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Last month, in the first part oii this series, we looked at
the problems millions of Americans have in obtaining
and keeping health insurance. We evaluated 71 individ-
?/ 40 commercial car-
d organizations, and
discussed other alternatives for people who lose their

ual health-insurance policies sold b
riers and Blue Cross and Blue Shie

group insurance.

This month, we go beyond the short-term remedies
to examine the various solutions to the health-insurance
crisis that have been proposed by insurance companies,
physician organizations, and the business community.
We also visit Canada to look at how that nation pays for
its health care. The Canadian example is considered by

some as a model for the U.S.

HEALTH INSURANCE FOR ALL?

he American health-care
system is the costliest in
the world. The US.
spends 171 percent more
on health care per person than
Great Britain; 124 percent more
than Japan: 88 percent more than
West Germany, and 38 percent
more than Canada
Over the last five years, the cost
of health care in the U.S. has risen
42 percent faster than the cost of
food, housing, or transportation. In
1990, the nation's medical bill will
total some SS66-billion, or about
S2664 for every man, woman, and
child. Health-care spending now
consumes 11 percent of Gross
National Product by the end of the
decade, it could account for as much
as 15 percenL
Not all of those dollars pay for
medical treatment The cost of
administration, claims handling, and
insurance-company bureaucracy eats
up at least $65-billion. almost 10 per-

cent of the total. “We waste more of
our medical dollars on bureaucracy
and paper pushing than any other
country," says Dr. David Himmel-
stein, national coordinator of Physi-
cians for a National Health Pro-
gram.

Despite the vast sums poured into
health care, the U.S. ranks 12th in
life expectancy, behind Japan, Italy,
France, and the Scandinavian coun-
tries. It ranks 21st in the number of
deaths of children under age 5; 22nd
in infant mortality, and 24th in the
percentage of babies born with an
adequate  birthweight  (Bulgaria,
Hong Kong, and the Soviet Union
all do better on that last measure).

Among industrialized nations,
only the U.S. and South Africa fail
to provide access to health care for
all their citizens.

A feint vrfitur«

The US. healthore system is
built on a lucrative partnership of
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fee-for-service medicine and private
insurance. For years, doctors and
hospitals had carte blanche to set
their own fees and pass the cost of
their services along to private insur-
ance carriers or to their patients.
Insurance companies (and patients)
rarely giuestloned the amount of
those hills. “No one ever paid us to
go fight with doctors." says one
Insurance executive.

I fees rose higher than the premi-
ums the insurance companies
needed to pay claims and turn a
profit, the insurers simply raised the
price of coverage. Policyholders
could either pay the higher premi-
ums or go uninsured.

The cost of medical care has now
forced insurance premiums so high
that millions of people are going
uninsured. The whole system
keeps pricing more and more peo-
ple out of it" admits Howard
Bolnick. president of Celtic life, a
seller of health insurance. “The mar-
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ket is working efficiently, but it's
less than optimum from society's
point of view."

Diodes of debate

As more people are squeezed out
of the American healthcare system,
and as basic public-health statistics
underline the system's comparative
inadequacies, a decadesold debate
over public-health policy has been
rekindled. The debate has been sim-
menng for sorne 80 years.

In the years before World War |,
in the 1930s, in 1949, in 1965, and
again in the 1970s, the U.S. seemed
on the verge of establishing univer-
sal health insurance. A 1939issue of
consumer reports nottd: ‘There is
now no doubt of the growing wave
of popular sentiment in favor of an
efficient public health program. It
has become obvious that the people
of the country intend to see to it that
the whole population shall benefit
from the discoveries of modern
medical science. The only question
before the country now Is ‘how
soon?”

A decade later, in 1949, we report-
ed: “As the new Congress meets,
prospects for national health insur-
ance have never looked Dbetter.
There are a number of reasons why
1949 may see a Federal insurance
law passed at last The American
public has overwhelmingly demon-
strated its approval of health insur-
ance in manY surveys, in legislative
f)rograms of consumer, civic, and
abor groups, in government policy
reports, and in endorsements by
ﬁ0|ltlca| leaders. Soaring prices

ave made the cost of medical care
even more difficult for most families
to afford.”

Sixteen years later, a national
health-insurance ~ program  still
hadn't come to pass, despite the
committed leadership of President
Lyndon Johnson. In 1965, after pow-
erful lobbying against national
health insurance by organized med-
cine, Conﬂress voted to authorize it
only for the elderly, in the form of
Medicare. (At the same time, it
established Medicaid, a new gov-
emment program for the poor.)

Even then, the Medicare Act was
tailored to the economic demands
of the American Medical Associa-
tion and Blue Cross and Blue
Shield, the primary insurance car-
rier of the day. Fee-for-service medi-
cine and the Blue Cross method of
reimbursing health-care providers
became part and parcel of Medi-
care. They laid the foundation for
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today's towering health-care costs.
(Blue Cross and Blue Shield also
got the job of paying Medicare
claims for the Government) .

Again in the 1970s, there was seri-
ous talk of universal health insur-
ance. But President Jimmy Carter
could not muster the political back-
ing needed to fulfill his campaign
pledge to implement it

How has a system that costs so
much and still falls short managed
to survive and resist reform?

Tm powor oftho AMA

Fearful that universal health
insurance will lower the incomes of
its 271,000 members, the American
Medical Association has for years
denounced national health insur-
ance as “rocialized medicine." More
to the point, the AMA has paid poli-
ticians handsomely to view national
health insurance in the same light

The AMA is one of the largest
contributors to political campaigns,
appearing near the top of almost
everglllst of the big money raisers,
the big contributors, and the big
trade association political action
committees (PACs) compiled by the
Federal Elections Commission.

During a 15-month period ending
in March 1990, the AMA ranke
second on the election commis-
sion's list of the top 50 PACs in
amount of receipts, second in total
spending (which includes funds for
advertising and mailings as well as
contributions), and seventh in the
amount of cash on hand, with some
$2-million in_reserve to bankroll
future campaigns. .

In the 1988 Congressional elec-
tions, the AMA spent $5.3-million,
including $2.3-million in direct con-
tributions to House and Senate can-
didates. From January 1989
through March of this year, it has
%iven money to 348 members of

ongress, including eight of the 12
Congressional members of the Pep-
per Commission, a bipartisan group
composed of members of Congress
and industry representatives that
was established to study health-care
financing and recommend changes.
The Commission was chaired by
Sen. John D. Rockefeller IV, D-W.Va.

To replenish its coffers, the AMA
embarked on a special effort last
Kear to discredit the Canadian

ealth-care system, often viewed as
a model for reform in the US. In
what it called its "Strengthening the
U.S. health-care system" campaign,
the AMA wrote to member physi-
cians: “We need your help to con-
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tinue reaching millions of Ameri-
cans. We must tell them the facts
about the dangers in a Canadian-
type health-care system—before it's
too late. Help us continue publish-
ing our messages in leading maga-
zines and newspapers " Enough
doctors sent checks that die AMA
was able to buy ads disparaging the
Canadian system in major maga-
zines. (For one example, see the
illustration on page 610.)

The AMA's national ﬁolmcal pro-
gram is reinforced by the efforts of
state medical associations. From
early 1989 to the end of March, state
medical associations in 10 states
spent some S4.1-million on behalf of
political candidates.

Insurame dotrt

The insurance industry's stake in
the battle is the $175-billion it col-
lects each year in health-insurance
Bremlums. In aletter sent to mem-

er companies last summer, Carl
Schramm, president of the Health
Insurance Association of America
(H1AA), warned that “a move in the
United States to a Canadian
approach to health-care financing is
antithetical to our interests."
Schramm  subsequendy told CU:
"We'd be out of business. It's a life-
and-death struggle.”

The insurance industry also shov-
els money at politicians. American
Family Corp., the fifth-largest seller
of health insurance, particularly
dread-disease and cancer policies,
ranks eighth on the election com-

Doctors on the
picket line
Just as orPamzed
medicine [n the
U.S. has opposed
universal medical
insurance, many
Canadian physi-
cians were none
too fond of the
notion. Whon
Saskatchewan
became the first
province to adopt
universal medical
coverage, doctors
there went on
strike. When
Quebec followed
suit In 1970, Its
doctors also
staged a short
strike.
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mission’s list of the top 50 corporate
campaign contributors, ahead of
such giant corporations as Boeln%,
Citicorp, and Ford Motor Co. It
donated some $250,000 from *' |
beginning of 1989 throuPh March of
this year. Three other large sellers
of health insurance—The Travelers,
Metropolitan, and Prudential, all of
which collect well over $1-billion in
health-insurance premiums  each
year—are also among the top 50
corporate contributors.

But the insurers don't limit them-
selves to campaign contributions.
Their forte is ‘educational" lobby-
ing. "We ﬁroduce lots of research
bulletins that are classy little num-
bers," HIM president Schramm
told CU. When the Pepper Commis-
sion issued its report last March, its
recommendations for reformm?
sales practices in the small-
employer market were strlklnﬂly
similar to those of the HIM ‘The
Pepper Commission basically ceded
the - small-group issues o us,"
Schramm says. The, [the commis-
sion's recommendations] are our
proposals.”

Chemges in Hie wind

But public dissatisfaction with the
current system has once again
brought health insurance onto the

trwxan Mubr.il V* «.u>«

On the offensive To counteract positive
media portrayals of universal health insur-
ance programs in Canada and elsewhere,
the American Medical Association launched
a national advertising campaign in 1989.
This ad ran in Newsweek.

national agenda. Poll after poll
shows that the American people are
unhappy with the way their health
care IS financed. A 1983 poll con-
ducted by Louis Harris and Dr. Rob-
ert Blendon, chairman of the
Department of Health Policy and
Management at the Harvard School
of Public Health, found that 61 per-
cent of Americans would prefer a
S.L/stem of national health insurance
like the one in Canada, in which
“the government pays most of the
cost of care for everyone out of tax-
es, and the government sets ail fees
charged by doctors and hospitals."
This year, a Los Angeles Times poll
asking a similar question found that
66 percent of Americans would pre-
fer a health-insurance system simi-
lar to Canada's. “People are far
ahead of the political leadership on
this issue," sars Susan Sherry, an
official at Families USA, a senior cit-
izens health-advocacy group.

The business community has also
become vocal on the issue. Some
coiporate leaders are calling for
changes that they would have con-
sidered unthinkable a few years
ago. “We need fundamental reform.
Whether we have the courage to
move forward remains to be seen,"
says Walter Maher, a lobbyist for
ChrE(/sIer Corp. Chrysler says that
workers' health insurance adds
$700 to the cost of every car it
builds in the U.S.—an amount that
must come down if the company is
to remain competitive.

Not all doctors side with the
AMA. The 68,000-member Ameri-
can College of Physicians is caIIinﬁ
for reforms that would guarantee a
Americans access to medical ser-
vices and reduce the waste and inef-
ficiency in the present system. The
3000 members of Physicians for a
National Health Program have a
similar goal. (Those groups, howev-
er, don't back their programs with
political contributions.)

Privately, even some insurance-
industry executives recognize that
universal health insurance is proba-
bly inevitable, and they have been
preparing for their eventual role in
iL "Some companies are saying, ‘If
We can survive until there's national
health insurance, we have a shot at
administering it,” says an official at
one Blue Cross and Blue Shield
organization.

SoTving Hm crisis

A number of remedies for the
health-insurance crisis have been
proposed by various interest
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groups. Some are limited; others
are more far-reaching. Some deal
only with controlling costs of the
health-care system. Others confront
the more basic question of provid-
ing access to care for everyone.
Amon? he proposals likely to be
part of the public debate in die com-
ing months are these:

1. Encourage people to use
fewer medical services by writing
higher deductibles into policies.
The theory behind this proposal is
that when peo,ole payr a greater
share of their bills, the>Tl use health
care more frugally. As a result, the
ar_ﬁument goes, health-care costs
will decrease, premiums will rise
more slowly, and more people will
be able to afford coverage.

Such a notion assumes that peo-
ple prescribe their own medical
care. Most of the time they don't
their doctors do.

Health-care providers also stimu-
late much of the demand for elective
medical care. Hospitals now adver-
tise in magazines, on television, and
on billboards—dramming up busi-
ness for their inpatient psychiatric
services, for example, when such
cases might be handled more appro-
pnatel¥ on an outpatient basis. As
part of its corporate-image promo-
tion, General Electric advertises
magnetic  resonance  imaging
machines (MRIsgI on television. ‘It
doesn't hurt to have people awure
of MRIs," sa?:s aGE sFokesperson.
If people ask for MRIs instead of
ordinary X-rays, hospitals will have
no choice but to shell out $1.4-mil-
lion to $2-million for a machine.

Higher deductibles may indeed
make some people think twice
hefore seeking care in the first place.
While discouraging unnecessary
services is a reasonable goal, there’s
an obvious danger that people will
postpone necessary treatment Then
more costly procedures may be nec-
essary, or It may be too late.

There is even some doubt as to
whether ani/] savings would result
from a switch to higher deductibles.
“Our experience has shown that
higher deductibles have not pre-
vented our (claim| costs from going
up," says An(%y Perkins, avice presi-
dent at The Travelers.

2. Do away with state-man-
dated benefits. Each state requires
that heaith-insurance policies sold
there include certain coverages.
These so-called state mandates vary
among states, but many require
insurers to cover newborn babies,
adopted children, prenatal care, and
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mammographic screeninﬁ. They
may also offer employees the option
of continuing their coverage when
th% leave ajob.

e insurance industry contends
that some mandated benefits, such
as coverage for visits to psycholo-
gists, podiatrists, chiropractors, and
social workers, are of questionable
value and unnecessarily raise the
price of insurance. However, the
industry has no estimate of the
overall premium savings that would
result.

In CU's view, repealing mandated
coverage moves in the wrong direc-
tion—toward less access to care. To
shave a few dollars off premiums,
more women would lose their pre-
natal care, more newborns and chil-
dren would go without preventive
treatment, and more employees
would have no coverage when they
left their jobs. '

3. Design stripped-down poli-
cies, Some |nsurance-comPany and
Blue Cross and Blue Shield execu-
tives have suggested designing poli-
cies with limited benefits that they
can sell for about half the price of
more comprehensive coverage.
~ While such basic policies might
improve the overall statistics on the
uninsured, they, too, would result in
less coverage for individuals. We
reported on some of them last
month. \n "affordable” basic policy
from Blue Cross and Blue Shield of
Oklahoma, for instance, covers only
21 days of hospital care. That might
be enough for most sicknesses, but
a catastrophic illness or injury
would leave a policyholder un-
insured and possibly on the road to
bankruptcy. A person whose serious
heart attack cost almost $50,000
would have been left $10,000 in debt
by an affordable hospital-surgical
policy sold by Pyramid Life, the pol-
icy that ranked at the bottom of our
Ratings last momn.

4, ‘Institute “managed care.”
Under the rubric of “managed care,"
insurance companies are belatedly
paying attention to what their dollars
are buying. Managed care includes
formal programs for monitoring the
quality of treatment and determining
whether it's appropriate for the
patient's condition. Some proErams
require pollcgholders to seek sec-
ond opinions before undergoing sur-
?eryl.. to use hospital outpatient
acilities for specified procedures, to
use certain doctors and hospitals,
and to obtain approval from Insui-
ance companies before starting a
proposed course of treatment.

CONSUMEHR REPORTS

Managed care attempts to put
controls on  doctors—ironically
some of the same controls doctors
have feared from a national health-
insurance program. In the process,
it is creating a bund-new profes-
sion, health-care cost management,
one of the fastest growing seg nents
of the health-care industry. Health-
care cost management firms are
expected to generate some $7-bil-
lion in revenue in the next few
years—revenue that will, of course,
come from insurance premiums.

Whether the savings in the cost
of health care will be greater than
the money spent to "manage” it
remains to be seen. “None of this
stuff has done anything to make the
fundamental health-care  system
cost less and [bej more efficient,"
says Curt Fuhrmann, president of
the individual health division of
Washington National. And even if
managed care eventually reduces
the nation's health-care Kill, it will
do nothing to expand access to med-
ical services for people who cur-
rendy have no insurance coverage.
5. Establish risk pools. The
insurance industry wants each state
to set up a high-risk pool that would
provide policies for people the com-
panies don't want to insure. Such
pools are yet another way for the
Industry to shed a groulo of policy-
holders who are not profitable. The
HIAA further proposes that the
states pick up the tab for pools' loss-
es; that is, make up the difference
between what the pools collect in
premiums and what they pay out in
clams.

Last spnn?, when we surveyed
the risk pools that-had been orga-
nized in 19 states, we found that
they covered only about 55,500 peo-
ple in total, and all the pools were
operating at a loss. Pool administra-
tors estimated that at least 413,000
people in those states needed pool
coverage but couldn't obtain it in
Illinois, for example, the waiting list
was so long that people have to wait
at least a year for coverage.

