried medically necessary, and
all necessary drugs, oiologic products, supplies, and
diagnostic tests, as well as a broad range of outpatient
services. The services of psychiatrists and mental hos-
pitals are fully covered. There are no upper limits to
the provision of care, aslone as it isdeemed medically
necessary.

Despite Canada's universal coverage, the life ex-
pectancy of its citizens continues to vary according to
income, although the disparity has decreased over the
past 15 years. All industrialized countries report a
similar phenomenon, underscoring the fact that life
expectancy is derived from a variety of factors, includ-
ing wealth, lifestyle, social policy, and access to medi-
cal care. In 1971, the difference in life expectancy at
birth between earners of the highest and lowest in-
comes in Canada was 6.3 years for men, and 2.8 years
for women. By 1986, according to a new study pro-
duced by the government, these differences had de-
creased to 5.6 years for men and 1.9 years for women.1

In sharp contrast to the United States, where the
federal government holds far more authority over the
financing of medical care than the states, Canadian
health care is dominated by the provinces. The pro-
vincial medical associations are more influential than
the Canadian Medical Association. In both domains,
governmental and professional, the provincial entities
strive to guard their prerogatives. The provinces have
a broad constitutional authority to tax (heir citizens
and private corporations. In consequence, they spend
more in total tax revenues than the national govern-
ment. Increasingly, the proportion (ranging from one
fifth to one third) of tax revenues expended by the
provinces is consumed by the provincial health insur-
ance plans.

When Parliament established the conditions for the
financing of Canadian medical care, government pro-
hibited private insurers from paying for care already
covered by the provincial plans. Thus, all funding for
covered services flows through the provincial plans,
which wield their monopsony powers (power of one
buyer) to constrain expenditures. In this regard, the
contrast with the United States is obvious, but as Ev-
ans recently pointed out, the comparison with the
United Kingdom is more instructive.1The British Na-
tion* Health Service (NHS) is a public program,
funded from tax revenue, and accessible to all. But if
they so choose, people can seek care from a private
system, to which about 8 percent of England’s citizens
have access— usually through their employers — asa
way to avoid queues and receive care provided with
more amenities.

In most Canadian provinces, it is not prohibited for
patients to pay privately for medical or hospital care.
What is prohibited is for physicians or hospitals to
treat both patients whose care is financed by the pro-
vincial plans and patients who pay direcdy, as is the
case in Britain. Evans views (his prohibition as a criti-
cally important constraint. He writes:
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Itir ﬁ'ﬁi<*h private rnnaultant can utr hit ilnal role to irlrct ami
ittci pauenti ariurilino to their retourtei anil the nature t( their
|Hobleint Hr can even me hit pmition within the N11S to manipu-
late wtiling Inti ami other atprttj of arena to at to etnuir that
pnvaie care will lie pirferahlr to thote win can alluid it 1lie (‘ana

dian phyiiriau who decidea to "ku private" muit tin all the way tie
cannot ute a itratrxit position within the public aystem to cream off
only the pcohtablr patients for hit pnvate tervuet 1

Canaria's rapacity to protect all its citizens against
the economic consequences of illness at a cost (hat is
socially acceptable has been vitlely admired, but its
resistance to private funding makes it an exception in
the Western world. Even in Sweden, a generous wel-
fare state and one of the world's most highly taxed
nations, the governing Social Democrats are promot-
tig health care alternatives in (he private sector and
lower taxes. Kjcll-Olof Feldt, Sweden's minister of
linance and a leading advocate of private-sector alter-
natives to the nation's welfare state, said recently:
“The squeeze in funds for the public sector has forced
people to think in new ways.”4

At both the national and the provincial levels, Can-
ada's medical associations have been cautious in ad-
vocating multiple-source funding out of concern that
such a stance would tie seen more as promoting their
members' self-interest than as bringing financial relief
to the sttessed provincial plans. One outspoken physi-
cian, Dr. Jot n O 'Brien-Bell, did express this view in
1989 in his farewell speech as president of the Canadi-
an Medical Association. He said, “In a country that
now spends 35 cents of every (tax) dollar servicing its
debt, we have to ask ourselves whether we can main-
tain our high standards of health care without any
involvement from the private sector." O'Brien-Bell
suggested that an infusion of private resources would
allow the provinces to raise “sorely needed" revenues
to linance the strong patient demand for service.

Canada's Struggle over Conflicting

Imperatives

As | suggested at the outset, Canada's provincial
health insurance plans face an increasing financial
struggle because of the conflicting imperatives built
into them at their creation. One source of tension is
the moderation of support for the plans from the na-
tional government. As medical costs escalated in the
1970s, Ottawa concluded that it would have to aban-
don its practice of making an open-ended financial
contribution to the plans. The original formula by
which the provinces were encouraged to create their
plans was based on an agreement that no matter how
rapidly medical expenditures grew, Ottawa and the
provinces would share the costs equally. This formula
was incorporated into the Hospital Insurance and Di-
agnostic Services Act of 1957 and again in the Medical
Care Act of 1971 - - the original federal laws on which
the provincial plans were based.

Since 1977, through the enactment of the Federal-
Provincial Fiscal Arrangements and F.$tablished Pro-
grams Act, the provincial governments have been
placed at higher risk for increases in the cost of medi-
cal care. Thds change came ab”ut because the 1977
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law linked tin annual increase in the federal contribu-
tion to the piovincial health insurance plans to the
growth of the gross national product, leaving the prov-
inces to absorb more of thr hr.ilth care costs when the
aggregate outlays fur health girw faster than thr econ-
omy as a whole; health costs have increased more rap-
idly than thr growth of Canada's economy in 8 of the
past 13t ears.

In 1986 and again in 1989, as Mulroney's govern-
ment has sought to reduce an annual budget deficit of
S30.5 billion (Canadian) on federal lax rrvrnurs of
Sl 124 billion, the Progressive Conservatives have al-
tered the formula for the federal transfer of funds in
ways that reduce (hr growth of Ottawa's contribution
to the provincial plans (as weil as to the costs of post-
secondary education). Instead of a transfer formula
based on the growth rate of a three-year running aver-
age of thr gross national product, (he formula is now
based on this same prescription minus 3 percentage
|x>inisof thr gross national product. In the years 1987,
1988, and 1989, Canada's gross national produrt grew
at rates of 9.4 percent, 9.2 percent, and 7.1 percent,
respectively. The 3 percentage point reduction may
seem small, but its cumulative cfir ton the provincial
health budgets will amount to billions of dollars by the
early 1990s.

To illustrate, data from Health and Welfare Can-
ada show that Ottawa provided 44.6 percent of the
total revenues of $14.1billion expended by the provin-
cial health insurance plans in fiscal 1979 and 1980.
A decade later, Health and Welfare Canada estimates
that the provincial plans will spend S39.2 billion in
1989 and 1990, only 36.7 percent of which will have
been provided by the national government. In future
years, officials in Ottawa anticipate that federal trans-
fers, as a proportion of provincial health expenditures,
will drop to percentages in the low 30s, although the
precise projections are kept confidential. This trend,
buried in the minutiae of federal-provincial transfer
payments, has provoked little opposition from the pro-
vincial governments or the medical profession, al-
though it is certain to intensify pressures on the health
insurance plans.

One of the interesting aspects of Canadian health
care is that the public is remarkably uninvolved in the
ongoing struggles over resource allocation that pit the
provincial governments against providers of care. An
official of the Ontario Medical Association character-
ized this conflict as “tuxedo warfare,"” and with good
reason. As political scientists would say, it engages the
"elite" interest of government and medicine. Except
for the occasional consumer who encounters an obsta-
cle in obtaining access to care, the average citizen is
not concerned about allocations of medical resources
because govemment has insulated citizens time and
again from worrying about the rising cost of care. Al-
though Canadians pay the bill through general tax-
ation (and in addition residents of Alberta and British
Columbia pay legislated monthly premiums), the rela-
tion between the financing of rare and the citizens to
whom it is delivered is not tightly drawn, because pa-
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tients do not pay at the point of service. Effective Jan-
nary |, Ontario's provincial government abolished
monthly premiums, which had hern paid in roughly
equal amounts by workers and employers, in favor of
a payroll tax strictly on employers. In so doing it trim
forced its policy that all possible obstacles to access
should be removed. The income from premiums to-
taled about 13 percent of the current annual expendi-
ture of $13.9 billion by the Ontario plan. One conse-
quence of the overriding preference of policy makers
to insulate consumers front paying for care directly is
(hat the level of public support for the provincial plans
rem ins very high. For example, a survey conducted
i' -cceinbcr 1987 for the Ontario Medical Associ-
= ion of attitudes toward the health care system in
Ontario found that the vast majority of people (87
percent) were “very" (39 percent) or “somewhat"” (48
percent) satisfied.

The outstanding recent example of government’s
commitment to safeguard unlimited access by patients
to medical care came in 1984, when Parliament unani-
mously approved (he Canada Health Art. In essence,
(his measure forced the provinces to ban the practice
of extra billing by physicians (the charging of fees to
patients in excess of those allowed by the provincial
benefit schedule) and the practice of hospitals’ charg-
ing fees directly to inpatients. Over the strong opposi-
tion of organized medicine, every province enacted
legislation implementing the ban, because a failure to
do so would have meant the loss of federal grants,
dollar for dollar, in proportion to the amount of extra
billing and user fees imposed on patients by providers.
In Ontario, the provincial legislature’s action pro-
voked the longest strike by physicians in the nation's
history — 25 days — and ruptured relations between
the provincial government and the Ontario Medical
Association, which characterized the new policy as a
"mortal attack on our professional freedom." The pas-
sions stirred by the strike were not altogether matched
by the actions of the province's physicians; most con-
tinued to treat their patients, as data compiled by the
provincial plan show. The numbers of bills submitted
to the plan by physicians during the strike (front June
12 through July 6, 1986), expressed as a percentage of
the average billing for each day of the week from May
I through July 31, were: Sunday, 93.5 percent; Mon-
day, 69.0 percent; Tuesday, 76.1 percent; Wednesday,
82.0 percent; Thursday, 82.4 percent; Friday, 80.1
percent; and Saturday, 88.1 percent.

Constraining the DtrrusioN or Medical
Technology

An important feature of Canada's approach to hos-
pital budgeting is (he separation of operating expenses
and capital spending. Every year, Canada's 1243 hos-
pitals (all but 9 of which are nonprofit institutions)
must negotiate their annual operating budgets with
the provincial government. They must apply separate-
ly for the approval and funding of new capital acquis.-
lions. Thus, (he provincial ministries have two major
levers with which to control hospital growth. In
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some instances, hospitals raise private funds for new
technological services through contributions from the
community and philanthropic donors, but if an acqui-
sition has not previously been approved by the govern-
ment, the provincial plans often deny the necessary
operating funds.

Through this process, the provincial plans have suc-
cessfully contained the growth of hospital resources,
including labor, supplies, mid equipment. In three
separate studies, Detsky and colleagues have docu-
mented the success of this strategy as applied by the
Ontario Health Insurance Plan. A central feature of
the strategy, used by all the provincial plans, is to
distribute forms of medical technology according to
region in a fashion that compels ohysicians to judge
carefully which patients would profit from their use.
Virtually all the most sophisticated forms of technol-
ogy are diffused in teaching hospitals only. One conse-
quence of this effort to restrain the use of modern
techniques is that such techniques are far less availa-
ble in Canada than in the United States. For example,
a recent study by Rublec showed that in comparison
with the Federal Republic of Germany and the United
States, Canada has appreciably slowed the diffusion
of six major forms of technology: open-heart surgery,
cardiac catheterization, organ transplantation, radi-
ation therapy, extracorporeal shock-wave lithotripsy,
and magnetic resonance imaging (M R1).10 Key com-
parisons between Canada and the United States re-
veal that there arc nearly eight times more MRI
and radiation-therapy units per capita in the United
States, more than six times as many lithotripsy cen-
ters, roughly three times as many cardiac catheteriza-
tion and open-heart surgery units, and slightly more
organ transplantation units. Rublec, a researcher affil-
iated with the AM A, conceded that “the differences in
levels of major technology, in themselves, indicate lit-
tle about the overall effectiveness, achievements, and
weaknesses of the health care systems of any of the
three countries studied."10

For the visitor to Canada, the growing conflict over
the availability of technology is most readily seen in
the newspaper articles and televised news accounts
that report obstacles to the system’s vaunted access to
care, usually in a hospital setting. As the provincial
plans restrain the use of technology, physicians in-
creasingly face the difficult choice of providing care on
the basis of medical need rather than rendering it to
all who could benefit. Some forms of technology are
more valuable than others, as is the case in all coun-
tries, but most have not been subjected to clinical tri-
als. Recognizing the need for more information, in
early December the federal, provincial, and territorial
health ministers announced the creation of a Cana-
dian Coordinating Office for Health Technology As-
sessment.

The prime illustration of the problems provincial
plans ar.d providers are encountering in their efforts to
match available resources with an effective system of
triaging patients was provided by the case of Charles
Coleman, a 63-year-old man who died shortly after a
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heart operation in a Toronto hospital. Coleman's op-
eration had been postponed 11 times. Maclean's, a Ca-
nadian weekly magazine, ran a cover storyll about the
case that provoked the Ontario Health Insurance Plan
to investigate the cardiac-surgery program at St. Mi-
chael’s Hospital in Toronto.

The three investigators identified various problems
at St. Michael's and eight other Ontario teaching hos-
pitals that ofTer adult cardiac-surgery programs for the
province’s 9 million citizens.l1The team found a sub-
stantial increase in the length of the waiting lists and
of the wait for cardiac surgery at St. Michael's; the
number of patients waiting had increased from 38 in
1984 to 232 by 1989, and the wait had increased from
two to three weeks to three to five months. These
trends were consistent with conditions in other Toron-
to-area hospitals; in the same period, the total number
of patients waiting increased from 356 in 1984 to 848
by 1989, and the length of the wait increased from two
to three weeks to three to nine months. Although the
waiting lists have grown, the number of cardiovascu-
lar surgical procedures performed at St. Michael's and
some of the other hospitals began to decline in 1986.
The number of cardiac surgeons performing oper-
ations has remained about the same.