6. Expand Medicaid coverage.

When Medicaid was first estab-

lished in the mid-1960s, it covered
some 70 percent of those with
incomes below the poverty line.

Today Medicaid covers just 38 per-

cent because states and the Federal

government have raised their eligi-

biIit?]/ standards.

The insurance industry and the
American Medical Association want
lo reverse that trend by requinng
Medicaid to cover anyone whose

SEPTEMBER 1s90

income Ms below
the official pover-
ty line, currently
$12,675 for a family
of four, $8075 fora
couple; and $6314 for asmPIe person,
nder some proposals, people

whose incomes are as high as twice
the Bove(ty level could "buy" Medic-
aid benefits. Under other proposals,
these people would have to turn to
the private market for their cover-
age. It's hard to see how any family
whose income is around $13,000—
or even $26,006-can afford some
of the policies we rated last month.
Premiums for families of four
ranged from about $2000 to more
than $6000 a year.

Expanding Medicaid is an easy
solution for doctors and insurance
companies. It costs them nothing.
The burden will be borne by state
and local treasuries, whose Medic-
aid budgets are already stretched to
the lim it

Putting Medicaid cards into the
hands ot more peogle wouldn't nec-
essarily assure them access to
health care. Many doctors refuse to
treat Medicaid patients because
reimbursement  rates are low.
Refcrmln? Medicaid would expand
coverage for some, but it would also
increase the government bureau-
cracy needed to determine eligibili-
IK' It is at best a stopgap measure
that will do little to curb waste in the
health-care system.

HEAL
INSURA

7. Reform insurance-company

practices. One plan proposed by
Insurers themselves would excuse
people who were once covered
under a small employer's group pol-
icy from satisfying a new waiting
period for pre-existing illnesses
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Signs of tho times Hospitals in some parts of the country now adver-
tise to fill their beds, partly because of recent insurance-company rules
requiring that more procedures be done on an outpatient basis. These

Paying for
long-tefm care
The Pepper Com-
mission has
recommended a
publicly funded
program to pay for
nursing-home
expenses and for
home care needed
by people of all
ages. That would
eliminate the need
for most nursing-
home insurance.
CU supports this
approach.

when their emﬁloyers change carri-
tis or when they change jobs. In
those  cases, Feogle with  health
problems would have immediate
coverage. This proposal would also
prohibit insurers from excluding

coverage for certain health condi-

tions or parts of the body by means
of exclusion riders.

But insurers still don't want to
take on any unnecessary risk. So
their proposal also calls for the
establishment of a reinsurance
agency (essentially a company that
insures insurance companies) to

assume the risk ofwaiving pre-exist-

ing conditions clauses and eliminat-
ing exclusion riders. Insurers

themselves would fund the rein-
surance program through assess-

ments. but if assessments proved to
be inadequate, the government
could be called on to make up the
difference.

Another industry-sponsored pro-
ﬁosal would limit die sometimes

uge annual increases experienced
by employees who work for small
firms—to no more than 15 percent

above an insurance company's ?en-

eral yearly rate increase for all its
policyholders.

Both of those proposals would
help people already safely inside the
insurance lOOP{ But they won't help
people with health problems who
are outside the system or who must
buy their own coverage-

8, Require all employers to

offer coverage. The main propo-

nent of this approach is Senator
Edward Kennedy. He is sponsoring

two billboards beckon motorists along a New Jersey highway.

abill that would require all employ-
ers to offer insurance to employees
who work at least 1 7 hours a
week. Under Kennedy's bill, em-
ployers would also have to pay 80
percent of the cost of a basic pack-
age of benefits for their full-time
employees.

thers have Proposed variations
on Kennedy's plan. These so-called
pay-or-play approaches to health
care coverage would require
employers to offer insurance to
their workers or pay into a special
government-operated  fund  that
would provide the coverage. In
other words, employers would
either “play” b% providing coveraﬁe
or “pay” into the special fund. The
Pepper Commission recommended
such a plan.

To win support of the AVIA.
Kennedy's bill does not address cost
containment. More people would be
covered, but most doctors and hos-
pitals would still have a blank check.
That omission, aserious one in CU's
view, has also given employers and
the insurance industry reason for
opposing this approach.

Lobbyists tor small business
argue that the costs of providing
coverage are too ([Jreat or many
marginal firms. Unless small busi-
nesses received tax relief in
exchange for providing coverage,
this approach could %lve them a
powerful incentive to hire employ-
ees to work fewer than 17'r hours
a week. Seasonal and part-time
workers could still be left without
insurance. .

Congress is likely to give pay-or-
play proposals serious consid-
eration in the next few years At
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best, these proposals can expand
insurance coverage for some peo-
ple. At worst, they fail to offer a way
to curb health-care costs. They also
perpetuate the current system of
private insurance with all its admin-
Istrative waste. In fact, they would
add another layer of administrative
bureaucracy in creating the special
government fund for workers
whose employers would still not
provide coverage.

9. Introduce universal health
insurance. This is the approach
Canada has taken to fund medical
care for its citizens. Under this sys-
tem, everyone is entitled to health
care, and the public pays the bills
through tax dollars rather than
through insurance premiums.

Providers of health care charge a
fee for their services, just as in the
U.S. But their fee schedules must
be negotiated with the government
which"has an incentive to control
costs, since tax increases are as
politically unpopular in Canada as in
the U.S.

In CU’s view, the first eight of

these Proposals fall short of the ;
affordable health care for |

goal of af _
all .Americans. They would still

limit emplorment options—forcing .

some people to stay on a job that
may otherwise be unsatisfactory
simply to keep their health insur-
ance. They could still force a per-
son to spend as much as SIL'.00a
year to cover a family under a con-
version policy. Some sick Feople
would still have to settle for an
inferior hospital-indemnity policy
just because it is belter than noth-
ing. Worst of all. many Americans
would still be denied proper ht uith
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care simply because they couldn't
afford to buy insurance.

(totoaimondatiofM

The few reforms that were won in
the East were simply bargains
struck with doctors and insurance
companies. People who could least
afford the cost of medical care or
insurance were sloughed off onto

public  programs. The public
assumed the cost of health care for
those patients through Medicare

and Medicaid while health-care pro-

viders and insurance companies
kept control of the system and
retained for themselves the ability
to profit from those who could pay.
Meaningful reform must provide
for universal access to health care;

cost  containment-,
mechanisms to en-
sure quality of care;
elimination of admin-
istrative waste; and
long-term .re for the elderly and
disabled.

The only model for reform that
attempts to meet those criteria is the
Canadian system. It is not a system
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of "socialized medicine," in which
doctors and hospitals work for the go-
vernment and patients are assigned
to clinics. Canadians are free to pick
their doctors and hospitals. The Cana-
dian healtii-car system costs less
than the U.c system and delivers
more, mostly because it spends less
on administration and bureaucracy.
Canada SEends about 1to 2/4 percent
of every health-care dollar on admin-
istering health claims, comgared with
10 to 11 percent spent by private
insurers in the U.S.

A move to a universal health-care
system modeled on Canada’s would
save money in other ways. Because
medical care would be available to
everyone, there would be no need
for - medical-payments coverage
under workers' compensation insur-
ance or automobile-insurance poli-
cies, or for the liability portion of
homeowners insurance that goes to
pover injury claims.

As we explain in the report that
begins below, Canada has by no
means found the ideal system. It is

facing the same cost pressures on
medical care as the U.S. and Euro-
pean countries, and, like those
nations, it is examining ways to con-
tain them. But public debate there
has long since moved away from
reforming insurance practices and
toward targeting the country's
resources to improve the health of
its people.

The U.S. should take the best of
the Canadian system and add to it
the techniques that have shown the
most promise for controlling health-
care costs and curbing the overuse
of health-care services that occurs
in both countries. Those techniques
include establishing “practice gwde-
lines" for phgsmlans %whlph efine
procedures that are effective under
various circumstances) and assess-
mﬁg wht...er new technologies are
effective in treating disease. Bor-
rowing the best from Canada and
adding effective cost containment
would produce a uniquely American
system that would serve all citizens.

It may be that the American

model will evolve first in one of the
states. (The Canadian system was
patterned after universal hospital
coverage introduced in the province
of Saskatchewan in the 1940s.)

Some states are already |00klnﬁ
for ways to improve access to healt
care for their residents. In Califor-
nia, for instance, there is a serious
proposal in the legislature for the
state to pay for health care, includ-
ing Iongi-term care, for all Califor-
nians. In New York, the state
Iegt;s!ature recently passed a state-
subsidized insurance plan for young
children of the working poor, a step
some see as amove in the direction
of universal health insurance.

“In the next decade, if you don't
have a national health system, the
insurance companies will continue
to selectively deinsure. No matter
how many premiums you've paid,
you'll never know if you'l be next,"
says Dr. Jane Fulton, a professor of
health policy at the University of
Ottawa. “That risk should be intoler-
able to Americans."

A LOOK AT THE CANADI AN ALTERNATIVE

ear downtown Montreal, a
pregnant woman arrives at
i a centre local de serices
ccmmunautaires. Here at the CLSC.
as the center is called, she receives
regular checkups and counseling on
the right foods to eat during her
pregnancy. .
When it's time for her to deliver,

Canada and the U.S. were spending aboutfh® same percentage,
ot their Gross Natjonal Products on heaBi damh 1965, just befare
Canada established its publicly funded  insurance System for
medical services. Since then, the U.S., which has retained private
insurance, has spent a greater portion of 6NP on health care.
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she will go to a local hospital. One
of the two doctors who has been car-
ing for her will deliver the baby.
After the baby is born, she can
bring it back to the CLSC for immu-
nizations and follow-up care.

A social worker at the center will
help her adjust to the demands of
motherhood if she needs help, and
a staff nurse will visit two weeks
after the baby is born to give breast-
feeding advice and answer other
questions.

If the nurse finds that the mother
lacks the skills to care for her baby,
or detects more serious problems
such as child abuse or neglect
more intensive counseling, either in
the mother’s home or at the CLSC,
will be scheduled. When the mother
needs a break, she can take the
baby to the CLSC's daﬁ-care center,
where women from the surround-
ing community drop off their chil-
dren for a few hours each week.

The woman will pay nothing fcr
these services. She simﬁly |oresents
her oninge-and-yellow health card,
issued by the government of Que-
bec. That card entitles her to free
medical care at any of the 158
CLSCs in the province or from any
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doctor or hospital she chooses.

The CLSCs in Quebec, as well as
similar community health centers in
other provinces, represent an
attempt at integrating medical care
and social services within the frame-
work of Canada’s universal health-
care system.

CLSCs help community residents
Tfind housing or day care for elderly
or sick parents. Some offer smok-
|n?-cessat|on clinics. At others, eld-
erly residents from the surrounding
community can come by for a hot
lunch at noon or for fiu shots. A few
CLSCs function as mini-hospitals
where patients are admitted and
kept overnight for observation and
treatment

The CLSC is an example of how
policy is moving toward improving
the overall health of the population,”
says Dr. Michael Rachlis. a Toronto
physician who has studied his coun-
try's health system.

How the system evolved

Twenty-five years ago. just before
Canada e?an phasing in universal
insurance for medical services, the
U.S. and Canadian health-care sys-
tems were on parallel tracks. Both
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countries were spending about 6
percent of Gross National Product
on health care. By 1987, as health-
care costs increased throughout the
industrialized  world, ~Canadians
were spending 8.6 percent, while
Americans were spending 11.2 per-
cent.

But by then, the two countries
were already on very different
tracks. In 1966, Canada passed its
Medical Care Act, entitling all resi-
dents to medical care funded
through the tax system. gF.ree hos-
pital care had been established in
1957.) About the same time in the
US. 1) ; president of the American
Medicai Association declared that
health care was a privilege, not a
right—an issue still not fully
resolved in the 1" S. today.

No private fosuraikO

Canada outlawed private insur-
ance for any services covered by its
universal programs. Insurance com-
panies there can sell health policies
onl5{1 to pay for uncovered services,
such as private rooms in hospitals,
medical expenses incurred in for-
eign countries, and dental care.
When Canadians go to a hospital or
see adoctor, they simgly show their
medical card, issued by the provin-
cial government The doctor then
bills the government and is reim-
bursed according to fee schedules
negotiated earlier. (Hospitals re-
ceive an annual budget that covers
virtually all patient costs. They are
paid one-twelfth of their budget
each month.)

Since the billing forms used by
doctors are standardized and only
the government pays the bills, pro-
cessing costs are low and providers
receive payment in about 30 days.
Patients don't have to cope with die
deductibles, coinsurance, $Ainsur-
ance maximums, or out-of-pocket
expenses that are part of virtually
every American health-insurance
policy. Nor do they have to fill out
complicated forms. There are no
user fees, and doctors cannot “bal-
ance bill'—that is, charge more
than the negotiated fee. (Inthe U.S,
doctors can bill patients for more
than the insurance company's allow-
able charge.)

Canada’s program covers most
medical services. However, eye-
glasses. prescription drugs for peo-
ple under 65, out-of-hospital dental
care for adults, and ¢ -metic sur-
gery are usually not covered in
most provinces. Some provincial
governments also pay for a few

+-exaifieh Sancka Gaffp
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nonphysician ~ services, such as
physiotherapy, podiatry, and chiro-
practic treatments.

Feo'forctrvko doctors

Although Canada replaced private
insurance policies with a public-
insurance system, it retained fee-for-
service medicine; that is, most
doctors receive fees for the services
they perform, rather than a salary.
Today physicians' incomes are
among the highest in Canada—four
to five times higher than the aver-
age industrial wage. (Inthe U.S., the
average physician in private practice
eams five to six times the average
industrial wage.)- o

Each year, medical associations
and the provincial governments
negotiate an overall increase in the
fee schedule. The associations then
allocate the increases among vari-
ous specialties and services.

The negotiated fees, however,
tend to be lower than in the U.S.
(where doctors also care for
Patlents who can't.pa?/). In Quebec,
or instance, medical groups have
negotiated a fee of S217 for doctors
who perform cesarean sections
(they receive $87 more if there are
complications and $109 more if the
delivery is at night or on the week-
end?. They receive afee of $174 for
performing an  appendectomy.
(Here and elsewhere in this report,
all Canadian figures are given in
US. dollars.) In the U.S.. the aver-
age physician fee for delivering a
baby by cesarean is $1222, and the
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surgeon's fee for performing an
appendectomy averages $846.
he cost of malpractice insurance

in the U.S. is higher than in Canada,
and U.S. doctors maintain they must
practice defensive medicine to avoid
malpractice suits. Nevertheless, the
money spent on maITpractlce premi-
ums still accounts for only a tiny
fraction of the differences in cost
between the two health-care sys-
tems, according to Dr. David
Himmelstein of Physicians for a
National Health Program.

Compared with the U.S., Canada
spends much less on health care,
but its system is still the second
most expensive in the world, a sta-
tistic some trace to an oversupply of
doctors who bill for too many ser-
vices and to overutilization of medi-
cal services by patients. The
government gives Canadian doctors
considerable autonomy in their
practice of medicine. And they have
no insurance companies looking
over their shoulders as do doctors
in the U.S.

Hospital budgrts
Hospitals also negotiate their bud-
ﬂets with the provincial ministries of
ealth. Budgets are based on a
baseline amount that the hospital
spent in 1969. Each year, the minis-
tries grant increases for inflation,
for new programs, and for increased
activity In the hospital's services
Because the ministries have
tended to hold increases to less than
the actual rate of inflation, hospitals
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have had to redistribute their funds
internally to live within their bud-
gets. Ottawva Civic Hospital, for
instance, closed 82 beds in 1980 but
was able to serve more people than
the previous year by shifting
patients to outpatient care and sui-
gical day-care centers, eliminating
overnight stays for preadmission
testing, and shortening the IenPth
of stays. Canadian Tealth-policy
Blanners say that reducing the nunt
er of days; patients spend in hospi-
tals is vital it the system is to get its
costs under control.

In the US, hospitals in states
without limits on hospital rates can
smply raise their daily charges and
pass them along to irisurance com-
panies that pay the bills for patients
who are not on Medicare. Insurers
then pass them along to Pollcyhold-
ers. (For Medicare #)a|ents, the
Government pays a fixed amount
based on the diagnosis.)

Provincial governments also con-
trol the introduction of expensive
new technology like magnetic reso-
nance imaging machines, which
take sharp’ pictures of internal
organs, . and ' lithotripters. which
crush k|dney stones and gallstones
with sound ‘waves. A hoSpital can
raise private funds to buy an MRI,
but since the money to ‘operate it
comes from the government, hospi-
tals generally don' do that. Further-

more, doctors cant bill the
government for use of the equip-
ment unless it is authorized.