A number of problems combined to lengthen the
waiting lists and times and reduce the total number of
cases that could be accommodated, the investigators
found. An older patient population (the average age
increased from 51 to 61 over the past decade) requir-
ing longer hospitalizations was having cardiac oper-
ations and staying longer in the intensive care unit;
a pronounced shortage of nurses trained in cardiac
care forced a closure of beds in the cardiovascular
ward, which in turn reduced the number of planned
discharges from intensive care; and new methods of
treating patients who have had heart attacks increased
the number of patients requiring cardiac catheteriza-
tion and ultimately cardiac surgery. Dr. Martin Bar-
kin, the deputy minister of health, commented in an
interview:

Wedearly did fall behind on cardiovascular surgery, and we're now
quickly moving (o bring thai back up so standard. But that was not
a deliberate withholding of funding because we wanted to have a
queue there, it's because we couldn't respond Cut enough to certain
changes in practice patterns.1l

Barkin's comment points up one aspect of a planned
health care system. Although it has a greater capac-
ity at first for rational allocation of resources, its
strictly planned nature inhibits needed adjustments
as circumstances change. Since the circumstances
of Colcmrn's death triggered action, Ontario’s health
ministry has appointed a coordinator of cardiovas-
cular services for the province, approved additional
funding to expand the capacity of St. Michael’s
Hospital, and created Toronto's fourth cardiovascu-
lar-iurgery unit as Sunnybrook Medical Centre — a
project that had been planned for almost a decade.
But these actions have not alleviated the problem
totally. The head of St. Michael's cardiovascular
division, Dr. Tom Salerno, put it simply in a recent
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telephone interview: “In reality, we arc still going
through a lot of hardship.”

Because of the problems Canadians have had in
gaining rapid access to some services (cardiac care,
lithotripsy, radiotherapy, and renal dialysis), there
has been an assumption, reinforced by news coverage,
that patients in increasing numbers arc turning for
treatment to American medical facilities across the
border. These reports were discussed last summer by
the Pepper Commission in a meeting partly devoted to
a review of Canadian health care. Representative Wil-
lis D. Gradison, Jr. (R-Ohio), asked the committee’s
staff members tc investigate the reports. The) sur-
veyed 10 institute ns— Buffalo General Hospital, the
Cleveland Clinic, the Detroit Medical Center, Henry
Ford Hospital, Johns Hopkins Medical Center, Mas-
sachusetts General Hospital, the Mayo Clinic, th*
Memorial Sloan-Kettering Cancer Center, the Uni-
versity of Rochester Medical Center, and the Uni-
versity of Washington Medical Center. Only two
of the institutions provided evidence that they had
treated a substantial number of Canadians. Buffalo
General reported that 3 percent of its patients were
Canadian and that 50 of the 100 patients receiving
monthly lithotripsy treatments were doing so under
a formal agreement with the province of Ontario.
The University of Washington Medical Center re-
ported that 125 of the 250 in vitro fertilization pro-
cedures it performed annually involved Canadians,
who paid about $5,000 out of pocket for each proce-
dure. On the basis of these findings, the commis-
sion's staff reported to Gradison on August 10 (hat
there was “no evidence that substantial numbers of
Canadians arc seeking care at American medical cen-
ters." In the vast number of cases, Canadians nor-
mally travel only to medical institutions adjacent to
the border for treatment, so the survey was some-
what skewed because of the inclusion of hospitals
located farther away. More recently, patients in west-
ern Ontario who have needed cardiac surgery have
been sent to St. John's Hospital in Detroit under
an agreement initiated by physicians in Windsor,
Ontario, and accepted by the provincial health insur-
ance plan.

Supply and Incomes of P hysicians

In 1986, 1 noted that most Western nations have a
common problem of p~olic policy: they are training
more physicians than they seem prepared to accom-
modate, but few have decided how many physicians
are er.ough.¥4That is certainly the case in Canada,
where neither the federal nor the provincial gov-
ernment, organized medicine, nor the Association of
Canadian Medical Colleges has adopted a definitive
policy on the matter. In its most < :ent comment on
the subject, in 1989, the Canadian Medical Associ-
ation declared cautiously that it was “committed to
working with governments, the medical profession,
hospital associations and other parties" to strike
“the best balance of physician resources to realize the
objective of improving health status."1l
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The pool of Canadian physicians has grown faster
than the population every year since 1965, and medi-
cine remains an attractive profession despite the prob-
lems doctors encounter. The number of physicians
leaving Canada each year, presumably to practice
elsewhere, has decreased from 663 in 197H to 386 in
1985; more stringent U S. immigration policies may
influence this trend. For each of the 1759 fust-ycar
positir s filled by students in Canada's 16 medical
schoois in the academic year 1988-1989, there was an
average of four applicants, as compared with aratio of
1:1.6 in the United States. F,va Ryten, director of the
Office of Research and Information Services of the
Association of Canadian Medical Colleges, said in an
interview: “On average, we have a tnore able appli-
cant pool today than we had a decade ago. So medical
schools are rejecting more highly qualified applicants
now." There were 7124 medical school students (44.4
percent of whom were women) enrolled in Canadian
universities in 1988—1989, as compared with 7492 in
the peak year of 1982-1983. The total number of post-
doctoral residency training positions in Canadian
teaching hospitals has remained largely stable (7621
in 1989, as compared with 7633 in 1985 and 6870 in
1981), although more positions (an increase from 625
in 1981 to 1262 in 1989) arc being funded by sources
other than the health ministries (internal funds of
the medical faculties, foreign governments, charitable
foundations, and organizations established to combat
a single disease), particularly in Ontario. This devel-
opment saves the health ministries some money, but
it docs not alter the number of new doctors being
produced.

As of December 1988, there were 49,706 active civil-
ian physicians, excluding interns and residents, as
compared with 35,432 a decade earlier and 25,656 in
1970. The population per practicing physician has de-
clined over this period, from 837 in 1970 to 525 in
December 1988; it ranges from a high of 766 people
per physician in New Brunswick to a low of 490 in
British Columbia and Quebec. In sharp contrast to
the United States, where the number of primary carc
physicians is dwindling in proportion to the total sup-
ply, general and family practitioners represent 52.5
percent of all doctors in Canada; in most of Canada's
urban areas, the demand for genera] practitioners is
saturated. The medical specialties generally deemed
to be in short supply are general surgery, psychiatry,
medical and radiation oncology, and neonatology and
the other pediatric subspecialties. In 1987, 16.8 per-
cent of all practicing Canadian physicians were wom-
en. The rapidly increasing numbers of women will
influence the availability of care, because in that same
year male generalist physicians reported working 49.1
hours per week, and their female counterparts 38.6
hours. Male medical specialists reported working 50.1
hours per week in 1987, and their female counterparts
43.6 hours.

There are various reasons that medicine remains,
on balance, an attractive profession in Canada. One is
that physicians are held in high esteem even though
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their public image has diminished a bit over the years.
Another reason is that because the 16 medical schools
are public, university-based institutions, they are sub-
sidized heavily by the federal and provincial govern-
ments. In 1988-1989, medical students paid school
fees ranging from approximately $750 a year in Que-
bec to $3,000 a year in British Columbia. Thus, very
few Canadian medical students begin their profession-
al careers heuvily in debt, iucoiitiasi tostudents in the
United States.

Another important reason for the continued appeal
of medicine as a career is that despite the growing
number of practicing doctors, physicians remain Can-
ada's highest , aid professionals, according to the
reports of the Department of National Health and
Welfare last October, based on taxation data from
Revenue Canada. Expressed in U.S. dollars, the aver-
age net income of physicians was $84,700 in 1987, as
compared with $70,800 for dentists, $63,500 for law-
yers and notaries, and $49,300 for accountants. A dec-
ade ago, the corresponding figures were $41,500 for
physicians, $35,500 for dentists, $34,200 for lawyers
and notaries, and $29,400 for accountants. For the
sake of comparison, | asked the Center for Health
Policy Research of the AMA how U.S. physicians'
incomes compared with those of other professional
groups. Although no precisely comparable survey was
available, (he data showed that U.S. physicians in
private practice earned an average nhet income of
$132,300 in 1987. Dentists in independent private
practice earned an average of $88,000 in the same
year, according to the American Dental Association.
The Bureau of Labor Statistics reported that lawyers
working in the private sector had an average net
income of $57,300, whereas those working in firms
with two or more attorneys earned an average of
$120.000.16The average income of men over the age of
25 working full-time who have had four years of col-
lege was $40,962.

Ontario's physicians are the highest-paid practi-
tioners in Canada, on average. Table 1compares tl eir
incomes with those of doctors in the United States,
according to specialty. As the number of Canadi-
an physicians has increased, the number of serv-
ices they have provided to their patients has risen
even more rapidly. This development has prompted
5 of Canada’s 10 provinces — British Columbia,
Saskatchewan, Manitoba, Ontario, and Quebec —
to incorporate some method of accounting for in-
creases in the use of services into their negotiations
with the provincial medical associations about fee
schedules.

On the other hand, physicians ihemsclves are less
concerned about the elTect of their increasing numbers
on the financial accounts of the provincial plans than
about what they regard & governments’ contradictory
eflorts to squeeze spending while promoting universal
access. Concern over the current trends has been ex-
pressed by physicianj in academic medicine and or-
ganized medicine, as well as by individual practition-
ers who do not participate in medical politics. Dr.
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Frederick H. Lowy, a professor of psychiatry at die
University of Toronto and former dean of its faculty
of medicine, who recently chaired the Pharmaceutical
Inquiry of Ontario, a commission established by thr
Ontario Ministry of Health to study the rapid rise in
the cost of prescription drugs, summarised the senti-
ment in an interview:

My physician colleagues are increasingly dissatisfied Medical in-
comes are really quite good, that's not the central problem. Il is
more psychological Physicians feel they are being increasingly con-
scripted by administrators and government. The cost containment
methods allow government to negotiate Tram gteat strength. The
playing held is quite unequal. There are significant restrictions on
the availability of technology and hospital beds. Physicians are
being asked so make unusual sacrifices compared to other segments
of society.

A survey in 1989 of 608 physicians randomly select-
ed from all parts of Ontario, conducted for the Ontar-
io Medical Association, agreed with Ixiwy’s view.
When the physicians were asked whether they ap-
proved of the provincial government’s handling of ris-
ing costs, 94 percent said they disapproved, and only
3 percent approved. Half the physicians polled said
that they were finding it increasingly difficult to have
patients admitted to hospitals; in Ontario, hospitals
have an average occupancy rate of 90 percent.

Conclusion

In 1986, | reported that Canada's provincial health
insurance plans resembled a pressure cooker building
up steam on a hot stove.BThree and a half years later,
the analogy holds, but the heat has been turned up.
Canada's health care system is buffeted by conflicting
forces — its strong commitment to universal access, of
which Canadians are justifiably proud; the accelerat-
ing efforts of the provinces to control costs while they
continue to expand the scope of covered benefits; and

ilie tin (rating Ifmiration of piadu mg phytn ntnt and
hotpil.il ttrward* who are i.night hi the middle ( 'ntil
recently, these tenuous have remained wi'hiu nun-
ageahlr bounds lliiimghoul Canada, lull whether that
will continue, without a new accommodation, particu-
larly if the national economy slows, it an open ques-
tion Most ol the provinces have created blue-ribbon
working groups in the past several years to teek solu-
tions to identified problems, and these esrtr rses have
eased some of the tension temporarily, lint it seems
inevitable that Canada will eventually reopen the
question of how care is financed. The provinces will
jeopardize thru i apac tty to sup|K<rt other social prior-
ities if they continue to rely on tax revenues to finance
unlimited access to most health services, and to pro-
duce more physicians than can be Accommodated. At
the same time, private investment could endanger the
egalitarian nature of Canadian health care, Revis-
ing the current formulation of policy will require
a more meaningful dialogue than exists at present
among the federal and provincial governments, organ-
ized medicine, and other major stakeholders in the
system. Without such dialogue, Canadians place at
risk the future of their provincial health insurance
plans, social enterprises that are admired throughout
the Western world. The medical profession faces an
additional challenge: to examine more rigorously the
appropriateness and efficacy of the clinical care it
renders. 4
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Dr. John Kitzhnber, an Oregon physician and current president of the
Oregon State Senate offers a clear and cogent presentation on the issue of
uncompensated care in America. | have taken the liberty of paraphrasing
his comments and urge you to read them thoroughly. It speaks to an issue
that we in the health industry are just now beginning to understand, and
it points out the need for greater dialogue between provider and
legislator in order to address a critical social problem.

Ix*t me begin by staling to you that unequivocally the most serious
threat facing the health industry today is uncompensated care. If left
unresolved, it will erode the health oi our society and in turn will lead
to an erosion of the clinical autonomy of physicians and other providers.
It will also undermine some of the very principles on which our health
care system has been built and will lead to increased regulation of the
practice of medicine and probably to a government controlled health care
delivery system.

To understand the threat and challenge it poses, we must first
consider the evolution of our American health care system. Our health
care system was founded on the principle of universal access, the idea
that all Americans, regardless of their income, should have access to the
health care system and to all the services it has to offer. We were able
to deliver on this social objective because of our fee-for-service
reimbursement system and the ability to cost shift. So when the poor came
for treatment, the service was rendered and the cost was merely shifted to
someone who could pay through an incremental increase in their bill or in
their insurance premium.

This policy was no accident, but was the result of conscious
decisions in both the public and sector. In the public sector, we
enacted Medicare and Medicaid in I¥85extending coverage to the poor and
the elderly. At the same time, we had a rapid expansion of private
policies funded primarily through employment. This rapid growth of
third-party insurance coverage led to the belief that health care for the
poor in this country was free, when in fact it being subsidized primarily
by the government and by the business community. We created what we felt
to be an ideal health care system. It was a system with no financial
restraints, where individuals had access to as much health care as they
wanted or needed. Physicians could practice pure medicine, viewing their
patients primarily from their health needs without concerning themselves
over income. But this system also led to, and encouraged utilization. It
led to the deeply held social belief in this country that health care is a
right. That resulted, understandably, in a dramatic increase in



expenditures. The amount we spent on health care grew from $75 billion in
1980 to nearly $500 billion in 1988 and it still continues to grow. An
more telling, is the growth of health care expenditure as a percent of the
CJross National Product. We spent 7.4 cents on the dollar in 1970 and we
spend about 12 cents today. If this rate continues, by the turn of the
century we will be spending 20 percent of the Gross National Product on
health care, and by about 2020, we will be spending 40 cents out of every
dollar on health care.

This, of course, will not happen. It makes a great deal of sense in
terms of a social policy, but makes little sense in terms of an economic
policy. No single set of expenditures can grow at a rate faster than the
growth of the Gross National Product.

The prosperity we have enjoyed in the 1st 20 years has allowed us to
absorb these rapid increases and has masked the underlying fallacy of the
way we finance health care in this country. A number of factors occurred
that have brought our ideal health care system into collision with
economic realities. New medical technologies were being developed and
being used because there was no financial restraint on the system, and at
a tremendous cost. Secondly, the population was aging. There has been a
significant increase in the elderly as a percent of the population, and
they use more health care services. They have a larger incidence of
chronic diseases, both of which increase the financial strain on the
system. These factors brought the people who had been traditionally
subsidizing the cost of health care for the poor, the business community
and the government, to a position where they had to reevaluate their
willingness to continue to do that. The economic stagnation that we
experienced at the beginning of this decade could no longer absorb the
rapid increases in the cost of health care. Our annual productivity
growth was 3% a year in the sixties and seventies, but fell to half a
percent a year by 1979, and was actually negative in the early eighties.