The introduction of new technol-
olgy has, therefore 8qne more
slowly than in the U.S. Critics of the
system, mostly doctors and hospi-
tals, contend that as a result, some

ple are being deprived of state-
of-the-art treafment. But other
Canadians, including health-policy
planners and government officials,
say there is a benefit in introducing
new technology more slowly. They
argue that by waiting for reasonable
evidence that new technology really
workd they can make a moré
informed decision about whether to
commit scarce resources to it |

In the US.,, when a new machine
comes on the market, its use tends
to spread rapidly throughout the
medical community—often before
there has been time to assess the
technology’s effectiveness. Once a
hospital Or a group of doctors buys
anew maching, the incentive to use
it {0 recoup the investment exists
side by side with the need to use it
to imnrove medical care. That inevi-
tab’\ly drives up health-care costs. .

0 Canadian who is acutely ill is
denied prompt medical cdre. If
Patlents need emergency care and
he |ocal hospital has no tacilities or
equipment to provide it, they are
transported to the nearest hospital
that does. If necessary services are
available only in another province,

or in the US, the patient goes
there, and his or her provincial Gov-
ernment Pays the entire hill.

The slower implementation of
technology sometimes means wait-
ing lists” for some procedures
however. A person complaining of
headaches doesnt immediate;/
receive a CAT scan and may have
to wait several weeks for one. But if
doctors suspect the person has a
life-threatening allment such as a
brain tumor, a CAT scan will be
done right aney. The same is true
of such™costly procedures as coro-
nary-artery bypass surgery.

“None of my patients has ever suf-
fered or been deprived of medical
care_because of this system." says
Dr. Philip Berger, a physician who
treats AIDS patients i downtown
Toronto. “| treat the poorest and the
sickest, and they get everything
they need.” Even the costly dru
A2T is supplied free to” AID
patients by the Ontario government

Who pays the bill?

The Canadian federal govem-
ment pays part of the health bill for
each province. It more of the
cost for Poorer provinces and less
for wealthier ones. The provinces
themselves fund the rest of their
health-care budgets, which usually
account for abotit one-third of their
total annual spendlr;?. .

At both the Tederal and provincial
level, .the money to pay for health
care is raised through”a combina-
tion of personal income taxes; cor-
porate taxes, excise taxes on
Pasohne, tobacco, and alcohol; and
otfery profits, ,

In Alberta and British Columbia,
residents also pay a special insur-
ance premium earmarked for health
care. In Alberta, a family of any size
pays %52 a Oyea[ a single person
pays $276. Ontario did away wiih
InSurance  premiums  earlier this
year and replaced them with an
employer health tax. In Ontario,
employers with a payroll greater
than $347,826 (U.S.i would™ pay a
rate of 1% percent, Employers with
smaller payrolls pay less. "tQuebec
and Manitoba lewy”a similar tax.)
Unlike US. payroll taxes, the
employee does not pay a matching
amount _

A Canadian with a taxable income
of $26,086 (U.S)) li-ing in Ontario
would pay about $7184 a year in
Federal provincial es. Of
that, roughly $1340. or about 19 per-
cent, Hoes o fund health care.

In the US.. aperson with >.6.086
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in taxable income would pay $4775
in Federal income taxes and per-
haps another $1304 in state taxes,
brin mgg his or her total income tax
to about $6080. None of that money
would pay for his or her health care.
The person would also pay Social
Security taxes, of which about $378
would go to fund Medicare.

The "American (or his_ or her
employer) would pay for his or her
medical Care through private insur-
ance; that typically costs $1500 to
$2000 a year. In addition, he or she
would have to pay out of pocket the
deductibles, coinSurance, and other
expenses not covered by the insur-
ance policy. Together, those out-of-
g%(l)(et COSts can easily run between

and $1000 per yéar.

There's thuallY no debate in
Canada about whether there should
be a publicly funded insurance sys-
tem or whéther all people_shodld
have access to health care. There is
plenty of debate, however, about
whether the dollars the country
spends on health care are spent in
the right place. _

Like other industrialized countries,
Canada is also experimenting with
ways to control costs. In Quebec, for
example, there are caps on doctors
incomes.
ner's gross quarterly income (before
taxes and practice expenses) reaches
the US. equivalent of $37,102, the
gé)vernment will pay him or her only

percent of the usual fee (or the
rest of the quarter. In effect, then.

When a general practitio-

Quebec has put adamper on the abil-
ity of general practitioners to gross
much more than $148,000 ayesr. (In
the US, the typical general practitio-
ner eams about $216900 before
faxes and practice expenses. But
high practice expenses, including the
cost of dealing with the fragmented
private and public insurance systems
and the cost of malpractice” insur-
ance, reduced that to a mean net
income of about $35,000 in 1983,

In Canada, as elsewhere, doctors
and the medical establishment have
been vocal_in demanding more
resources. The community health
centers are controversial, for exam-
ple, [ traditional medical
ﬁractltloners see them as diverting

ealth-care dollars from new equip-
ment, more operating rooms, and
larger fees. ,

ost Canadians like their health-
care system, and would dispute the
American Medical Association ad in
US. rm%aanes last year tliat charac-
terized their system (without actually
naming it) as “underfinanced, over-
extended. and ill-equipped.

Dr. Eugene Vayog, aU.S. and Cana-
dian citizen who is a professor of
medicine at the University of
Toronto, has practiced under” both
the Canadian and US. healthcare
systems. “It's a pleasure to practice
in a system where eve%%ne hes the
same” buying r' he sas “lIt
allows you 0 tocus on the patients
and théir needs. The Canadian
tem is so much better than the US,
you can't even speak of them in the
same breath. [~
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Sick state of
health-care costs

HE RISING co9tof health care in
the United States is enouq( to
make a healthy person sick.
~ mAmericans are spending stag-
gering amounts on health care and find-
ing .that the more they spend, the faster
costa rise. Between 1970 and 1989,
health care spending climbed from $950
aperson annyally t0 $2,354 — after ad-
justing for inflation. .
Per-person spending on health care in
the United States is about double that of
Japan and Germany and nearly three
times the average in Rritain,
* Health care spending is a monster
?obbhn% ug an alarming share of the
ederal huaget and the hation's total in-
come. National health spending totaled
$675 hillion in 1990 — more than double
U.S. spending on national defense.

For what we spend on health care, we
could fight 10 Persian Gulf Wars each
year and have enough left over to gold-
plate the Pentagon. _

If all that spending assured quah_t%/
health care to everyone who_neegs |
there would e little complaint. But the
nation's health care system leaves a mas-
sive number of Americans shut out.

Apout 33 million Americans have no
health insurance. And contrary to popu-
lar belief, these are not the poor (who
are covered by Med|ca|dr? l%ut Iargelv the
working class: more than three-fourths
of the Uninsured are employed men and
women and their dependeris.

"The health care crisis is no_longer a
matter of the poor — it is a middlé class
ISSue, afamﬂg |s?ue, a small business is-
sue. and a_federal government Issue.
sad Sen. John D. Rockefeller, D-W.Va..
one of the Senate’s leading experts on
health care. "The Rystem Is imploding —
cor.rtpiirw Ir on ILNpif."

HE CRISIS Rockefeller senses

is changing the political dynam-

ics of the issue and forcing Con-

ﬂress to_get serjous about major
reform. It Is uniting old adversaries —
organized labor, huge corporations, small
husiness interests — into powerful coall-
tions demanding federal action to con-
trol costs and expand access to health
care.

“Now, for the first time, we find our-
selves in brood alliance with many of our
traditional opponents on this issue,"
AEL-CIO President Lane Kirkland told
a Senate hearing on health care reform
last week. .

"The health care tragedy is no Jonger
confining itself to thé .Wn%es of oyr. soci-
etg: It 1s°striking at millions of solid,
working, taxpaying families.

. Kirkland and others testified at a
heanngrcalled b¥ Chairman Lloyd 3ent-
sen. D-Texas. of the Senate Finance
Committee, who cited polls showing that
more voters are worried about the rising
cost of health care than about "taxe3 of
jlgégsrﬁst rates or even ahout losing their

. Bentsen, the Democrats' 1988 vice
presidential nominee ond a prospective
opponent to President Bush in 1992, has
begun a series of hearings he hopes will
focus attention on, the 1Ssue and point
toward some solutions.
. There is agrowing sense in Democrat-
ic circles that'the long-simmering prob-
lem is reachm% the kind of critical mass
that could make it an important 1992
presidential campaign icsuc. H
But the Demacrats are no more cer-
tain than Bush is on the question of
what to do. Piecemeal remedies — such
0s cost controls applied to Medicare and
Medicaid and promotion of health main-
tenance organizations — hove had limit-
ed effect, ond radical surgery on the sys-
, %emt||s politically scary and extremely
fcostly.
" Some Demacrats propose to replace
the current privnte-insurunce system
qu one big government-run notional 1
ealth plan J
There's virtually no chance any major;
legislation will reach a vote Shis year. ™
BUt, with the lies' rising, look for the lie!
to blow m the campaign of 1992

P Gunmni Kk Washington bu“ccui

ehu-f Jar the Dctri.it .Wars



Falling through

90,000 Alaskans
lack means to pay

huge medical bills

By HAL BERNTON
UJI/ Hews repoiler

_Emmett Walton's lung collapsed on a
nightmarish flight from-Anchorage to
Ketchikan. Oné minute, the 56-yéar-old
Anchorage security guard was relaxing with
his wife,” Margaref, in the seat of an Alaska
Airlines jet, the next he was ?aspmg for
precious oxygen through a collapsing lung
rapl&l}llgflllmg with fluid. The date was June
16, 19119 a day that for the Waltons marked
a turning paint in stru_?,?les against both a
severe physical disability and a crippling
linancial burden. _

Walton was rushed to Ketchikan
Memorial, then Providence Hospital in
Anchorage for a difficult recovery period in
which he slipped in and out of
consciousness. Walton, a career Army
veteran, fell back on a military_benéfits
Frogram, to pick up more than"70 percent of
he medical bills from more than two dozen
creditors.

But Walton d.dn't have any =
supplementary insurance. And his life
savings of $2,000 wasn’t enough to pay his
share of the bills and still keep current on
an old batch of medical bills resulting from
lds wife's stay in a Las Vegas hospital.

At an age when many couples are busyin
Planmng,t eir retirements, the Waltons sol
heir trailer, moved in with Margaret's
mother in Mountain View and filed for
protection from creditors. The hankruptcy
petition filed earlier this year lists assets of
*136.19 and debts — almosf all of them
medical -- of $22,944.
~ "We get phone call after phone call from
tin- hospitals," said Margaret Walton,
"Naturally, they want their money. | can't
1.1ime them for'that. But we just don’t have

th e
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The Waltons are part of an increasing
number of Alaskans who run the risk of
financial ruin if they get seriously sick or
injured. They are among tho unfortunates in
an /?Ialska health-care system that is out of
control.

For more than a decade, the costs of state
medical care have leaped ahead at rales
frequentI}/ exceeding 20 percent a year.
Today, AJaslija health-care carries an annual
Prlce tog. Of iVipre'tna'n $1.5 billion, according
0 one stiifP Tltl): N _

Insurers havrTbofm raising their rates to
match the medical costs. That has made it
harder and harder for employers to offer —
or self-employed people to purchase — good
medical coverage. Today, an estimated
X0 Alaskans —nearly double the number
of a decade ago — lack adequate medical
insurance or don't have any. insurance at all,
according to a state legislative task force
study.

“There’s a huge gaping hole" in the
medical safety net, said Heidi Thomas, a
counselor for homeless women at the Clare
House in Anchorage..For the women who
seek refuge at the Clare House,Hust getting
in the front door of a doctor’s office Can be a
challenge. "The homeless have medical
needs but often no insurance to cover them,"
Thomas said. _ o

Doctors and hospital officials say they try
not to turn away those who can't pay. As

roof, they point to had debt that continues
0 mount éven as the economy improves.

Providence Hospital, for example
recorded $4 million in bad debt in 187 near
the height of a severe recession. In 1990, a
red-hot’year for the state economy, bad debt
increased to $9.1 million.

The more bad debt increases, the more the
hospital raises prices, to help compensate for
the costs of the unpaid care, said Dave
Hf?,nmgan, a Providence Hospital financial
officer

Doctors often do the same, and many
have been able to keep earning more money
each year. , ,

Anchorage doctors’ incomes have risen at
roughly the same 6 percent annual rate .
noted in a national survey by the American
Medical Association, ,accordm? to Ray
Schalow, executive director of the Alaska
State Medical

FRAN DURNER / Anchorage 0jJy News
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Rising Cost of Hospital Care

Dully cost per pntloni; oxcludos doctors' bills
51.150
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Sonja Javier, who had no insurance from
her seasonal job, sought and eventually
found help to fix a painful infection of her
teeth. “9.can"t believe I live In a stale that
has so much money itpays you to live here
but none for my teeth,” said Javier. Others
without insurance depend on a patchwork of
state aid and charity.



Tho national survey reported that the are pressing proposals to help lim it costs. One bill  Association statistics t
average U.S. physician's net income before intropducedgb)e Sgn. Jim Dunc%nJ D-Juneau, would Visit an Anchorage doctor for a checkup, and
taxes rose from $101,100 in 1983 to $1-14700  attend” to clamp down on medical costs with a you'll pay an average of $48.17 compared to (In-.  *
in 1988, thlegilist year in which statistics rate-seu’ng board roughly akin to the public national average 0f'$34.70, according to ltunzheime
were rz171v|a| a e_é| X d utilities cimmission. , , International, a Wisconsin-based consulting firm.-

Schnlow said Anchorage doctors are That bit' —in its present form —is certain to be Drop by an Anchorage dentist for teeth Cleaning"”
willing to tighten their belts to help keep fouqht by the health-care industry officials. and you'll pay an average of $04.50, about 31
costs under control. - “1t’s fair tc say they're not real pleased with Fercem more than the national average, according

0 the Runzheimer survey.

"l can tell you we are willing to come to  tljis," Duncan said.
Last year, more than $340 mjllion of the

the table andtake our hits like anybody

else," said Schnlow. Alaska's health-care problems are part of a health-care spending came straight out of the state
addBrggSthtﬁget{/:\s/irr}opcr%rg)slgrr}]sgsofatr)igtilrt]gh%\ﬁvrg%ers (rj]att)iotnal c_risi(':s that hastr:grighgerﬁﬁ asgul-aeartchingd R/IUd et.,dThahpspt%nd?ngtiﬂcludquwm million (50358
: - : ebale —In Longress, the nealin-care inaustry an edicald and other entitlement programs an
gcf)sttjg!nsured patients and skyrocketing aﬁad?dmtl)%a_r'?bogt the costs of medicine and v¥ho mill/i_on for child health, mental health and other
. . shou it ices.

Doctors and hospitals want to attack the In Alaska, those costs have soared higher and On a per capita hasis, state health-care spendin
mounting bad debt by creating some sort of  often faster than those of almost.any other state. topped $2,800 ﬁ\ 1990 and if left unchecked evould,g
universal health insurance -- possibly Spend a day in an Anchorage {)nvate hospital, exceed $18.000 per capita by the year 2000, according
through a state-subsidized insurance pool —  and'your hill will average more than $1,500, to Jeff Malek, a San Erancisco-based health
that would be available to all Alaskans. according to Medicaid statistics. That's more than consultant who has been studying Alaska health
They are forming a private task force to double the daily cost of 1983. costs for a state task force.
develop draft legislation. That's also over 25 percent higher than the

Me/anwhne, insurer and and emplozers natiqnal average, accordigg to American Hospital ri ) Please see Page F-4, BILLS
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BELLS: Insurers, do

| Continued from Page F-1
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What forces push up the cost of Alaska
health care? _

_Hospitals and doctors point to the state’s
higher-than-average wage costs in an
extremely labor-intensive health-care
industry.”Much oi the labor is highly skilled
and oftén in short supp}lg.

"| could go down to Kentucky and get a
dental assistant for $5 an hour,” said Ken
Wynne, an Anchorage dentist. In Alaska,
such help is hard to find and “ makes
an)éwhere from $9to $15 an hour,” Wynne
said.

Doctors also cite malpractice insurance
costs that for some specialties have more
than tripled since 1936,

An Alaska obstetrician, for example, may
pay $70,000 for a year’'s malpractice ,
Insurance, nearly 90 percent higher than in
California, according to Ron Neupauer,
underwriting manager for the Medical
Insurance Exchange of California, which
writes policies in Alaska. e

It's' not that there are so many claims in
Alaska," Neupauer said. "But my goodness,
when there is one it's in the _
multimillion-dollar range, and there’s noi
that many obstetricians to spread the risk
around," he said. ,

_The state task force, in a draft report,
cited other reasons for rising costs of Alaska
health care,

Alaska doctors, for example, lack the
competition from health maintenance
organizations and other discount health-care
syStems common in the Lower 48. Such
systems ma?/ offer a 25 percent savings from
traditional fee-for-service care, according to
a Rand Corp., study in Seattle,

The state task force also pointed to the
overexpansion by hospitals in the 1980s.
That has pushed up operating expenses and
might force administrators t0 charge more
for'services, Malek said.