Our federal budget deficit increased from about $73 to $211 billion
in five years. We liguidated all our foreign assets and became the
largest debtor nation in the world. The government in the first part of
this decade recognized that they could no longer continue an open-ended
subsidy of the cost of care for the poor without raising taxes, increasing
the deficit or making deep cuts in other domestic programs. At th<® same
time, this country entered the world market. We began recognizing a
were not competing just among ourselves like the auto industry once . J,
but were competing with mainland China, West Germany, Japan, etc. They
realized that cutting costs, particularly labor-related costs, had to be
done in order to remain competitive with cheap labor industries abroad.
They couldn't pass the cost of health care on to their consumers and still
remain competitive; particularly when American business has to carry the
cost of health care on the books as necessary expense and are competing
with countries that do not carry health care as a cost, because they have
nationalized health care programs.

The business community now became interested in cost containment in
order to remain competitive. The government became interested in cost
contammeni to balance the budget. The object of business and government
was simply to reduce the exposure to the cost shift, and to reduce their
funding and subsidy of the cost to care for the poor. The subsidy was not
taken out of the system, it was merely shifted on to individuals and



providers. How did they do it?

In 1983, the federal government enacted the DR'G's, which is a
prospective reimbursement system that shifted economic risk on to
providers. They began recjuiring first-day hospital deductible for
Vledicare, increases in the Part B monthly Medicare premium. This shifted
costs on to the individuals. With Medicaid, the program for the poor,
they cut their match rate and shifted that to the states. The first thing
the states did was cut provider reimbursement rates, so that now we get 45
to 50 cents on the dollar for taking care of someone on welfare. That
pushed costs and responsibility to tte individuals. We have had 800,000
women and children squeezed off Medicaid in the last ten years. That
program, which used to cover 65 percent of the poor, now covers less than
38 percent of the poor.

The private sector reacted exactly in the same way with an increased
involveme itin HMO's, PPO's, and other prospective managed care plans that
put the providers at risk. They increased co-payments and deductible for
their employees then shifted costs on to individuals. The important thing
to remember is that cost containment reflected absolutely no social policy
beyond cutting costs for the government and the business community. There
was recognition that the amount of health care that could be spent on the
poor was limited. There was no consideration of the implications of those
decisions on access to health care. They reduced the funding in the
system, but didn't reduce what the public expected from the system.

Today we find ourselves in a situation of transition. We are still
ostensibly committed to the principle of universal access; but now the
system is driven by economic factors, not by the social factors that drove
it in the Sixties and Seventies. Providers are now at economic risk, and
we are losing our ability to cost shift.

Our ability to deliver on the concept of universal access has
depended on cost shifting and the willingness of business and government
to subsidize the cost of care for the poor. But what we are seeing today,
while we are still supposedly committed to universal access, is a
progressive shifting of the responsibility to pick up that cost. Remember
that between 1965 and 1980 that subsidy was borne by government and
business which spread it out over taxpayers in general. So society was
paying for the social responsibility to have universal access in this
country.

Because of the cost containment measures that have occurred, the
subsidy has now been shifted to providers. Physicians have far less
ability to absorb this shift and what formerly was subsidized care for the
poor is now showing up as uncompensated care. As physicians reach a point
where they can't absorb additional uncompensated care and still pay the
bills, they push the costs on to individuals. So today, if you don't have
insurance coverage or money, you are increasingly likely to lose access to
the health car system - either because the provider won't take in any
additional indigent patients, or you delay treatment because you are
afraid you can't afford it.

This has changed how we finance health care in this country. Our
health care system now has a bifurcated financing mechanism. On one side



is the public system, which is Medicare and Medicaid; and on the other
side is the private system which is mostly employment based policies and
some ‘'~dividual policies. There has always been a little gap in between
where some people slip through the cracks. But as long as government and
the business community were willing to subsidize the cost of care for the
poor, that gap has been very narrow and has really contained only
society's truly downtrodden.

Today as those two-third parly payers are trying to escape from the
subsidy, we've seen a reduction in government expenditures, co-payments
and deductible in Medicare and increases for Medicaid eligibility, so
people spill of the public side into that gap. As competition in the
world market increases, we shift from a manufacturing to a service based
economy with large numbers of low paid, non-unionized workers without
health insurance coverage, and as premium rates continue to climb, people
spill off the private side into that gap. Today that gap is no longer
narrow, it has 37 to 40 million Americans in it. They are no longer just
society's downtrodden. Seventy percent of those people are working full
time or part time or are dependents of someone who is working. But it's
those in that gap that are generating 75 percent of the uncompensated
care. Why should we be concerned about this? Because there are some
serious consequences in the shifting of responsibility to pay for the care
of the poor, and there are some social and professional consequences that
affect providers.

The first social consequence is an erosion in our commitment to
universal access. Because there is a physician surplus in the country,
and because care for the poor is no longer subsidized but is
uncompensated, we have a very competitive, market-driven system in the
provider community. Since market systems were not designed to foster
social responsibility, it shouldn't be surprising that no one is competing
for the poor. Public health clinics are closing and we are seeing patient
dumping from hospital to hospital, physician to hospital and between
physicians. There are treatment delays and a growing number of people in
the gap.

That leads to the second consequence, which is a very real and
measurable deterioration of health for a growing number of Americans. We
have 40,000 neonatal deaths each year from the complications of low birth
weight. Two-thirds of those mothers do not receive adequate prenatal
care. Forty percent of the poor in America are children and only
one-third of them are covered by Medicaid, the other two-thirds are in the
gap and are losing access to basic preventive services. We are seeing an
increase in pertussis and pediatric nutritional problems. There is case
after case of people actually dying because of lack of access to the
system. People are dying from strokes because they couldn't get in to get
their Dblood pressure medication refilled. People are dying of heart
failure and having MI's because of lack of routine checkups. People are
dying of perforated ulcers because of treatment delays.

The third consequence isthat we are mortgaging our own future. Remember,
that 40 percent of the poor in this country are children, and two-thirds
of them are in the gap. Also in that gap are tens of millions of young
working Americans. Tnese people constitute a large part of the shrinking
workforce of tomorrow that we're expecting to fuel the economy and pay for



a growing retired population. How are we going to do that in the lace of
$1/0 billion owed to foreign governments and nearly a three trillion
dollar national debt; a ten trillion dollars unfunded liability, the
difference between what we expect them to make and what we are planning to
take out of their paychecks to pay for Medicare, Social Secu.ity and
federal pensions, most of which are automatically indexed and have no
income eligibility requirements. What we're asking these people to do is
be more productive than any other generation. We arc asking them to do
something that we have all refused to do, and that is recognize that
increases in personal consumption have to be balanced with increases in

productivity.

In the last ten years, American workers have averaged a $3200
increase tier capita in personal consumption and only $950 of that has been
paid for by increases in what each one produces. The remaining $2200 has
been paid for by cuts in domestic spending and investment anil by fort gn
debt. We are asking this group of people to be more productive than
anyone in the history of this country, and probably lake a reduction in
their standard of living. Having asked them that, we arc crippling them
going in by denying them access to the basic health care services they
need to be healthy, productive members of the workforce. You cannot have
an increase in productivity unless your workforce is health and well
educated. This is a very, very serious implication.

There are also some disturbing professional implications. The first
is the growing problem of uncompensated care that is catching physicians
and providers between what society expects from our health care system,
and economic realities. When the government and the business community
move to limit their subsidy of the cost of health care for the poor, they
could do so without denying access to individuals, and they could do so
without publicly or explicitly abandoning the idea of universal access,
because they shifted that subsidy on to the providers. But when
physicians move to limit their exposure to this for exactly the same
reasons, they have to deny access to individuals. When a physician
reaches a point where he or she cannot absorb any additional uncompensated
care, they either have to reduce the number of indigent patients they see
or reduce the services they provide to those patients. In either case,
that means rationing. Increasingly, physicians in this country are being
forced to become the rationing instruments for a society that refuses to
recognize that rationing is occurring That puts physicians in direct
conflict not only their professional ethics, but with social expectations
for the health care system. It casts them in a very unfavorable light as
many people still view physicians as they were in the halcyon days of the
1960% or 1970's, when the economy was booming and incomes were rising.
Most physicians do not understand the relationship between cost shifting
and subsidizing care for the poor, and they don't understand the
implications of taking cost shifting away from providers. The thought
that a wealthy profession would be denying access to the poor is
unacceptable to them. It puts them in a very vulnerable position
politically. ~ As the problems of the poor intensify, state legislatures
are going to begin to react and they are going to say: If physicians are
not going to take care of the poor voluntarily, we are going to force you
to do that. There are a lot of ways that are designed to force physicians
to assume the responsibility for taking care of the poor, but they ignore
the fact that society, while paying lip serve to universal access, has



made a decision t* limit the amount ot money that they're going to spend
on it. When someone convinces corporate America that a government
sponsored health care program will put them in a better position in terms
ot competition in the world market; then we will be looking at a
nationalized health care program. Hut m the short run, we are looking at
increased regulation, reduction, and erosion in physician clinical

autonomy.

What can we do about this problem? To solve this crisis in
uncompensated care, we have got to start by accepting three very hard
realities.  The first reality is that resources are limited and that's a
difficult reality. Hut it should be obvious to anybody wtio looks at (lie
need in this country and looks at the available dollars. As we said, we
have a national debt approaching three trillion dollars that must be
reduced. We have a huge defense budget that has been traditionally hard
to pare down, and we spend $450 billion a year on Medicare, Social
Security and other federal pensions. At the same time, we are cutting aid
to education, we are also cutting investments in road, sewers, and
infrastructure; and civilian research and development. All of those
things we need to increase the productivity in this country.

No one wants their personal health care expenditures cut, but at the
same time, we want to reduce government spending. We want good road and
schools, safe streets, criminals behind bars, a comfortable retirement,
police protection, fire protection, clean air, clean water; and we want to
do all that, of course, with lower taxes and higher wages.

Obviously that doesn't work. There is a finite amount of money that
this country can invest in health care versus the other things we also
have to invest in. Once we come to grips with the fact that there is a
finite health care budget in America, then we have to decide who is going
to get the service and how much service each person is going to get.

That brings us to the second reality. The rich are always going to
have access to more health care than die poor. That's all right if what
the poor get is adequate and if they're all getting it. After all, one of
the hallmarks of a capitalistic system is that goods and services are
distributed on the basis of income, not necessarily on need or merit. We
readily accept that in most instances. We don't expect public housing to
look like the Ritz and we don't expect food stamps to be redeemed in very
expensive restaurants. But because of our system, our concept of
universal access, we take for granted that the poor should have access to
all the healt i care sti vices that are available to the rich.

This is the only part of our system that operates on this open-ended
economic principle. What we've done is reject a multi-tiered system based
on income. But actually we already have that kind of a system in place.
The rich have always been able to fly to other states and other countries
for diagnostic and therapeutic modalities not available near home. They
have had consultations and elective surgeries that the poor have not had
access to. We would all agree that everyone should have a right to
prenatal care. You may argue whether or not the public should pay for a
lace lift electively for everybody on welfare, but it becomes much more
difficult when you are trying to balance a transplant versus prenatal
care.



WIluii we need is a better defir*:*ion of adeciuate health care to
address that question. If we know resources are limited, if we know
people with Inch incomes can buy more health care than people of lower
incomes, and it we know that society can't buy everything for everyone who
might benefit from it, we must consciously and responsibly decide what
level of heulth care everybody should get, that means the definition of
adequate health core.

That brings us to the Ilust reality, the inevitability of rationing.
T » is very difficult for physicians and providers to come to terms
with.  Hut when you define adequate health care, you also define what's
more than adequate. That lads to the basis for explicit rationing of
health care. | suggest that rationing already exists in our system. We
ration by income and transportation barriers. But more importantly, we
ration through a lack of any policy to guide how we spend our health care
dollars. We ration inadvertently by legislative decision. If we have a
limited amount of money in the health care budget and you spend it 011 one
thing, it's not available to be spent on something else.

Consider how we are doing this today. We spend almost $2000 per
capita on health care in America. That is more than any other country in
the world and yet our wellness as measured by morbidity and mortality
statistics is not significantly higher than in England, which spends half
as much, or even Singapore which spends afourth as much. Why is that?
Because we have no policy to guide how we spend our health care dollars.
We are spending huge sums on some and none 011 others. We spend more per
capita than any country in the world, yet 37 million Americans have no
coverage and many of them are losing access to the system. We spend three
billion dollars a year on neonatal intensive care while we're denying
prenatal care to hundreds of thousands. We spend $50 billion a year on
people in the last six months of their lives, while we are closing
pediatric clinics. That's like having someone in charge of a truck fleet
for your corporation who adopts a policy that he wonl change the oil in
the trucks until the blocks melt. You certainly wouldn't hire that guy to
work for you. But that's exactly how we spend health care dollars in this
country. We don't spend it on prenatal care, we spend it on neonatal
intensive care. We don't treat hypertension, we treat people who have
stroked out. We are rationing by default. It's guided by no social
policy and it's not equitable. We are wasting millions of dollars and
thousands of lives. The reason we are rationing implicitly as opposed to
explicitly is because we don't want to come to grips with our own limits.

To solve this problem of uncompensated care with of the ominous
implications for society and for physicians, we have to recognize that our
health care system is indeed in flux and that we have to build a new
system that is based on the three realities that we've just discussed:
limited resources, acceptance of thr fact that the rich will always be
able to buy more health care than the poor, and that we're going to have
to ration. We have to recommit ourselves to universal access, but not
universal access for everyone to everything. Universal access for
everyone to an adequate level of health care. This will put our system
back on a sound economic foundation, and means we are going to have a
three tiered system of delivery in this country. We already have a
non-defined sort of implicit multi-tiered system. But this would mean a



government sponsored tier for the poor. It would mean a tier that the
business community funds for those who arc working, and a traditional
fee-for-service tier for those who wish to buy additional health care
services. It's tit that bottom tier that we have to come to grips with
rationing.

The government has a responsibility to pay for the poor, not for the
elderly. The government should pay for the poor regardless of age and
there is no reason Lee lacocca needs Medicare. We should put an income
eligibility requirement on it.

It's the bottom tier that we have to come to grips with rationing.
It's this tier that we have to set the socially acceptable minimum level
of health care for this country, and how do we get there? | suspect there
are three elements to resolving this. We must have a clear social policy
and we need to define adequate health. Then we need a universal insurance
system to insure that people get access to that care. The social policy
we had in the Sixties, Seventies, and Eighties, was universal access. One
of the reasons we are in trouble today is because we were able to cover
everybody for almost everything. But unless you define v.hat it is you're
covering people for, you still have an open-ended system that we can't
afford.  Politically it's far more difficult to deal with the question of
adequate health care than to design and politically adopt a posi ion to
deal with the universal insurance coverage question.