Humana Hospital-Alaska. for example,
opened a S23.5 million wing in 1986. The
new tower increased Humana's ca?acny
from 199 beds to 238, according to the
American Hospital Association.

But Humana has had a hard time
bringing in patients to help pa)( off the
expansion. In 1989, the hospital association
reported Humana had a 37 percent
occupancy. That's substantially below the 70
percent national average.

Despite the low occupancy rate, Humana
reported a 1989 profit of S4.5 million on
revenues of $61 million.

Lyn Whitley, a Humana spokeswoman,
said the expansion is a long-range project
and the beds will be needed. In the
meantime, the hospital has cut costs by
staffing less than 160 of the hospital's beds.

The upward spiral of health care has left
both insurers and employers scrambling to
find ways to keep costs under control.

One major push has been aimed at people
who are insured

ctors hal

miatiii mBll  rmiiM =

(health

botreal

_ — Sen. Jim Duncan
on his attempt to start a rate-sotting board

6 It's fair to say

care o fficials) are

pleased with this.

Alaska's most comprehensive
health-insurance packages. But the cost
jumped from $218 a month in 1984 to $425 a
month in_fiscal year 1989. _

Then, in May 1989, the state signed an
agreement wi'h the employees’ union calling
foré)_recer_t|f|cat|on of surgery, auditing of
medical bills, modest reddctions in_certain
coverage limits and other cost-cutting steps.
The new policy booklet developed from that
agreement also advised — much to the
dismay of Alaska hospital officials — for
subscribers to shop around and check rates
of Lower 48 hospitals.

Since the new plan went into effect, the
cost of insuring state workers has declined
to S385 a month

But policy restrictions aren’t always
painless to employees. Some businesses
make their workers pay much larger shares
of monthly premiums and much higher
deductibles And sometimes the policies
don’t cover the really big bills the employee
desperately needs paid



ive different 1deas on costs

Veterans Administration job that comes
with a family health-insurance package that
promises to pay 85 percent of all bills, once
a deductible is met. But it won't cover
pre-existing medical conditions. And that
means the insurance won't pay a penny to
help treat the heart ailment of Ron
Standridge. her husband of one year.

Ron is a self-employed jeweler who hasn’t
been able to afford his own insurance. He
has had several serious heart operations and
may need more surgery.

But the ccuple can'i pay off Ron’s old
medical bills, much less take on any new
ones, according to Rolinda. Earlier this year,
the couple filed for bankruptcy, listing
g?m@o hospitals and doctors of more than

WU,

“I'm not sure what will happen,” Rolinda
said. "We’ll be going to our first meeting of
creditors soon."

Other workers, struggling to survive on
part-time or seasonal employment, find they
can’t work enough hours to qualify for
insurance benefits.

Sonja Javier is a 41-year-old Anchorage
woman who has worked in the
housekeeping division of the Anchorage
Holiday Inn. She had steady hours during
the summer tourist season but said she was
asked to come into work only a few times in
the lean fall and winter months.

Javier said she didn’t have enough time
on the job to qualify for health insurance
oifered through her local union.

She wanted that coverage to help finance
treatment of rotting teeth that were
infecting her body.

"The infection has really been spreading.
At one point last June | had blue streaks
traveling all the way up my neck,” said
Javier.

Javier has less than half or her original 32
teeth, and the survivors perch unsteadily on
the soft flesh of the sickly gums.

"Right now, it embarrasses me to even to
go out and look for another job. When | keep
my mouth closed. I'm OK. But when | open
my mouth, forget it. When 1 talk, | start
foaming at the mouth."

i The pain had been building for more than
a year.

Javier first sought help from the
Anchorage Neighborhood Health Center, the
only center set up to aid low-income people.
She said she couldn’t secure an appointment
from the dental clinic, which later shut
down due lack of funds.

Then she sought help from several
dentists but says she was refused treatment
because she had no money to pay for the
costly job of pulling her teeth, treating the
gums and fitting dentures.

"l wasn't asking for something ,
unreasonable. | said. 'Give me a payment
plan." " Javier said. "If that's crazy, I'm
sorry. But | can't believe 3live in a state
;hhas so much money it pays you to live
here but none for my teeth."

The infection kept getting worse, and
Javier resorted -0 begging antibiotics from
cord * .e' mmmm:he mr r. hock Tv.

0 . .- A ST | _

Emergency Room and several telephone
calls to the Southcentral Dental Society,
Javier finally found Wynne, the Anchorage
dentist.

"She had three badly abscessed teeth that
were really terrible,” vVynne said. "She was
in real pain."”

Wynne pulled the three infected teeth on
Feb. 7 and has agreed to see Javier for
follow-up treatment and worry about the
billings later. He said most Anchorage
dentists attempt to do at least some charity
work, and many participate in a rotating
weekly on-call roster. Those signed on to the
roster agree to treat emergencies, no matter
what the patient’s ability to pay.

But for the first six months of this year,
no dentists have signed up for the on-call
roster. So Wynne found himself
unexpectedly drafted to treat Javier. "It's a
highly unusual situation. We’ll have to do
something about the roster at the next
dental society meetingleynne said.

Employees arent the only ones feeling the
bite of cost-control efforts.

Insurers and others who pay medical bills
also are targeting hospitals, doctors and
others who provide medical sendees.

The strongest thrust so far has come from
the federal government, which has
developed programs to help finance the care
of the elderly, disabled and poor. In recent
years, the government, sometimes working
with the state, has set tough new limits on
reimbursements. Due largely to these
restrictions, Providence Hospital has seen
its unreimbursed costs for contract care
skyrocket from S8.1 million in 1987 to S30
million in 1990.

Providence, in turn, increases its rates to
help compensate for the loss of federal
payments, Hennigan said.

Thus the hospital — despite the rising
tide of bad debt and payment shortfalls —
was able to earn a net income of 38.2 mdlion
from revenues of $119.3 million, according to
a hospital financial statement.

But Alaska insurers don’t want to get
stuck with subsidizing the government care.
They are attempting to curb their medical
costs with contract agreements in which
hospitals and doctors agree to limit fees to
amounts approved by the companies.

The most aggressive, has been launched
by Blue Cross of Washington and Alaska,
which this month announced a new
"participating provider" network of 94 state
doctors.

The doctors won’t charge more than what
Blue Cross considers "customary and
reasonable.” The program is designed in
part to eliminate any surprises subscribers
get‘when their medical costs are higher than
the norm.

Doctors have long fought such
price-control efforts, and so far. only 2
percent of the state's eligible doctors have
opted to join the new network "Once they
get a hold, they'll ratchet down, or try to
freeze rates.” -.vd Doug G Smith, ar.

Diesse see - M BILLS



BILLS: Insurers, doctors have different ideas on cutting costs

Continued from Page F1

orthopedic surgeon who re-
fused to join the network.
“These programs have hap-
pened all the time in the
Lower 48 but we're a little
more independent up here
and resistant to being herd-
ed around."

Doctors, as well as hospi-
tals, also are preparing to
fight Duncan’s bill to set up
a much more wide-ranging
price-control system.

Duncan’s bill would es-
tablish a nine-member board
composed of public, labor
and private sector represen-
tatives including at least one
person from the health-care
industry. The board would
set maximum rates that doc-
tors, hospitals- and pharma-
cists could charge for their
services. Those charges
would vary from region to
region and could increase
only when approved by the
authority.

Doctors might not like
those rates, but the proposed
legislation would forbid
them from trying to collect
more money by billing sub-
scribers for a balance due.

The .ate schedule would
initially cover the 135,000
Alaskans insured by state,

municipal and school district
insurance plans. But Duncan
hopes many state businesses
would choose to join the
program to help keep down
employee health-insurance
costs.

The legislation includes
several other provisions, in-
cluding one measure that
would create insurance pools
that small employers could
join to try and get better
rates.

“With this bill, Alaska
would come out of the dark
ages and to the forefront of
national cost-control ef-
forts," said Malek, the Cali-
fornia consultant who
helped draft the legislation.

But doctors and hospital
officials think the legisla-
tion unfairly singles their
operations out as fhe cause
of the state's health-care cri-
sis.

“We cannot support any
legislation that has, as its
primary method of health-
care cost controls, regulating
reimbursements to physi-
cians and hospitals,” said
Harlan Knudson, executive
director of the Alaska State
Hospital & Nursing Home
Association.

“1t's crazy, unless we ad—

dress the whole damn
(health care) problem,” said
Schalow, of the state medi-
cal association.

Health-care industry offi-
cials, in a recent policy pa-
per, declare the need for a
comprehensive state health
plan.. Some technologies,
they say, may have to be
rationed because there’s just
not enough money to pay for
their routine use.

They also seek universal
health insurance so more of
their patients could pay for
treatment.

Such a plan may be devel-
oped by a state health-care
task force, then submitted to
the legislature. But Schalow
said the doctors don’t have
enough representation on
the task force, and will de-
velop their own plan.

Doctors and hospitals alsr-
are seeking further reform
of state liability laws t
help curb the cost of ma.
practice insurance.

"Liability insurance pre-
miums for malpractice have
reached levels 'that physi-
cians can no longer afford
nor can their patients afforc.
through increased fees,” tht
policy paper stated.

Duncan said he knows hi;
legislation may face a tougr.
fight from the health-care
industry. But he hopes for
allies among major state em-
ployers hurt by the rising
cost of health-care insurance.

“Our goal is not to reduce
the quality of health care, or
put people out of business.
We just want to make this
whole system work," Dun-
can said.






an mu nvfw
alt/ays said that the lands
act is about preserving our
culture and our land," said
John Shively, vice president
at NANA Regional Corp. of
Kotzebue. "We didn’t set out
saying, 'Give me my
corporations."™

money is an item that
contradicts the very essence
of cultural survival for
Native people, which is the
concept of sharing," said
Ross Schaeffer, president of
NANA.

"The challenge I see is

Native values."

THE BOTTOM LINE

Other corporations have
been willing —at times
eager —to trade Native land

Cook inlet itegion inc., an
Anchorage corporation
representing a polyglot mix
of 6,553 Indian, Aleni and
Eskimo shareholders, had
traded away 600,000 acres
for the bidding rights on
developed federal

XiOi
Kodiak has sought to trade
112,000 acres locked within a
wildlife refuge for a sliver
of potentially oil-rich land
in the Arctic National

Please see Page E-2, ANG3A

groups.

But while conditions
are better today, Inupiat
leaders have reason to be

PI P E8,
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Layoffs, corporate

By DONALD L. BARTLETT
and JAMES B. STEELE
Knight-Ridder Newspapers

Bobby Jean McLaughlin of
Charleston, W.Va., mother of six
and grandmother of six, is a multi-
ple statistic in America’s new eco-
nomic order.

McLaughlin lost it all.

She lost her job, her health
insurance, her pension, her savings
and, in the end, her husband.

She lost her job as a $6.20-an-
hour department store manager,
after 18 years, as a result of the
prevailing corporate financial
craze.

With it, she lost the health in-
surance that had paid the family
medical bills.

And she lost her pension when
she took the lump sum payment
set aside for her retirement and
was obliged to use it instead to
pay hospital and doctor bills.

She had little choice. Her hus-
band of more than 35 years, Jo-
seph, worked in a small bakery in
Charleston that did not provide
health insurance for its employees.

.He was suffering from emphyse-
ma, his condition deteriorating
with each passing day. When he no
longer could breathe without the
aid of a ventilating machine, he
was forced to quit.

Recalled .McLaughlin

m aneuvers strip m

SERIES AT A GLANCE

CINOV. 24: Two decades of economic rule
changes by a succession of Congresses' and
presients " are causing the dismantling . of
America’s middle class and the furthjr enriching
of the rich. .

[CINOV. 24: Through a variety of corporate tax
breaks, Congress has systematically shifted the
federal incom” tax burden from bisinesses to
individuals.

B DEC. 1. Foreign-owned companies in the
US, can eliminate fringe benefits, such as
health insurance, and Pax lower U.S. taxes. And
foreign ownership of American business is
growing.

CIDEC., 8: Deregulation of the airline, trucking
and S&L industries has eliminated middie-in-
come jobs and will end up costing workers
hundreds of billions dollars In taxes and lost
wages. .

[CJTODAY: As more companies are bought,
sold, merged, restructured or go bankrupt; a
%rowmg? number of middle-class workers are
eing Torced to go wi'hout health Insurance
protection.

CJDEC. 22: Come retirement, millions of
Americans will discover to their dismay that the
pension they thought was there isn't.

illions

couldn’t tell you the amount of
money we put out. He was using
those tanks (of oxygen). And it was
just breaking us up, ‘cause they
were $38.50 every time they c"me

Tt just wiped out my savings. I™with one.

"l tried to get help with the
medical bill, but they look at you
like you are dirt under their feet.
We were always kind of indepen-
dent. He worked at the bakery 30
years. He worked even after the

Whatwentwrong

of health

insurance

In just soven y?ars, health care benefits paid by companies have been stripped

| from millions of employees,

[ Figures are forworkers at companies employing 120 ormoropeople. . T -'m n

ndividuals

Plans for families

Percentage of workers covered.

1982 1989

doctor told him his lungs were bad
enough he could get disability.”

Last December, Joseph
McLaughlin died.

No one, not in the federal gov-
ernment, not in private industry,
keeps an accurate count of the
Bobby Jean McLaughlins.

But their numbers already are
in the millions. They are the anon-
ymous middle-class health-care ca-
sualties of high-stakes corporate
finance in America, the victims of
a government rule book that looks
after the demands of deal-makers
and ignores the needs of ordinary
citizens.

They are not poor enough to
qualify for state or federal health-

1982 11989

v'l .-"Cciw.V

assistance programs.

They are not affluent enough to
be able to afford the cost of pri-
vate medical insurance.

And so they go without —join-
ing the ranks of an estimated 40
million Americans who have no
medical insurance. That does not
take into account more millions
who are underinsured.

Those numbers are bound to
grow — unless the U.S. govern-
ment reverses policies.

Consider:

«U.S. Labor Department
surveys of large and medium-sized
companies that offer health insur-

APlease see Page E-7, INSURANCE
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ance for 31 million employ
ees show that the percentagej
of those employees with ful-i
ly paid coverage for them-|
selves alone fell from 75
percent in 1982 to 48 percent
in 1989, the latest period
studied. (Large and medium-
size companies employ 100
or more people.)

« At those same compa-
nies, the percentage of em-
ployees with fully paid cov-
erage for themselves and
members of their families
fell from 50 percent in 1982
to 31 percent in 1989.

e The average monthly
employee contribution for
individual health-care pro-
tection rose from $9 in 1982
to $25 in 1989, an increase of
178 percent. During that
same period, the average
weekly paycheck went up 25
percent.

*« The average monthly
employee contribution for
combined individual and
family health-care protec-
tion rose from $27 in 1982 to
$72 in 1989, an increase of
167 percent.

e Because part-time work-
ers seldom receive fully paid
fringe benefits such as
health insurance and pen-
sions, their numbers are
growing exponentially. Com-
panies like this arrangement
because it reduces costs. At
Wal-Mart, now the nation’s
largest retailer, 40 percent of
the workforce is part-time.
At K mart Corp., it is 47
percent. At Sears, Roebuck
& Co., it is 55 percent.

* As a result of the largest
increase in corporate bank-

Whatwentwrong?

Employees are forced to pay more
for their health insurance

Average monthly employee
contribution tor hc-alth care.

Plans for individuals

Upl1l67%

1989: $25

1982:%

SOURCE: Philadelphia Inquirer, Bureau ol Labor Statistics

losing their health-care pro-

tection grows daily as one

company after another dis-
isses employees to trim ex-
enses, eliminates jobs

While seeking to reorganize
n Bankruptcy Court, or
oes out of business.

For a lucky few workers
Across the country in that
situation, the government

le book — as crafted by a
uccession oi lawmakers and
residents, Democrats and
republicans — offers some
relief.

Call it the hospital legal
lottery.

Ask Roy Mahon Jr.

In 1984, Mahon went to
work as a salesman in Gar-
den City, Kan., for Massey-
Ferguson Ltd., the Canadian
company that was one of the
world’s largest manufactur-
ers of agricultural tractors,
combine harvesters and oth-
er farm equipment.

A year later, Massey-Fer-
guson executives followed a
course charted by so many

U.S. corporations. They re-'

organized the business, as
they put it at the time, to
“achieve profitable growth
through acquisition."”

First, in May 1986 they
created a new company
called Massey Combines
Corp., which took over the
money-losing combine
operations, including the
dealership that employed
Mahon in Kansas.

The rest of'the business
operations stayed with the
old Massey-Ferguson, which
gave itself a new name, Var-
ity Corp., and sold stock.
The proceeds were earmark-
ed for the acquisition of
businesses.

The new Massey. Com-
bines got more than just the
depressed combine business.
*It got:

About $200 million in

ble for all those medical
bills.