We must have a clear social policy because we need a framework to guide
how we spend those health care dollars in a way that is efficient and
equitable. We must make an attempt to recognize our limits and adopt such
a policy. Should we discontinue funding for heart, bone marrow and liver
transplants for people on welfare or should we take that money and extend
it out to buy preventive and prenatal services for a far larger group of
people who hav. been in the gap? The question is not whether transplants
have merit. The question is not whether, in the short run, we could find
seme additional money to buy a few more transplants for people on public
assistance. The issue is, does it make more sense and is it a better use
of public dollars if we we're going to spend more on health care to buy
high lech services for a group of people who already had access to
virtually everything in the private sector; or should we extend services
to a larger number of people who currently do not have access to any
health care whatsoever. Should universal access to adequate health care
be the first priority for spending additional dollars?

Once we get a definition of adequate health care and array our health
care services on a priority basis, we are changing, in a very fundamental
way, the nature of the rationing debate. The rationing debate
traditionally has an individual focus. It goes like this: You have one
heart and three potential recipients. Do you give that heart to the
17-year-old unwed mother of three on welfare or do you give it to a
-10-year-old corporate executive? This raises the kind of imponderable
ethical and moral question that society, almost by definition, can't
resMve on an individual basis. But when you develop a definition of
r-jequate, and array your health care services in a priority order, you
shift that debate from the individual focus to a social tocus. You are no
longer debating which service should be given or denied to which
individual, you are debating which priority funding should be given to



each service, given the i *ality of limited resources. Society has made
the decision to limit the amount of money it's spending on health care.
Society needs to make the dec’sions on how to spend that money. That
takes physicians out of the squeeze and they can now continue to be
patient advocates. They can continue to do everything they can possibly
do for their patients within the context of the resources that society has
made available.

How do we get to this definition of adequate? There are really three
steps. The first and probably the most difficult is building a
consensus. A group of dedicated providers and health experts should break
down every dollar spent on health care. A list should be made of the
number of people getting the service and the cost; the number of people
not getting the service and the economic as well as health implications of
not giving them that service; and the cost to extend the service to cover
everybody in giving them that service; and then the cost to extend the
service to cover everybody in the unmet need population. Arrange this
list in a tentative priority order and begin presenting it at town hall
meetings where citizens are actually getting involved in working through
the trade-offs and choices that are necessary to set up a priority list of
health care choices. Bring this information together and generate a final
list that will be submitted to the legislature. Once the health care
resources are arrayed in that kind of a list, you ;have to integrate it
with the budget process. You must, then, require that the funding go to
the first item on your priority list for everyone in the population for
whom the state has responsibility. You go down and fund the second,
third, etc., until you run out of money.

What that does is, put accountability in the system. If our state
legislature decided to cut $20 million out of our health care budget, it
would not be an abstract accounting exercise. It would mean the deletion
of very specific services for very specific individuals off the bottom of
the priority list and then the debate becomes far more focused. If you
want to come in and refund the transplant program, it's very clear that
you either have to knock something else off your priority list - you have
to make a choice, a clinical choice and a political choice between those
two health services, or you have to rob another program, or raise more
money.

The final point with this type of system is that, if it's done on the
basis of sound clinical grounds, you can actually save money in the
system. A studv done in California suggested that the cost of treating a
low birth weight infant was $28,000 up to six figures. The study
suggested that if you provided that care to all the indigent women who
needed it, you could save $22 million a year in your heabh care system.
That's money that can be used to add services on your priority list. It
could be used to raise provider reimbursement levels to a reasonable point
where people are not trying to avoid dealing with that population.

What is the role of physicians in resolving this problem? The most
significant role they plan is to come to grips with their own limit.;.
They have got to re'ognize that health care resources in America are in
fact limited. How can we expect the public to accept the limits or expect
state legislatures to recognize the limits if physicians are not willing
to recognize them themselves. We are inviting all of the ominous



consequences that uncompensated care is bringing our way. We have to do
that as a first item and express that publicly, physicians must discuss it
with each other and with their patients.

Secondly, professional organizations need to adopt a policy, a
statement on how to expend limited health cure dollars. Something that
says the first priority is to extend the basic level of health care
coverage, and then we can fight about the budget. But to do that, we have
to get involved in the definition of "adequate". Physicians are really
the only group in this country that have the qualifications to provide
sound clinical input to the state legislature. We need to say, yes, we

are going to nave to ration health care in this country. It's
inappropriate and unethical for physicians to do it, society needs to do
it. If the legislature is going to ration health care, then offer a list

of clinically wise priorities. This makes sense in terms of marginal
costs and marginal benefits. We have to provide that input and then
support the legislative decisions that make responsible resource
allocation decisions. We have to do that publicly, in our community and
at the legislative level.

Uncompensated care requires a partnership solution between public
policy makers at the state legislative level and leadership in the medical
community. |If left unresolved, the problem of uncompensated care is going
to result in an erosion in our social commitment to universal access, a
deterioration of health for a growing number of Americans with very
serious social and economic consequences. It is going to put physicians
in conflict with their professional ethics and with what society expects
from the health care system. This will lead to regulation, an erosion of
clinical autonomy, and very likely a nationally controlled health care
delivery system. We cannot accept this outcome as in the final analysis,
physicians are patient advocates.

I hope this will assist your understanding concerning the health care
industries dilemma and crystallize societies dilemma as well.

Executive Director
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HOUSE HESS COMMITTEE
CALL MEETING TO ORDER
NOTE MONTH/DAY/YEAR Monday, March 20, 1989

NOTE TIME: Yy
"L <M

NOTE MEMBERS PRESENT AND EXCUSED
(For the record, note any late arrivals to the meeting)

REMIND PARTICIPANTS TO SIGN WITNESS REGISTER

COMMITTEE CALENDAR:
SB 166: Medicaid Payments to Health Facilitiesr
Containing the Costs of Health Care iIn Alaska

INTRODUCE WITNESSES

For the record, ask witnesses to state their name, title
and the name of the firm or agency they represent.

Ask witnesses with written testimony to submit it to the
committee secretary.

UPCOMING COMMITTEE MEETING SCHEDULE: See attached

ANNOUNCE TIME OF ADJOURNMENT

\Y

Presentors for the Health Association of Alaska:

Jim Gingerich (Fairbanks Memorial Hospital) - acute care

Dennis Murray (Heritage Place -a nursing home in Soldotna)

- long term care



HEALTH. EDUCATION AND SOCIAL SERVICES COMMITTEE

P.O. BOX V, JUNEAU 99811
<*>7) 46VJ75*

ALASKA STATE LEGISLATURE
HOUSE OF REPRESENTATIVES

HOUSE HESS COMMITTEE

Committee Schedule
March 20 - March 24, 1989

(eindicates fTirst public hearing)

HOUSE HESS Capitol Rra. 106 8:30 a.m.
465-3759 or 60 T-W-Th - F

iimuH ey lsce—m m—

Tuesday, March 21, 1989

Containing the Costs of Health Care in Alaska (Cont"d)
Wednesday, February 22, 1989

Yukon Legislative Assembly Presentation

Report on Disease Outbreaks in Rural Alaska

HB 126: Anabolic steroids as controlled substance
Thursday, March 23, 1989

NO MEETING
Friday, March 24, 1989

NO MEETING



Slue Cross pullout hits home for Redwood City employees

&y Shannon Rasmussen
TVtoa Tribune stall

Now that the news bos sunk in
ttflt Blue Cross of California Is can-
Cfellng Its health Insurance cover-
age, Redwood City employees are
scrambling to find a comparable

with only about two months be-
the cancellation becomes ef-
[ve, city union representatives
ready have suggested one plan
ey believe would provide a stable
idfang-term benefit.
"To us It’'s extremely serious that
lue, Cross is canceling,” said Joe
enfter, who represents Local 715
the Service Employees Intema-
nal Union. “We're absolutely
riimltted to find the best alterna-

tive."