If you are among the
lucky few, you will win and
recover, if not your health,
at least the money you lost.  debt; about 1,500 employees,

But the process can be including Roy Mahon, and
expensive and time-consum-. the financial obligation to

ing. pay the medical claims and

QUEEN Dry Cleaning

K b

other benefits of retirees and
the widows of retirees of the
original Massey-Ferguson.

On March 4, 1988, Massey
Combines Corp. went into
receivership in Canada, the
equivalent of Bankruptcy
Court. The company fired all
its employees and notified
retirees that their health and
other benefits were being
terminated.

Roy Mahon remembers
that time well.
Earlier in the year, he

said, “l was working on a
new parts counter on our
building. | stood up and *
thought 1 had sprained
something real bad. Turned
out | had an aneurysm and it
gave way.

"That night |1 was in the
hospital. Two days later |
had my leg taken off. Conse-
quently, they found out |
had an aneurysm in each
groin and my aorta was
about to blow. ...

“So basically the
operations were the amputa-
tion of the left leg, then
aorta surgery, and they went
in and rebuilt the area on
the right leg. ... (The sur-

?eon) spent 7#j hours on that
eg.”

Soon after Mahon return-
ed home to recuperate, he
discovered something amiss
at Massey Combines.

“l was wondering what
was happening because one
of my claims went to the
administrator and they sent
it back not paid," he said.

"The next thing | knew |
got a telephone call from my
former boss who said the
company went belly up.
They were bankrupt and ev-
erything was gone. ...

"That was it. | was left
hanging with about $65,000
to $75,000 in hospital bills.”

Eventually, Mahon said,
Kansas Medicaid paid all
but $18,000 to $20,000 of the
bills. He had to pay the rest.

“l had to cash in my IRA
account to survive,” he said.
“l sold one of my cars. In
August 1988,1sold my house
to get what | could get out of

because | had to have
funds to live on. | had to get
these bills down.

"But consequently | have
absolutely no credit whatso-
ever. . Financially, I'm
now at the bottom.”



rowmg exponentially. Com-
anles Tike this arrangement
'‘because it reduces costs. At
Wal-Mart, now the nation's
largest retailer, 40 percent of
the workforce is part-time.
At K mart Corp., it is 47
percent. At Sears, Roebuck
* Co., it is 55 percent.

»'As a result of the largest
increase in corporate bank-
ruptcies since the Great De-
pression, millions have lost
their health insurance pro-
tection. The bankruptcy
sgrge is continuing unabat-
ed.

» Faced with steadily ris-
ing expenditures for the
health-care costs of retirees,
companies are curtailing or
eliminating a benefit once
promised for life. Millions of
future retirees will see their
coverage disappear. The gov-
ernment’s General Account-
ing Office estimates that
companies paid $9 billion in
jetiree-medical costs last
year, but should have set
aside $32 billion for future
payments. They did not.

The number of workers

goes out of business,

For d lucky few workers
across the country in that
situation, the government
rule book — as crafted by a
succession of lawmakers and
presidents, Democrats and
Republicans — offers some
relief.

Call it the hospital legal
lottery.

If you win, your medical
bills are paid.

If you lose, you pay your
own medical bills.

But very few win.

Here is how it works:

Let’s say the company
where you have been em-
ployed so many years de-
cides to restructure itself to
cut its costs. As a part of the
realignment, your job is ter-
minated.

Suddenly, you lose the
health insurance that has
been paying your medical
bills.

You hire a lawyer and sue
the company.

If you are like njgst work-
ers, you will lose, which
means you will be responsi-
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Alaska health care ideas workable, in line with national proposals

Attempting to pot Tho Anchor-
age Times to understand my
health core relorm proposal. Sen-
ate Bill 83, is muclt like mv trying
to teach o pig to sing. It annoys
the pig and it wastes my time.

The Times editorial of Dec. 12
shows a complete lack of under-
standing of SB83 os did its preci-
ous editorial on this issue earlier
in 1991. This despite the volumi-
nous information | provided The
Times as w11 as a personal visit
with its editorial board.

The Times continues to insist
that my approach in SB83 is de-
signed “... to help the state's esti-
mated 135,000 government em-
ployees to have cheaper cover-
age." Well, it does that, but if The
Times editorial writers would
read on they would find that it al-
so will provide cheaper coverage
for the private sector employers

and employees who presently
have insurance, as well ns provid-
ing improved access for the esti-
mated 90.000 Alaskans who are
either uninsured or underin-
sured.

The key to successful health

care reform is a comprehensive
approach. That means you not
only provide universal coverage
but also enact n tough, no-loop-
hole strategy to bring health care
costs, system wide, under control.
Without cost eontainmt s mea-
sures, the inflationary sp. = of
nearly 20 percent annuali.c in
health care costs will continue
and any reform proposal will lie
doomed to failure. SB83 proposes
this comprehensive approach.

The cost containment steps in
SB83 of rate setting and utiliza-
tion standards are controversial
and 1guess fcr that reason The
Times believes the proposal is on-
ly trying to focus blame. To the
contrary, SB83 recognizes that all
parties: consumers, health care
proriders and the insurance in-
dustry have to participate if
health care reform is to work.

SB83 does not place blame. It pro-
pose* a cure.

It is interesting to note that
many national pm]xisals embrace
rate setting as a necessary cost
control strategy. us does SB83.

« The National Leadership
Coalition (or Health Care Reform
endorses rate setting. The coali-
tion is comprised of unions, asso-
ciations of health care profession-
als, consumers and businesses in-
cluding AT&T, Bethlehem Steel,
Chrysler, Ford, Eastman Kodak,
General Electric, Lockheed. 3M,
Westinghouse and Xerox. Fonner
presidents Gerald Ford and Jim-
my Carter have endorsed the
coalition plan.

« The National Planning Asso-
ciation, in a report titled. "Curing
U.S. Health Care nis," endorses a
glrv-| spending limitation and fee

schedules for provider reimburse
inent.

e The national AFL-CIO re-
cently endorsed health care re-
form that includes n national cost
containment program with a cap
on health care spending tind uni-
form reimbursement rates for all
providers.

» The National Governors As-
sociation sta(Tin a briefing paper,
“Strategies for Controlling Health
Care Costs." favors a single public
agency to negotiate health care
payments with health care
providers.

« Congress is considering legis-
lation that proposes a federal
agency to sot spending targets
and negotiate rates between
providers and consumers.

It is clear that major health
care reform will happen and it

will include universal coverage
and cost containment. However,
ns SB83 proposes, 1believe it is
preferable to have Alaskans solv-
ing Alaska’s problem than to turn
it over to a federal authority.

The Time* editorial concludes
by stating. ‘1t is time to stop the
hand-wringing and turf protect-
ing and to focus on a cure." |
ap~ee. | slopped wringing my
hands by introducing SB83. It's
not turf protection, and it propos-
esacure.

The Anchorage Times, like the
pig. can be annoyed at learning
how to sing, but | am sure many
other Alaskans will continue lo
sing the tune for comprehensive
health care reform like SB83.
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JUNEAU — Alaska lawmak-
ers are trying to find a cure for
the rising cost of health insur-
ance, but any treatment is bound
to be costly.

_There are more than a dozen
bills regarding health insurance
pending from the 1991 session,
and more are expected to be intro-
duced in the final session of the
17th Legislature, which begins
Jan. 13,

A legislative report says
Alaskans pay as much as $2 bil-
lion annually to doctors, hospitals,
clinics, pharmacies and other
health-care suppliers — an in-
crease of 300 percent over the
past decade.

Many People are finding they
cannot arford health insurance
and are foregoing basic medical
treatment.

An estimated 90,000 Alaskans
— 16 percent of the state’s popu-
lation — are without health in-
surance but make too much mon-
ey to qualify for welfare.

If costs increase at the current

ace, which is more than double
he inflation rate, Alaskans could
be faced with a $10 billion-a-year
bill for health care by next
decade. And the number of unin-
sured Alaskans could total one-
quarter of the state’s population,
experts estimate. o

The cost of the Medicaid pro-
gram also is on the rise.

awmakers last year appropriat-

eal health
Jrance wWoes

ed about $102 million toward
Medicaid. The program pays for
medical care of poor, aged, blind
or disabled people, and for nurs-
ing-home care. The cost is split
between the state and federal
governments.

This year the Legislature and
Gov. Walter J. Hickel approved
$108 million for the state’s share
of Medicaid. But based on current
costs, that will not be enough,
said Janet Clarke, director of ad-
ministrative services for the state
Department of Health and Social
Services.

‘The state also pays out tens of
millions of dollars a year to insure
its employees. The $385-a-month
premium-pays for medical, dental
and vision coverage for the em-
ployee, his or her spouse and chil-
dren. Unlike most private-sector
health plans, the employees con-
tribute nothing toward the premi-
um.

Lawmakers are considering
several bills to solve or at least
ease the health-care cost dilem-
ma. A legislative task force also is
looking for solutions.

The most comprehensive and
controversial proposal has been
offered bY Sen. Jim Duncan, D-
Juneau. It would create a state
authority to set guidelines for the
cost of medical services through-
out Alaska.

Rep. Mark Boyer, D-
Fairbanks, has introduced a simi-

See Health, page B3
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lar measure in the House.

'Hie legislation also would pool
Alaska employers, possibly in-
cluding the stafe, to create a'larg-
er policyholder gz.roup with more
leverage to negotiate lower insur-
ance premiums.

Duncan’s plan is opposed by
some doctors, hospitals and other
health-care suppliers. “They have
this fear this will lead to a state
|nsdurance company,” Duncan
said.

One veision of the plan would
allow the authority to serve as a
self-insurer, bypassing the insur-
ance industry.

Duncan said his legislation
would try to control the escalat-
ing cost of medical care, create a
larger pool of employees and em-
ployers to help bringdown premi-

ums, and educate consumers on
choices in medical care.

“We don't think you control
costs by merely controlling hospi-
tal charges,” said Harlan Knud-
son of the Alaska State Hospital
and Nursing Home Association.
“You can'tjust set arbitrary fee
rs](_:h(te)dltljles, which he would do in

IS bill.”

~ The association supﬁort_s creab-
ing a stale health authority. But
Knudson said detailed informa-
tion on health-care costs and who
Ba s the hill should be collected
pefore legislators lock the state
into a comprehensive health-care
law. Such an exhaustive research
project could take hetween two to
six years, he said.

Meanwhile, Sen. Virginia
Collins, It-Anchorage, has two
bills pending that she says will
tide the state over until a compre-
hensive health-care law can be
approved. .

She has proposed creating a

non-profit corporation comprised
of Alaska insurers to pool smnll
businesses’ insurance needs and
si)read the risk among many em-
ployers.

“People who are uninsured are
working, but have no insurance
through' their employers,” Collins
said.

If a small firm employs some-
one with a high risk of needing
medical care, fmdmgi insurance
ofien can be impossible. The idea
behind pooling is to spread the
risk out among a large group of
smaller businesses.

Another Collins bill would cre-
ate a non_-ﬁroflt corporation
charged with offering low-cost
health insurance to schoolchil-
dren. Her proposal would set pre-
miums based on parents’ income.
~Sen. Jay Kerttula, D-Palmer,
is sponsoring a bill that would set
up a new state authority to deter-
mine basic health-care services,
and then offer state-subsidized in-

surance plans to small businesses
and uninsured Alaskans.

Another Kerttula bill would re-
quire insurers and hospitals to
join an association charged with
providing insurance to people
with high medical risks and those
who cannot afford standard in-
surance.

There also is talk of reviving
the state catastrophic illness
fund which helped pay for high
medical costs incurred by pa-
tients without insurance or ade-
quate coverage.

It used to serve about 200 peo-

ple ayear to the tune of about $3
million, but the fund has received
rigfgloney from lawmakers since

The fund was mostly used to
Bay the high cost of premature

irths and infants with severe
medical problem::., said Rep. Niilo
Koponan, D-Fairbanks. People
had to pay some of their own
money toward them medical bills

Monday, January (5 J

hefore they could qualify for the
state aid.

Whether lawmakers can agree
on major changes governing
health care and Insurance before
they adjourn next May is doubt-
ful. Collins, a member ofthe state
task force studying the Problem,
said she does not expect lawmak-
ers to have the time to pass a
comprehensive bill this session. —

Some any the state should wait
and see if Congress can come up
with a national solution to the
health-insurance problem. But
Duncan and Koponen say that
may take too long.

"We can make a beginning
hero and assist people in Alaska,
which is what we tried to do with
the catastrophic illness fund,” Ko-
ponen said.

Duncan said the states must
show initiative and creative
thinking in facing the problem.
“The states are going to have to
be the laboratories.”
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of the liberal Public Citizen
Health Research Group in Wash-
ington. D.C.

Robert Moffit of the conserva-
tive Heritage Foundation agreed.

"There is a real deep sense of
desperation. Tlie states are excel-
lent laboratories of social experi-
mentation. Some are going in the
wrong direction on this issue, but
that's ail nght, too, because we
can learn from their mistakes,"
said Moflit, deputy director of the
foundation's Domestic Policy
Studies in Washington.

Significant health care reforms
by the states seem unlikely this
year because legislative budgets
have been hit hard by recession,
said Joy Wilson, a health care ex-
pert with the National Confer-
ence of State Legislatures in
Washington.

"There is a lot of discussion,
but really, with the recession and
budget deficits, that's about all it

States ITH[I” bills tinkering with health care

By HAL SPENCER
ASSOCIATED PRESS

Weighing experiments that could
lead to national health care reforms, at
least 18 state legislatures will consider
bills this year that range from expand-
ing services to the poor to providing in-
surance forall.

The Washington and Minnesota
legislatures are among several that
will consider multimillion-dollar pro-
posals financed by new taxes and fees
to replace private medical insurance
with state-operated insurance pro-

-,Descriptions ol health legislation
lacing slate lawmakers in '92. A3

grams much like Canada's national
health insurance system.

Alaska will look at ways to pool
health insurance for small businesses
so they can afford to provide basic cov-
erage to workers. Kentucky legislators
will decide whether to broaden
Medicaid coverage for the poor, and
Michigan will continue debate on a
Senate-passed plan to provide subsi-
dized insurance to the working poor.

The growing involvement of the
states in health care is another mea-
sure of the “desperate need" to reform
the nation's health care system, said
Washington state Rep. Dennis
Braddock.

“It's too bad it has to come from the
states and not the Congress, but it
looks like that’s what will happen,"”
said Braddock. He is the sponsor- of a
measure that would collect taxes and
fees from employers and individuals
and use the money to administer
health care and pay providers.

Congress is expected to take up
health care reform this year. Nearly
35 million Americans are uninsured
and the number is rising along with
health care costs. Those costs, increas-
ing at twice the inflation rale, rue ex-
pected to reach $738 billion this year,
the Advisory Council on Social
Security said recently.

"It is likely, however, that some
state or states will show the way” to a
national health care system, said
Sidney Wolfe, a physician and director

See Health, back page

Health legislation faci-ng some state legislatures in 1992
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Alaska: Several measures, ranglnﬁ
Irom stale-run health insurance for a
through a Canadian-stylo “singlo-payel”
system lo pooling small businessos so
they can altofd lo provide insurance.

California: Several proposals, includ-

ing "pay or play" and Canadian-style sr.-
gle-payer plans under which businéss and

government would finance health care in-

Surance forall.

Florida: Governor's commission
ﬁref)armg recommendations for more
ealth care access. Legislation includes a

state-run. Canadian-slylo insurance sys-

tem.
Hawaii: Measures o improve the

stales utmue system under which 93 per-

cent ol residents already have some lerm
ol health care coverage.

isrightnowshe said.

But the discussion contains an
edge ofurgency.

Republican state Sen. John
Holmgren of Bear River City.
Utah, told of a farmer-friend who
has no health insurance and is
dying ofcancer. Medical bills “will

Idaho: A health care access study
oomrnitige expected lo mako recommen-
dations (or Possmle legislative action. A
?glnadlarvs yle system’ coukf bo on tho
able.

Kansas: Measure lor busness pay or
play insurance coverage (or all to bo fi-
nanced through new axes.

.. Kentucky: Proposals lo broaden Med-
icaid coverage lor the poor througn cost
controlsand other steps.

Michigan: Stale Senate-passed mea-
sure to provide subsldzed insurance lo the
working poor facing House action. Busi-
nesses and individuals could gel lax cred-
its lor buying the insurance.

Minnesota: Legislative Broposal, ve-
toed by governor Iast year put sutl being
negotiated. ;0 raise thocgareite lax to heid
finance healin care lor an increasing num-

spend him down to poverty. Hell
have notliing to leave his family.
When you've paid your way all
your life, something like this" can
leave you with not much dignity,"
Holmgren said.

Utah is among at least nine
states proposing modest legisla-

ber ol people. Eventually, the legislation
would create and lundin some lorm a
stato-subsicued health care system lorall.

Nebraska: Modest proposals to ogver
more poor people and control medical
coots tor all

New Jersey: Preparing regulations to

enact 1991 law erovxing “are bones in-
surance policy” lo 1 nr.lXxi uninsured resi-
dents. Legislature will consider lund
sources inducing a payroll tax.
_ New Yoric Several prooosals, indud-
ing a pay or play proposal requiring em-
ployers either to oravtoe base insurance or
pay a tax winch would pay basic health
care costs ol the uninsured.

Ohio; ProFosaIsl mdi.de a Canadan-
style_universal care' dan. and more mod-
est hills seeking lo improve current system
through cost containments ana other

tion tinkering with the current
system to make health care avail-
able to more people.

At least another nine states,
with varying enthusiasm, are
pursuing major health care re-
form that one way or another
would give virtually every citizen

[unded I
not covered by Medicaid.

steps.

Utah: Modest proposals lo broaden

Medcax! coverage, and to make it easier
lor some citizens, such as young peopio,
toget or keep private insurance.

Vermont: A single-payer heallh care

plan similar to Canada’s.

Virgﬂnia: Proposal lo provide state-
eallh insurance lo poor children

Washington: Prooosals tor Canadian-

style system’ end a pay or play approach
wilh 2" payroll tax on’businesses. Also
would expand a slate subsidized heallh in-
surance program now serving 21.000
working poor.

Wisconsin: Several croposals includ-

ing a Canaolan-siyle plan.

access to basic medical care.

The proposals are taking two
basic forms. One. the "pay or
plav" approach, would preserve
the private insurance industry.
Employers would be given the op-
tion of proriding affordable health
insurance to workers nr paying

into a state fund from which
health care for the uninsured
would be financed.

The other, a “single-payer” sys-
tem modeled after Canada’s sys-
tem, would eliminate the industry
in favor ofone big state insurance
program. Business and individu-
als. through taxes and fees, would
puy into a state fund from which
health insurance for all would he
administered and financed.

In some states, including Cali-
fornia and Washington, both pro-
posals are in the hopper.

Some versions of these plans
include various cost control mech-
anisms. Washington's pay-or-play
measure, proposed by Democratic
Gov. Booth Gardner, would set up
a regulatory commission with the
power to control medical costs.

Any real reform must include
the ability to control Medicaid
costs as well, state officials said.
Several states will seek federal
permission, or waivers, to bypass
federal rules controlling Medicaid
in order to reduce the cost and in-
crease service.



18 states consider health-care reform

By HAL SPENCER
TMAXCIATIDWIIM

Weighing experiments that could
lead to'national health-care reforms,
at least Mstate legislatures will con-
sider hills this year that range from
expanding, services lo the poor to
providing insurance for all.

The Washington and Minnesota
Iegilslatures are among several that
will consider multimillion-dollar pro-
Posals financed by new taxes and
ees to replace private medical in-
surance with slate-operated insur-
ance programs, much like Canada's
national health-insurance system.

Alaska will look at ways to pool
health insurance for small business-
es so they can afford to provide basic
coverage lo workers. The bill, sub-
mitted _b%/ Juneau’s Sen. Jim Dun-
can, mlg t also include the state in
the pool, to create a IarPer p0|IC%/-
holder group with more feverage fo
negotiae lower rates,

uncan's legislation also would
create a state authority to set guide-
lines for the cost of medical services
throughout Alaska. ) )

Kentucky legislators will decide
whether to broaden Medicaid cover-
age for the poor, a.d Michigan will
continue debate on a Senaté-passed
Plan to provide subsidized insurance
or the working poor.

The growing involvement of the
states in health care is another
measure of the "desperate need" to
reform the nation’s health care sys-
tem. said Washington state Reép.
Dennis Braddock,

“It's too bad it has to come from
the states and not the Congress, but

Don'tlook for help from Washington

By WALTER R MEARS
IATEDFH IB ] .

WASHINGTON - While the is-
sue won't wait in 1932, the answer
lo the problem probably will be-
cause there’s little chance the gov-
ernment will be able to write a new
national healtn-insurancc policy in
an election year. ]
~ But with costs and concern ris-
ing. the health-care crisis and rival
ideas to deal with it are going to be
fixtures in every campaign - from
the White Housr to Congress to
state house.

By President Bush's  count,
there already are 31 varying pro-
posals before Congress. "He'll be
adding his own in fhe State of the
Urion message on Jan. 28.

"1 do think the time has come

it looks like that's what will happen,”
said Braddock. He is the sponsor of a
measure that would collect truces and
fees fiom employers end individuals
and use the money to administer
health care and pay providers.
Congress is expected to take up
health-care reform this year. Nearly
35 million Americans afe uninsured
and the number is rising along with
health-care costs. Those cosis, in-
creasing at twice the Motion rate,

AP NEWS
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for the administration to come for-
ward with a comprehensive pro-
gram," he said. “We will capital-
ize on and learn from some of
those programs that are floating
around up'there.”

Until Bush made that commlt-
men., almost offhandedly, answer-
ing questions at the Kiwanis and
R<tary Clubs in Ontario, Calif., on
Tec. 6, the White House had
teemed willing to let the issue ride
with a limited, holding-action pro-
posal.

are expected to reach $738 billion this
ear, the Advisor' Council on Social
ecurity said recently.
“It is likely, however, that some
state or states will show the way" to
a_national health-care system, "said

Sidney Wolfe, a thsmlan and direc-

tor of the liberal Public Citizen

Health Research Group in Washing-

ton, D.C.
Robert Moffit of the conservative
heritage Foundction agreed.

But the numbers are gett|n(_1
worse, the soaring cost of medica
care Is a drag on the faltering
economy, and the question has
climbed the roster of voter con-
cerns. .

National health insurance was
one of the issues Sen. Harris Wof-
ford pushed in Pennsylvania in
winning his DemocratiC upset in
November.

The Commerce Department re-
ports on 11 percent increase in U.S.
spending on health care during
1991, to a total of {738 billion in
1991, and forecasts annual in-
creases of 12 percent to 13 percent
for the next five years.

_ That report says heallh spend-
ing will reach 14 percent of the

Plaaaa turn to Congraaa, Paga 0

“There is a real deep sense of des-

eration. The states are excellent

aboratories ol social experimenta-
tion, Some are going in the wrong di-

rection on this issue, but that's all
right, too, because we can learn from
their mistakes,” said Moffit, deputy
director of the foundatllon's Domestic
Policy Studies in Washington.
Significant health-care reforms
by the states seem unlikely this year
because legislative budgets have

been hit hard by recession, said Joy
Wilson, a health-care expert with the
National Conference of State Legisla-
tures in Washmgiton . .

“There is a lot of discussion, but
really, with the recession and budget
deficits, that's about all It is right
now,"shesaid. .

But the discussion contains an
edge of urgency.

Republican slate Sen. John Holm-
gren of Bear River City. Utah, told of
a farmer-friend who has no health in-
surance and is dying of cancer. Med-
ical bills "will spend him down to
ﬁ,overty., He'll have nothing lo leave

is family. When you've paid your
way all your life, something like this
can leave with with not much digni-
ty," Holmgren said. ,

Utali is’among al least nine states
propo_sm% modest legislation tinker-
ing with the current System to make
health care available o more people.

At least another nine states, with
varying enthusiasm, are pursuing
major health-care reform that one
way or another would gwe virtually
every citizen access to basic medical
care.

~The progosals are taking two ba-

sic forms. One, the "pay-or-play" ap-

proach, wouid preserve the private

insurance  industry. = Employersl
would be given the option of provid-

ing affordable health insurance to

workers or ﬁaylng into a state fund

from which health care for the unin-

sured would be financed.

‘i.ie other, a “single-payer” sys-
tem modeled after Canada’s system,
would eliminat n favo

Plsaaa yPag*
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COVER STORY
health care

CoSts more,
serves fewer

On 3B: Bg Kevin Anderson

4 Technology The US. health-care sys-

V3, Lo e e 2 e e
> Reform planS fam||y in_1976. Doctors_at
Norton Chtldrens Hospital
In Louisville, Ky., knocked
her datf(gehters Ieukemla Into
remission. Between the hospital’s |eukemia research grant
and Brewer's insurance, the family paid nothing.
Today, however both the grant and the insurance cover-
age are‘gone, and Brewer? ream IS tarnished. The textile

orker Says that her employer *changed nsurers a num-
ber of times, and our rateswent upmt each change." Her
truck-driver hushand's emP1 Iy R]ow es. no |nsuran<ie
coverage. B Iastglear hers aeof epremtumtorfam x
covera tin 44% of her take-nome pay.
searchtor a cheaper aIternat|ve was fruitless; Although her
dau%;1 ter's leukemia h been ormant for 15years. no In-
sura ce company would touch them because of it. Flna
1had no choice but to drop coverage,” Brewer says.
couldn’t afford 1t"

Mark Carlson has no such ,oroblem Asa middle manager
at Du Pont, the Newark, man has no worries that his
health insurance will protect his family's finances in cases
of catastrophic illness, But Carlson's insurance covers less
of the routine care_his family needs, When the Carlsons'
first child was bom in 1983, out-of-pocket costs came to 525.
Those costs were 5650 for the second baby in 1986, 51,200
for the third in 1988 and 52,700 for the fourth last year.

_ Otallthe cold showers of reality falling on the USA'asthe

dawn none |sas§h|lhn asthis: The health-care system
in this rountry is in Jeep trouble.

To those It'serves bek It offers the most sophisticated,
innovative and effective medical care In the world. But it Is
an expensive welter of inefficiency that excludes more and
more people evenas't consumes an ever growing chunk of

Please see COVER STORY next page »
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Health-care malady

Continued from 1B

our national resources. There is %oww mmgreement that un-
less there is fundamental change, the US i will be In danger of
sacrificing other important national priorities — education, en-
vironmert, co[)nLPe t|vepess — f%r health cgrse. ,

Forces are pulilding for such change. CEOs of corporations,
ruling from 20%-ptis annual increases in health Insurance
refg, proclaimed health care the No. 1challenge facing Amer-
ican business in the '30s. Lahor, noting that worker-paid insur-
ance costs have risen 70<%i In two years — and that 80% of
recent strikes are over health benefits — has embraced health
care as its No. Lissue, So have congressional Democrats.

We'll spend an estimated 5700 billion this year on health
care, nearly 8% more than last year, 144% more than 10years

0. We'll Spend as much on health care this year as o care
and trucks, plus gasoline and parts — plus ourentire military.
Health care accounts for 12% of our total economy, vs. 9.1% of
gross Ratlonal roduct jn 1980, .

‘Atthe current rate, the nation’s health-care bill will top 51.5
trillion and 15% of GNP oy the year 2000, and few see current
cost-control efforts dchan |n1gnthat forecast .

Yet gaps are widening . There are_an estimated 37 million
Americans with no health insurance. That's 15% of the Popula—
tion, or more than one gerson In seven wh(? must re |¥1 na
shrmkmﬂ,chanty-car,ee tablishment An additional 30 million
to 50 miflion are believed to lack adequate coverage.

The crisis afmosphere may be new, but the P_ro lems are
not Real health-care costs twith general inflation factored
out) have been growing at a steady 4% to 5% a year since the

1960s. The ranks oi the un-
Insured have been growing

1 since 1980, when théy num-
Who S nOt bered about 25 mi||i0¥1.

Covered What is pushin? the
0f 37 miIHon people inthe health-care mess fo the
US A without health forefront of middle-class

consciousness may have
less to do with tragic cases
Like the Brewers' and more

Insurance, neaxty halfare
working adults, v.

Ki 1 with nagging situations like
ot W/ﬁm e Carl?on%.g ﬁnce 1988, one
employer in six has cuf or

/ limited health benefits.

Carlson_doesnt blame Du
Pont “The company is pay-
ing a hell of a lot more for

i health" hesays.
Dependent Non-working And thoq )ﬁ shrmkmg
Shutren allts18%  penefits don't have Carlson
- worred_aouthanding 2
jouica; E-rptoyaa Bunof malor medical piobe £
UsaTooay  haricially, they do have mil-

lions worried: In a recent

T
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ol by Northwestern Mut gl Life, 60% s,ald,ﬁhey ha(% no confi-
r%%: nt0 V(\?w Insurance would cover a major illness a frew years
Moneﬁ/ IS n?w the b %est health-care worry, Ina sg:parat?
poll by the Gallup Orgahization last August, 19% named out-or-
88Ck9t costé Fhew W 1wo[]r “When it comes to their health;

Y% named fear of losing théir insurance,

Those fears are well-founded, if a projection by Harvard
University's School of Public Health is right |t foresées 28% of
all workérs losing health covera%e by 1993 because they
change Jobs or their employer changes insurers. ,

AcCess to health insurance — with its dramatic stories of
sufferingand its blatant inequities — Isa hot political issue. But
It is merely a symptom of ramﬁant_hea_lth-care Inflation. “|
don't know who's to blame for this situation in our country,”
Brewer says. “What happened to make It so expensive?

The gliy answer everything “We never tried to put together
a systematic arrangement o health care in_this country, un-
like Probabl every other country you can think of” says John
Duniop, former U.S, Secretary of Labor. “What we have today
is the result of aseries of pragmatic decisions nade over time
to meet narrow questions.” f e

The good intentions behind those decisions ﬁ) ved the road
to inflation — a built-n inflation that gefies efforts to bring It
down across the board, Government efforts to curb the growth
of Medicare and Medicaid spending succeeded — for those
programs. For the health-care system as a whole, the effect
Wal? that of s u%ezmg an inner ube in one place only to have it

alloon in another. , _ o

What has ballooned, as hospitals shifted costs, is private
health-Insurance rates. For lar ?r emPoners, rates have dou-
bled since 1986, For those small employers who provided In-
surance in the first place, rates are rising even faster, some-
times doubling or tripling in asingleyear,

Small employers havergjten res&aonded by eliminating cov-
erage for employees or TOr dependents. Roughly two-thirds of
the uninsured dre small-business employeesS and their fam-
llies, Larger employeis have responded by cutting benefits,
raising employee gremmms and shared payments, and shift-
|rc9Rto_ alternatives: prepaid ?rouR, care; Utilization review
}g ., in which nurses and goc OFS |r(§u ba/ the insurer screen
ospitalization requests; and preferred provider organizations
(PP 32, which limit employees to certain doctors and hospi-
tals with whom the insurer has negotiated discount fees.

. These approaches are controlling some cost ?ﬂrowth, but not
in any way that holds much promiSe for systemwide change.
Southern California_Edison's PPO cut S health-care cost
growth in half, from 25% a year to 12%, stilt far above general
inflation. "There are limitations to having discount medicine
be the only way to save money," says Wally Maher, Chrysler
CoFrP.’s former Denefits chief and current health policy leader.
oapblocks oreform ab(?und. Sé)me hope to cut the 1?% f0
30% ot all medical tests and procedures believed to be of little
or no medical benefit But medicine is art as well as science
and doctors note that what looks unnecessary on statistical
chans seems necessary when considering specific Pauents.
That as|de, there'sa dearth of comprehensive national data on
medqical outcomes, without wliich tackling unnecessary care
“Is like taking a step in a dark room full of trap doors," says
William Cutlér of the Employee Benefit Research Institute.

Insurance administration Costs, which eat up about 15% of
health spending vs. 5% in Canada, are another promising tar-
get. Butironically, administrative overhead is rocketing as pri-
Vate cost-cutting efforts mount And while tha aglng of the goh)
ulation has accounted for only about 10% ofexcess health-
care Inflation, demo raghu:s Indicate hlgher costs in 20 years
or o, when the baby boomers start to rétire.

Deswte the clambor for change, there's no agreement on
what change to pursuie. "A huge Segment of the business com-
munity has a vested Interestin the staua qua_Consensus is
fractured, despite the piobleras,” Maher says. “But inaction is
tantamount to deciding as a nation that we'll keep s[oendmg
more and more of our GNP for health care, leaving less an
less for the education and investment we need to compete in
the 21t century."
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How the cost spiral started

Indemnity plans
‘doomed to fail

Health Insurance in the
USA traces lts history to 1798
when Congress established
the Marine Hosprtal Service
for merchant sallors, a re-
paid care system funded by
wage deductions.

e might be better off to-

day had ‘we stuck with pre-
paid care as qur main form of
coverage. But Indemnity
health insurance — reim-
bursement for unexpected
costs— began tosu pantrtln
the late 1 Itex loded Into
widespread use during World
War n, when emplo erswere
In stiff comlﬁgtrtron or work-
ers, yet couldn't raise wages
because of wartime controIs
So they began offering health
Insurance en masse &s an In-
centive. The %overnment en
courage It, and even %rante
tax_[ncentives. "We
health-care _Increases mrght
not be as Inflationary as wage
Increases,” says former labor
secretary Jofin Dunlop, who
he éted make that p oIrc¥]

t the nature of health
care IS economica dy unique
In that three providing most
care, doctors, also make most
of the consumption decisions
by ordering 'ests and treat-
ments for ther
“Since the deciders are also
the providers, indemnity in-

patients..

urance was. (f omed to fall"
ecauserts e sthe deciders
from havin tower% a
dure’s benefits aganst Its cost,
says Dr. Arnold"Rejman, for-

B

Bad economics such as that
made for good medicine, how-
ever. Freed from havingto be

atekee ers of resources
merican physicians brained
themselves t0 be advocates
for their patients. The USA
led the world in medical sci-
ence, “You can get the best
health care In the'world here,
but It depends on" circum-
stances," says Dr. Glen Auker-
man, president of the Ameri-
can Academy of Family
Ph srcrans We don't have a
s]y tem. We have a [ot of ran-
om moving parts.”