Last week, the City Council’s
Personnel Commission began to
look at the request of various city
union representatives to contract
with the Public Employees Retire-
ment System plan, which offers
about 15 different health coverage
plans under Its umbrella.

However, at Issue with the PERS
plan Is the cost that the city may
incur. The plan would require the
city to contribute as much money
to Its retirees’ health plans as to its
active employees’ plans, according
to officials.

Currently, retirees who were
hired before 1983 and who partici-
pate In the clty’3 health coverage
plans receive $270 per month to-

ward health coverage — equal to Employees currently may
the city’s monthly contribution to choose to Join health plans under
plans for active employees. Bay Pacific, Kaiser and the Asso-
. But the city does not pick up In- ciation of Bay Area Governments.

surance costs for employees hired 1 For city employee Molly Spore*
after 1983 who retire. Alhadef, PERS would be an answer

In some cases, such as the city’s *to the problems she faces.
Kaiser plan, the $270 buys the max Her husband sees a number of
Imum coverage of $232.91 per *specialists, many who aren’t cov-
month for an employee with two or lered under her current Association
more dependents. Jlof Bay Area Governments health

Another consideration Is that rflM- r
PERS may raise Its monthly preml1-1 She was with Blue Cross for 10
urn rate to more than $400 for a ?years, until a year ago when the
family, said Jim lIrizarry, director rates became too costly,
of human resources. ~  Alhadef recently had considered
"We’re trying to work with our -returning to Blue Cross, but now
employee organizations," Irizarry does not have that choice. Now she
said. "We’re sympathetic to this nays PERS Is her best bet
crisis." "We are stuck,” she said. "For

those of us affected this is a big cri-
sis. Health care Is such a personal
thing."

When Blue Cross could not get 50
percent of the city’s employees to
participate In Its plans, it notified
the city It would withdraw effec-
tive May 1,

Christine Sullivan, public rela-
tions specialist with Blue Cross,
said It Is standard practice within
the Insurance Industr ‘o cancel
when membership falls below 50
percent. The reason, she said, Is
that a larger client pool spreads the
risk and ensures a balance be-
tween premium costs and claims
COosts.

Several Peninsula cities and

Please see PULLOUT, A4
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school districts who have Blue*
Cross coverage reported they have
received'no Indication they may
face a similar situation.

In Menlo Park, however, a city
official said the city did not renew
its coverage with Blue Cross last
year because of the Increase In
premiums and because not enough
people were participating.

Sandy Salerno, finance director
in Belmont, said In July the city
joined the PERS plan rather than
stick with Blue Cross partly be-
cause of ImposedjateJnci

tty's cancellation fol-

lowed an Initial notice that the

company would raise Its rates be-

tween 52 percent and 57 percent

i for Its Fee for Service and Prudent
3uyer plans.

The Increase would have result-
ed in a monthly charge to the city"™*

:ompany, Bengle said. ;
Based on other reports and,

IBlue Cross customers of betweenl[trends, health care officials specu-

73112a&450J.per month, depending
[on the type of coverage.

As of last month, 108 of the city’s
‘455 employees were enrolled in

Blue Cross. Of 172 retirees, 66 were
enrolled in the plan.

On the Peninsula and across the
nation, municipalities have been
hit with rate Increases as the cost
of health care escalates, said Ar-
mand Bengle, vice president of
Alexander & Alexander Consulting
Group, an employee benefits conr
suiting firm in San Francisco.

Many municipalities, such as
Redwood City, contribute a set
amount per month toward employ-
ees’ premiums, which also may af-
ifect which plan an employee
‘chooses, Bengle explained.

If a company cannot get 50 per-
Icent participation; the costs are

'spread among a smaller number of
people and at a greater risk to the

late that healtL insurance premi-
ums will continue to jump nation-
wide.

Redwood City anticipates that its
overall health Insurance costs
could double In the next five years,
causing officials to be extra cau-
tious.

That Increase could mean spend-
ing $3.1 million per year for em-
ployees and another $700,000 per
year for retirees In Redwood City.

Prior to the cancellation, Blue
Cross had presented a proposal to
Redwood City requiring the city to
replace Its Bay Pacific health plan
with Blue Cross' California Care
Health Maintenance Organization.

But city employee representa-
tives were not interested in that,
proposal, and the city cannot re-
quire employees to join one plan
over another, Irizarry said.



CRITICAL OBJECTIVES
FACING 1989 ALASKA LEGISLATURE

OBJECTIVE

MODERATE COST EXPANSION OF
STATE EMPLOYEE BENEFIT
PROGRAM.

PROVIDE FINANCIAL ACCESS TO
SERVICES TO PEOPLE WHO CAN NO
LONGER AFFORD HEALTH INSURANCE.

PAY FAIR AND REASONABLE PRICES
FOR MEDICAID SERVICES.

KEEP AND BUILD A STRONGER
LOCAL HEALTH CARE STRUCTURE
IN EACH ALASKAN COMMUNITY.

CREATE A LOCALLY OWNED STRUC-
TURE TO MANAGE AND GOVERN
HEALTH CARE APPROPRIATE TO ALASKA.

ACTION



COMMUNITY CORPORATION

Community Committee

COMMUNITY CORPORATION

TRUSTEES
PRIVATE PUBLIC
(YEARS-1"- 3) (YEARS2- 5)
SMALL EMPLOYERS MED 1 CARE
LARGE EMPLOYERS MEDICAID
SCHOOLS LABOR &
BOROUGH INDUSTRIES
HOSPITAL HIGH RISK
CHAMPUS/ UNCOMPENSATED
FEDERAL EMPLOYEES ASSISTANCE

INDIVIDUALS
INDIVIDUAL POLICY
BASIC CARE POLICY

OTHER
LONG-TERM"CARE
DENTAL
PUBLIC HEALTH ISSUES



STATE OF ALASKA

WHAT CAN BE DONE TO KEEP BENEFITS AND
REDUCE COSTS?
YEARI

o IMPLEMENT UTILIZATION REVIEW, INCLUD-
ING DEDUCTIBLE FOR PREAUTHORIZATION

o FOCUS ON INPATIENT AND ALCOHOL,
SUBSTANCE AND MENTAL HEALTH

ANALYZE DATA TO TARGET REVIEW

DEVELOP EMPLOYEE ASSISTANCE PROGRAM

EDUCATE EMPLOYEE - NEWSLETTER

PILOT - OPTIONAL INSURANCE PROGRAM
YEAR?2

GENERAL BENEFIT MODIFICATIONS

NEW BASIC PLAN OFFERED AS AN OPTION

BUY CARE FROM LESS COSTLY PROVIDERS

FEE SCHEDULE FOR DENTISTS/PHYSICIANS

o O O O

©O O o o



PRINCIPLES

Start immediately with the possible

Understand your data and develop
short-term and long-term plan

Move incrementally

Offer choices and reward employees
for prudent decisions

Buy strategically - not year to year