Those movrng arts didn't
meld into an in Iatron ma
chrne until the mid-

W en Me rcare orthee er
and Medicaid (for the
poor) greatly expanded Insur-
ance coverage just as an ex-
plosion In medrcal technol Oﬂ¥
was hoosting what heal
economrsts call “Intensity" —
orngf more for each patient
simply because ph ysrnans as-
agvocates are technologrcally
able to do more to helpthe

Medicare also ushered In
another well-intended Polrcr{
with (Perverse effec
agreed to cover any shortfall
In hospitals’ spendrng on new
buildings and equipment.

roce-

spjtal capital spendin
too%) says%ar ghrammg
gresrdent of the Health Insur-
nce Association of America,

fueling health-core Inflation.

After numerous falled e
forts to slow health-care Infla-
tion In the '70s, drastic chan(T;e
came in 1985 when Medica
changed from an Indemnity
hasis 1o the Prospective Pay-
ment S?/stem paying hospl-
tals a fat fee based on a R -
tient's diagnosis. If the

atrents car costs more than

e eete o ital eats the

ifference, ut eeps the sur-
pIus fthe care costs less.

growth In Medrcare

spendrn% e]ll from near 7%
a earr the "70s (vs.
overa health_spendin )
3% since 1985 (vs. 4% for
overall spending). Average
ospital occupanc
ronFt) a out 8D/o Yn 19%)

3/ Meanwhile cuts
|n Me caid eligibility pushed
60% of those living in povert
off Its rolls, addrng to hospl-
tals' ¢ arttrt]/ care |oad.

Since those changes put
hospitals in a_financial
squeeze, hospitals have

d the burden on to
vately Insured patients. T at
cost-shifting Is what has hospl-
tal room rates rising 12% a

ear, has aspirin tablets crfst
ng $200n some hospital bil
At has private nsurers and
employers | passrnq the buck
one more i 0

~kevaArtrsn

=~
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W hy health-care costs are tough to cure
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HEALTHMONEY

Acontinuing sorios
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ey will tako you inside hos |tals doctors' offices, medical
schools and companies lor a look at how finance and
economics shape decisions that adect your health care.

By Kevin Anderson
A TODAY

Forthe root 0 the reasons
y E ea hCBre costs
e stubbornly outpaced 8en—
eraI Infllatron for hree dec-
ades, look Inthe mlrrpr.
our eraz %ullt health care
system has ens aped not b
n master blueprint, but b
countless |solated decisions —
each made In keeping with
Amerjcan attitudes and Values.
To be sure, we got some un-
intended_consequences, such
as the qr gBowm Iegrons of unin-
sured. ar%e we
built hrﬂh Inflation into qur
heahh-enre sgstem be/ molding
|t to our national character.
?ﬁem that leans
heavrlytowa technology. It Is
biased” toward action. Mast Im-
ortant, IH is a system that
omeone else seems to poy for.
r. Elizabeth Korte sees ¢ur
expensrve aItrtudes In action
every week. "Patients w II
walk |n and SR}Y I thrnk
should have an Rlscan "
some other raancg test or reat—
ment lean m a news sto-
By ear froni a neruhbor
efore ordering an J830 trip to
a magnetic resonance Ima rn
scanner, Korte uses the 9
nostic skills honed in 32 ?/ea S
ofBractrce InCart &’%

think an MRI erI show us an
thing or not, If (he patient In-
srsts onone, | oalonﬁ Partof
the reason, she allo s is thnt
she exposes, herself fo legal
risk If she doesn't But Korte
urges her patients to be equal
Hartners in canng for their
ealth, and %he esrtates to say
no. even when her
forgets which of them holdsthe
| think overall. It's nice
that people nr: informed about
medical_technology and treat-
ments. But they need to be In-
formed about when th ery re In-
dicated and when the){ e not
Our love of techno ogZ and
farth |n|scretnce hasI A Id
ecially strong.role in build-
ph I¥ P?ron into the
heaIth care srrstem
“We are 1o medlcal-care
technolo%les whut the French
are ings," says Robert
Blendon, chairman of Har-
vard's department of health
policy. Like our military, our

Nothrn has shaped U.S. honllfi cans sp much as our peculiarl
erican atti dpea to ar?] d[crno sd)unco andgove)nmenty
0 ton thoso atrtu es das

We love ourdoctors ..

Threeouo rad Its the Ve doctrthey
e

rate trts quality ot t re;
Excellent
Good
Fair t%

Dontknow [|H

Tl mosguys.”
Qo fourwore hospalzed n (o past year How
L TV

N

Excellent
Good

Fair

Poor

Don't know

1214

... but dislike the sy;

How they rata tno U.S. health-care system":

Excellent
Good

Fair

Poor

Don tknow

16%

tent atrent Without cost-
shielding heahh-care rntlatron
wouldn't" be such a problem.
With 1t, a hosi_ of other native

health-care establishment is
dominated by sophisticated
technology - “dazzlingly ettcc-
tive in ?rven sIrunuons but
veer costh/ P values and attitudes play Into
ut techno-luxt wou dn't be rnﬂatronsha nd:

such a Fowerful engine_ of » We value the individual
heallh inflation were itnot 'hat  over socrety and we cherlsh
we pay for heallh care Inways miracles and heroic efforts
that Shield consumers from against daunung odds. Count-
costs. Our reimbursement in- less thousands are alive here
surance system has develoRed Uratmrrrr1 t not pe in other coun-
into a blank-check approach to tries. In Sweden, doctors sel-
health-care financing dom try o save premature ba-

Health- careconsumptron de- bies wel less than %

cisions—75% t080% of which  ounces. ere octors routing
are_made by doctors on their try to save greemrcs werghrng
Ratrents behalf—tradrtronally as litle os_ 18 qunces; they suc-
aven't been made with an eye  ceed one lime n four—oener—
toward weighing cost and bén- ally for u hospital bill well into
efit. That's why Korte can or- six flgurcs Britain's natignal
der that MRI scan for her Insis- health” system bars transplant

USATCDAY

surgery, hemodialysis nrd olh-
er Costl treatments Xond
certain dges and heallh condi-
tions. Roughly a third of the av-
era(]]e American's lifetime
heallh expenditures will be
spent in the lastyear of Ufe, half
of (hat in the flnol two months.
Health- oI|c people call this
the “5100.000 funeral” Erobem
»Wehate to waif o to tray-
el | onrr]; distances (or necessi-
ties. That has meant an insatia-
ble market for closer hospitals,
more surgeons and. operaung
rooms more machines, more
costly treatments to allay
smaller and smaller discom-
forts. All consideration to con-
venience, little to co tlg dupli-
cation ol facilities and serviges,
» We arc quick to sue. The

malpractice-null explosion
since the early 10s permeates
every trenimént_decision and
hospital policy. That leads, to
oocalled " defénsive medicine
Gess t?strngtodocum nta
lawsuit defense, “These ays
we have to prove what's not
wrong with a gatrent says Dr.
Langston Indianapolis.

favor action over pa-

trence The don’t-Jusl-alt-there-
do-someUilng mind-set Is pre-
sentina fairnumber of health-
care decisions In the USA
Doctors In (he USA are biased
toward try rno a test or treat-
?nt—fu]st n case,Just tori
safe —nlt rxr?b Itsnotcearg

Indicated. Pailents are biase
toward demanding It and let-

ting Insurance pa

» We g The
dark srde of that attrtude 15 a
Penchant for self-denial. Much
s made of the costly overuse of
health ¢are. But underuse is an
expensive problem, too: Not
seeking care when you should
can let'n problem gét more se-
rious and thus mme expensive
fo treat And It's not Just the un-
insured who underuse ‘he s s—
tem. A 1087 study in Health
lajrs noted this among é)eo Ie
who had Insurance and did
a doctor for some reason in the

ast ear Astartling 41% said

Ithough they had experienced
one ofseven Serious sym toms
that always require “attenuon
unexglamed bleeding chest
ain during exercrse etc.),
hey did notsee a doctor for it

ast-shielding has led tq a
culture of entitlement—of high
expectations and little dea of
costs,” says Dallas Salisbur
%resrd tof Em onee Benefﬁ

esearch Institute. "EBRI polls
show that 34% of adults wrth
heaith Insurance, had no |dea
what the_total bill was for their
last hospitalization; 78% had 00
idea what their employer pays
for their Insurance.

Yet tor all its expense, waste
and Inefficiency, the US.
health-care system warks very
well for a targe majorit
which poses a public-at tude
hurdle for reformers. "We are
verP/ dissatisfied with the
health-care system sa&ls Bleo-
don. "but we’like our own doc-
tors and hospitals. So reforms
can't really dramatically
change those relauonships.”
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Reform plans focus on access, cost of care

The widening debate over

how to fix the USA’s health-

care system doesn't suffer

from a'lack of reform propos-

als. The count is around three
doren and climbing. .

Two types of plans predomi-
nate: those tltut focus on access
— providing health insurance
for the 37 mifflon who lack it;
and those, mostly national
health plans, that address soar
ingam A sampling:

Lahor: Last year, the
AFL-CIO adopted 10 principles
to guide the drafting of any
blueprint lor health reform —
concepts such as universality,
accountability and portability.
And it kicked off a massive
gra*-roots campaign to build
support for reform.

ut Instead of unveiling a
blueprint three weeks ago as
some expected, the AFL-CIO
chose to be a power broker,
agreeing to back any idea that
moves health care In ihe djrec-
tion it wants. Insiders say it's a
Fragmaﬂc way to get first-step
egislation tills year.

INSUFers: Three years
ago. hefore the access problem
became a national issue, the
Health Insurance Association
of America began moving to
preempt the assaults it saw
coming. Final details of Its pro-

Picking up the health-care tab

For decades, people have long paid lip service lo the Idea of
a natignal health program, but'support erodes when a

specific price tag is mentioned.

Good idea ...

Percent favoring government-financed national health

program

199
19%
190
190

. but no big tax hike

1990 poll question

Would ){OU support a comprehensiva,
dl healln-insuranca program if it cost

nation

147%
63%
150%
65%
Percent
favoring

2%

more than $200 a year per peison in added

taxes?

Sourea: Koiy England JournalolIMmSarca JuV 1990

posal came just two weeks ago.
An access plan, the HIAA
would institute small market
reforms— including tax incen-
tives, looser coverage tcquire-
ments, risk pools, reinsurance
funds, and prohibitions against
dropping or excluding “high-
risk individuals from coverage
— to enable jts members to of-
fer affordable coverage to
small business. The plan
doesn't address costs, opposes
mandates and is meant to be

USATOOAY

adopted by state legislatures
with some variations. Connecti-
cut begins operating unuer the
first version in May. The HIAA
Plan stands out in‘that it gores
ts own ox: It makes health in-
surance a less profitable busi-
ness. But it wouldn't be abol-
ished, as many plans advocate.

BUSINESS: The National
Leadership Commission on
Heallh Care, which includes
businesses and unions, advo-

cates a national pay-or-play
system In which the "pay" goes
to a Universal Access Program
that would supplant Medicare.
The National Assoclctloa. of
Manufacturers Is pushing
I-_IIAA-strle reforms, Including
risk pools and tax Incentives, to
expand voluntary insurance
coverage. It opposes mandates.

Doctors: The American
Medical Association’s Health
Access Amer!cag)lan would ex-
pand Medicaid, federally man-
date employer coverage and
risk pools, limit tax deductions
for employers and drastically

reform  the malpracdce sys-

tem. The 2,000-member Physi-
cians for a National Health
Program calls for a Canadian-
style free care system: 100%
tax funded, basing levies on
what's now paid for health
care; and state run, with pre-set
hoanaI budgets and salaries
or flxed fees tor doctors.

Others. The Heritage
Foundation, a conservative
think tank, would mandate cov-
erage but would pttt the man-
date on the individual, not the
employer Employees would
?et what employers now pay
or health as added wages and
would be taxed on it but would
get tax credits on what the
spend for coverage. Healt

economists Alain Enthoven

and Richard Kronlck of Stan-

ford University devised Con-
sumer Health” Choice.
quires government and
employers to offer many cov-
erage choices and "manage
the competition” among them
for cost-effectiveness.

Congress. Must plans
require Cthanges that would
have to be passed by Cong:ess,
which has already embraced
elements of several plans in its
ov/n thinking. From some
members' rhetoric, you'd think
sweeping reform was about to
burst forth from Capitol Hill in
a matter of weeks. Senior staff
experts on health policy coun-
sel, however, say this will be
another year of debate; a few
bills m|(}; t see Boor votes, but
real reform is three to five
years away. Among proposals:

»In the Senate, the focus Is
on access plans. Sen. Ja
Rockefeller (D-W.Va.?
chaired Congress' biggest ef-
fort on health care, the joinL bi-
partisan PePper Commission,
which developed the pay-or-
play concepL Legislation based
on ‘the Peé)p_er Commission's
March 1990 final report is ex-
pected this month.

Sen. Ted Kennedy CD-
Mass.), chairman of Labor and
Human Resources, remains

It re-

Terms you should know

lo the continuing health-

care debate:

Capitation: Paying doc-

tors and hospitals a flxed

amount In advance per per-

son covered to provide all
needed health care.

Mandates', Requiring em-

Bloyers by law to provide

asic health-insurance cov-

erage to employees.
ay-or-pla%/: ‘Giving em-
ployers tho choice of either

"playing" by providing a re-

Capitol Hill's leading figure on

health care. His current pro-

posal was cosponsored In each
of the post two Congresses with
Rep. Henry Wasman (D-
Calif), health subcommittee
chairman of the House Energy
and Commerce Committee.
Also an access bill, It relies on
national mandates rather than
pay-or-play, making health

coverage a right of employ-

ment Uke the minimum wage.
Expect Kennedy-Waxman to
be reintroduced this spring

» In the House, national
health Programs predominate
— so far. In January, Rep.
Pete Stark (D-Callf.); chair-
man ol the Ways and Means
subcommittee. Introduced
MediPlan. a universal national
program that would supplant
private Insurance and Medic-
aid, adopt Medicare's payment

quired level of Insurance
coverage or paying Into a
state Erogram that will pro-
vide | )
_Risk pools: Statewide en-
titles funded by taxes, em-
ployers and Insurers lo pro-
vide coverage for otherwise
uninsurable people.
Smafl-marltet reforms:
Changing the rute3 govern-
ing heallh Insurance to
moke It more affordable for
small employers, small
groups and Individuals.

methods for doctors and hospi-
tals, and cost everyone except
the poor $1,000 a year In pre-
miums plus limited out-of-
ocket exPenses. Last week,
tark's fellow subcommittee
member, Rep. Marty Russo
(D-QL), Introduced a Canadlan-
style national health plan.
Some bhills from the last Con-
gress drew widespread atten-
tion and may be reintroduced.
ReP. Mary "Rose Oakar (D-
Ohlo) called tor a government-
run national system that would
pay employer, public and
group Insurance plans, on a
capitation hasis, enougb to cov-
er 80% of all care costs, with
caps on Individual ou_t-of-fock-
etspending Rep. David 01)6/3
(D-Wis.) plan was unlgue_ln re-
quiring each state to design Its
own reform plan, then going
with those that work best



Technology fuels.
health-care Inflation

Every aspect of our health-care system seems designed
1o lock in high inflation. But what are the main engines driv—
ing costs? Which features contribute most to keeping
health-care inflation a consistent 4 to 5 percentage points
above general inflation? USA TODAY asked a number of
health economists and policy experts. Their consensus:

TechnoloQV: There's widespread agreement that
technology Is the largest enﬂlne of health-care Inflation. We
spend vastly more on health care simply because we have
vastly moré things to spend it on. Treat-
ments and procedures developed just
since 1975 — total body scanners, trans-
plants,. Implants, less-invasive surgery,
artificjal enzymes, genetically engi-
neered drugs — now account for more
than a thirdof the estimated $2/5 billion
we'll se&nd on hosgnal care this year and most of the $8
billion we'll spend on prescription’ medicines.

Developing and perfecting technology is hugely expen—
sive. It3 an expense the USA shoulders for much of the
planet by supportingmore than half the world 3 total medi —
cal research. And medical technology, by itsvery nature,
expands the overall health market — and thus overall
health spending— even while making things easier, cheap—
er and safer for each patient. Pinpointing a problem by a
magnetic resonance imaging scanner rather than explor—
atory surgery isfast, painless, safe, more accurate and costs
less per patient But because of this, hundreds more MR
scans are done than were exploratory operations.

The technologies of ihe future— gene therapy, fetal sur—
gery, tisste cloning— promise to eclipse the boom of the
past 15 years, both in miracle power and cost The dilem—
ma: We dtill lack a way tomeasure the benefits of medical
technology against the overall cost “Not knowing exactly
whatwe Fe getting forwhatwe spend isthe conundrum that
has frozen health policy,"” says William Cutler, research
chief for the Employee Benefit Research Institute.

Workforce: Health care is hugely labor intensive.
The payroll makes up more than 70% of the average hospi—
tal’s budget Hospitals must raise wages to compete with
wages in non-health-care jobs. "But non-health wages are
being driven by productivity gains that hospitals, by their
very nature, have trouble matching, =™
says Henry J. Aaron, a senior Brookings
Institution economist Machines can"t
give nursing care.

Also, the machines hospitals do buy
have a perverse effect on labor, com—
pared with other economic sectors: An
expensive new machine going into a factory will reduce la—
bor needs; an expensive machine going into a hospital in—
creases labor needs. The more sophisticated the machine,
the more schooling, skill - and pay — itsoperators need.

Another workforce-related engine of health-cost inflation
is the makeup of the medical profession. Two-thirds of the
USA § 585,000 physicians practice a medical subspecialty,
twice the proportion of most Western countries. Technologi —
cal dominance accounts for part of that But the health-in—
surance system rewards doctors far more for doing the pro—
cedures of specialty medicine than to; the counseling, lis—
tening and preventive services of primary-care medicine.
There § a bitter chicken-or-egg dispute over whether the
payment bias evolved in response to the prestige and clout
specialists wield or whether the profession grew lopsided
because of a biased reward system. But both factors long
ago knitted intoa vicious cycle. Result Average U S physi—
cian income, a record S137.000 lastyear, is65% higher than
in the second-best paying country, Canada.

— Kevit) Anderson



Robert J. Dleadoa has amassed the
largest storehouse of data on how
Americans feel about health care— the
results of nearly every poll question on
the subject asked since the 1940s. Blen-
don, professor and chairman of the de —
partment of health policy and manage —
ment atHarvard University"s School of
Public Health, discussed some of what
he 3 learned ina recent interview:

pyirg bra [ i

A. One of the major ways we e try—
ing to rein in costs is outcomes re—
search, which has a lot to do with our
attraction toward scientific answers to
difficult questions. In this country, we
don"t want to set a budgetary limit on
health spending. We dtill want to say
that everybody who could benefit by
anything should get it So all the people
who Tlbe doingoutcomes research over
the next few years are trying to scientif—

have a unique faith in budgets.

Q- Meaning?

A. Meaning they don*t go trying to fig—
ure out a computer program that says
this patient should get that help under
these circumstances. Instead, they give
doctors and hospitals the money they
got lastyear, plus a littde, and ask them
to do the best they can. A lot of discre—
tion is left to the physician, but there are
pressures on the resources available to
him. Americans are veiy uncomfort—
able with that People don"t trust any —
one tosetbudgets. The U.S. isunique in
itsgeneral distrust of government.

Q. Then why do polls consistently
show that most Americans favor a na—
tional health program?

A. Roughly two-thirds of Americans,
every time you poll them, say they want
a national health plan, but they really
have two different things in mind. To
about half of Americans, a national

care lorV VFprices

of the unemployed and the poor. In the
other half of American minds, lkmeans
Medicare for everybody.

Q- What reforms can we realistical —
ly make given the constraints of our
attitudes and values?

A. We can make sure that nobody Is
without basic insurance. Secondly, we
can put in some restraints on proce—
dures and fecilities to eliminate waste
and duplication where there3 a lot of
consensus things aren™t necessary.
That"s not going to sound very good to
peoplewho think we need toadopt real —
ly tough rationing choices ifwe are to
save big dollars. They Te correct — [If
we want to save big dollars. | don"t be —
lievewe Te going todo that We Mgo af—
ter administrative waste, putsome bud—
getary pressures in for doctors and
hospitals and maybe slow growth 10%
or 15%. But the underlying pressures
from our value system will always keep
health care very expensive. No one in

ically search out those tests and treat— needed procedures, surgically striking health plan essentially requires govern—
ments of little or no benefit to patients  with no collateral damage, no one hav— ment coming in with the National America really wants a Volkswagen
by amassing huge computer databases.  ing to give up anything. To believe in Guard or something to make your em — health-care system — basic cheap care
The idea iswe M just be able to take  that, you have to have a unique faith in  ployer provide you with private insur— for all. They say they want itin the ab—
Kind of a Patriot missile toknock out un— science. Other countries don"t They ance, with the government taking care stract But they don Twant itin practice.
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Senator Fred F. Zharoff
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MEMORANDUM
T0: Senator Drue Pearce

Chair

Senate Labor and Commerce Committee
FROM: Senator Fred F. Zharoff
DATE: March 8; 1991
RE: Senate Bill 92 - "An Act relating to the lending

authority and loans of the Commercial Fishing and
Agriculture Bank; and providing for an effective
date."

I respectfully request that Senate Bill 92 be scheduled for a
hearing before the Senate Labor and Commerce Committee at the

committee™s earliest convenience.

SB 92 would allow the Alaska Commercial Fishing and
Agriculture Bank to develop a small loan program specifically
targeted at rural commercial fishermen.

CFAB 1is a cooperative lending institution that was created by
the Alaska Legislature in 1978 to serve Alaska®s commercial
fishing and agriculture industries. In recently evaluating
CFAB"s effectiveness, the officers concluded the 1institution
was not doing as good a job as it could in Western Alaska and
the Arctic-Yukon-Kuskokwim area. The commercial fishermen 1in
these regions generally are engaged in relatively low income
fisheries 1in which a relatively small capital 1investment is
required for participation.

Financing for these fisheries operations, 1in general, has been
difficult to obtain because of the regions® remoteness (all
business must be transacted by phone or mail), Jlanguage
difficulties, less exposure to financial systems and
institutions, the fishermen®s Jlack of alternate 1income, and
the annual fluctuations in salmon returns and 1income.

To serve these people, CFAB plans to start a program for small
loans of less than $25,000. CFAB envisions establishing
relationships with rural businesses and agencies (village
corporations, Native associations, etc.) for originating and
servicing these small loans.
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CFAB could set up the program for small loans without

legislation. The program is 1included in the bill so the
legislature will have a full understanding of what 1is being
proposed. The operative change CFI.B requires in statute to go

forward with 1its plans is in (b)(1) of Section 1, an exemption
from CFAB®"s membership requirement.

As a cooperative, CFAB requires its borrowers to Dbeconme

members/owners. This 1involves the purchase of capital stock,
extensive documentation, and a recordkeeping/communication
burden. The administrative requirements are complicated and

costly for both CFAB and 1its borrowers, and an impediment to
small loans.

Through SB 92, CFAB 1is requesting the legislature to make the
small 1loans program more feasible - both for CFAB and the
borrowers - by granting a membership exemption wunder the
limited circumstances proposed 1in the bill.

SB 92 also makes clarifying changes in CFAB"s existing statute
by confirming that using permits for collateral, nominating
another person to assume a note, and instituting legal action
to recover deficiencies applies to CFAB loans for
fishing-related needs as well as loans for the purchase of

entry permits.
The Department of Commerce and Economic Development prepared a

position paper in support of the House companion version of
this bill, HB 111. SB 92 has no fiscal cost for the state

government.
The following backup information is attached:
1. A sectional analysis.

2. CFAB®"s 1990 annual report.

3. CFAB statutes.
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SECTIONAL ANALYSIS
SENATE BILL 92.

"An Act relating to the lending authority and Jloans of the
Commercial Fishing and Agriculture Bank; and providing for an
effective date.”

SECTION 1
Adds a new section to statutes, AS 44.81.225, authorizing the

Alaska Commercial Fishing and Agriculture Bank (CFAB) to make
small loans to qualified borrowers who are not bank members.

(a) Explains the reason for the program.

(b) (D Allows the small loan borrower to be exempt from
the CFAB membership requirement.

(b) (2 Limits the amount that may be loaned to each
borrower under this program to no more than $25,000.

(c) Limits the total amount of money that may be used
for small loans to no more than eight percent of
CFAB"s total capital. CFAB®"s capital 1is presently

about $37 million, so the amount available for small
loans at the present time would not exceed
$2,960,000.

(©)) Allows CFAB to contract with a public agency or
legal entity to service small loans.

SECTION 2

Amends 44.81.230(a) to include a reference to 41.81.225.
44.81.230(a) is an existing requirement for the Commercial
Fisheries Entry Commission to certify that a fisherman who
borrows for the purchase of a limited entry permit qualifies
as a permit transferee under the limited entry statutes and
regulations.

SECTION 3

Amends 44.81.230(hb) — which lists the requirements for
pledging an entry permit as collateral for a loan - to
include a reference to 44.81.225. Also, by including a

reference to 44.81.235, confirms that a permit lien can apply
to loans made for fishing-related needs other than the
purchase of limited entry permits.
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SECTION 4

Amends 44.81.230(F) - which allows a loan debtor to avoid
foreclosure on an entry permit by nominating another person to
assume the note - to include a reference to 44.81.225. Also,

by including a reference to 44.81.235, confirms that this
method of avoiding foreclosure 1is applicable to CFAB loans for
other fishing-related needs.

SECTION 5

Amends 44.81.250(d) - which allows CFAB to 1institute legal
action to recover deficiencies - to include a reference to
44.81.225, thereby extending this section to cover the small
loans program. Also, by including a reference to 44.81.235,
confirms this section applies to loans for other

fishing-related needs.
SECTION 6

Immediate effective date.
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SB 92: "An Act relating to the lending authority and loans of the
Commercial Fishing and Agriculture Bank; and
providing for an effective date."

The department encourages the intent to foster further development of our
commercial fisheries industry, especially geographic areas which may
discourage normal lending sources. It is our understanding that this type of
development activity is the foundation upon which CFAB was built.

We do question, but are not opposed to, the exemption provisions of membership
to be qualified for a loan. One ofthe fundamental elements in the well-being of
any cooperative is the support of its members and, in turn, the coop’s
membership service. It may be in the best interest of not only the success of
CFAB but fisheries development to expand membership rather than dilute it.

The department encourages passage of SB 92.

e /41"VV‘

GlentAi. Olds, Ccmmissioner

D ate:

GAOAVFK/dgl9015D-2
032691a
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HB 111:  "AnAct relating to the lending authority and loans of the
Commercial Fishing and Agriculture Bank; and
providing for an effective date."

The department encouragrs the intent to foster further development of our
commercial fisheries industry, especially geographic areas which may
discourage normal lending sources, it is our understanding that this type of
development activity is the foundation upon which CFAB was built.

We do question, but are not opposed to, the exemption provisions of membership
to be qualified for a loan. One of the fundamental elements in the well-being of
any cooperative is the support of its members and, in turn, the coop’s
membership service. It may De in the best interest of not only the success of
CFAB but fisheries development to expand membership rather than dilute it.

The department encourages passage of HB 111.

Olds, Commissioner

Date: f

GAO/WFK/dgl9015D
022891a
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STATE OF ALASKA BILL NO. HB 111

1991 LEGISLATIVE SESSION

Revision Date: D mer
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authority and loans of CFAB Component: Banking & Securities_

Sponsor: Rep. Navarre
Requestor: Co - 1

Expenditures/Revenues: (Thousands of Dollars)
Fy 92 FY 93 FYy 94 FY 95 FY 96 FYy 97

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT

LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

FUNDING: (Thousands of Dollars)

GENERAL FUND
FEDERAL FUNDS
OTHER

POSITIONS:

FULL-TIME 0
PART-TIME
TEMPORARY

Estimate of current year impact:

Prepared By: WFfms Tk Kirkpatrick, Director Phone: 465-2521
Division: Banking, Securities & Corporation; \, A Date: 2/28/91

Approved by Commissioner: Glenn A. Olds (10ft1

Agency: Department of Commerce & Economic Development Date: 9

Distribution (by preparer): Legislative Finance, Legislative Sponsor, Requestor, OM3, & Impacted Agency(ies).
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2550 Denali Street, Suite 1201
P. 0. Box 92070

Anchorage, Alaska 99509-2070
(907) 276-2007

February 19, 1991

Senator Drue Pearce

Chair, Senate Labor and Commerce Committee
Alaska State Legislature

Post Office Box V (M.S. 3100)

Juneau, Alaska 99811

Dear Senator Pearce,

We have been told that among the casualties of current budget
reduction efforts in the Department of Commerce®s Division of Business
Development 1is an amount of about $200,000 which had been provided annually
in the recent past to partially fund activities of the Alaska Business
Development Center, Inc., and the Fairbanks Native Association.

We cannot, and do not, presume to be in a position to second-guess
the individuals who must make cosr-rutting decisions, and that 1is not the
spirit of this letter. We would like t. say for the record, however, that
- if the $200,000 number 1is accurate - it appears to be an extremely
effective expenditure in terms of making valuable services available to
needful rural Alaskans.

I suspect that at CFAB we see only the tip of the iceberg with
regard to the work of ABDC; we have considered about 20-30 loan applications
in the past year from fishermen who had sought counseling assistance from
ABDC. We have also referred a number of rejected applicants and other
inquirers to the Center for counseling, and we do so with great confidence.
In addition, CFAB officers frequently encounter Center personnel taking an
active and constructive part in seminars, workshops, panels, etc., in rural
Alaska. Our loan officers are unanimous 1in the collective view that the
Alaska Business Development Center has been a consistently positive force in
helping individuals and small businesses confront the often formidable
challenges of financial planning and orderliness.

The cash-flow patterns and pressures of life in rural Alaska are
clearly much more daunting than anything faced by those of us who are
blessed by a salaried consumer lifestyle, and the services of Alaska
Business Development Center in that area seem to be totally consistent with

Alaska Commercial Fishing and Agriculture Bank



Senator Drue Pearce
February 19, 1991
Page 2

Governor Hickel"s expressed desire to spend public money in ways which can
maximize the private sector®s contribution to Alaska. In summary, we
respectfully urge that this item be objectively and comprehensively
considered as the Department"s budget priorities are established.

Very truly yours,

E
President

EEC:dmv

cc: Dr. Glenn Olds, Commissioner
Department of Commerce and Economic Development
Jamie Parsons, Director
Division of Business Development
Gary Selk, President
Alaska Business Development Center, Inc.



hirch 22, 1991

Senator Fred Zharoff
Post Office Box V
Juneau, Alaska 99811

Dear Senator Zharoff,

For the Community Enterprise Development Corporation of Alaska
and its members, I wish to voice our support for Senate Bill No.
92. This Bill, if passed, would allow the Alaska Commercial
Fishing & Agriculture Bank to make $25,000 commercial fishing

loans.

Please allow me to tell you something about Community Enterprise
Development Corporation of Alaska (CEDC). CEDC, formed by the
Federal Government 1in 1968, 1is a non-profit organization designed
to promote economic development 1in rural Alaska. We have 168
rural organizations who are members of CEDC, and the geographic
areas which our members come from range from Sitka to Barrow.

One of the programs which we have, and is perhaps the most
visible one in rural Alaska 1is our EDA Boat Loan Program. CEDC
inherited this program from the Alaska Native Foundation in 1983.
It is now ihe most creditable Federal Loan Program 1in rural
Alaska. This program gives Western Alaska Fishermen, who
otherwise could not qualify for a commercial bank loan,
alternative financing for their boats. Since 1983, ninety four
fishermen received financing worth $1,123,973 for boats and gear

from CEDC.

Our program has, and will continue to have a positive economic
impact in Western Alaska. However, we do have restrictions with
this program, and this is why we support Senate Bill No.92.

Our loan fund is small, and on an average we can only make 10 new
boat loans per year. We cannot make loans outside of Western
Alaska. Also, because we can net take fishing permits as
collateral, we do not make permit loans. Within our service area
the average fishing permit is worth from $12,000-%$25,000.

K CEDC

Community Enterprise Development Corporation of Alaska

1577 0" street 7UB suite 304/Ancnor3ge. Alaska 99501, 907-274-5400



Based on the number of inquiries that we get from fishermen
outside of our service area. And due to limitations in our
program. We can see there is adequate need for small fishing
boats, and fishing permit financing in and outside of our service

area.

CEDC and CFAB share a common interest with commercial fishermen.
We both would like to see fishermen meet their goal of self-
sufficiency- If this bill passes, this goal will be more
attainable for."the small boat"fishermen.

Sincerely,

" ITEVELOPMENT

President & CEO
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ALASKA COMMERCIAL PISH INC. AND AGRICULTURE HANK
Executive Message to Members

May 31, 1990, marked the end of the Nth year of CFAB
operations. We believe that in some respects, though, it's
appropriate to view Fiscal 1990 as the first year of "nor—
mal" operations. From 1980 on into 198"), CFAB"s activities
and results were influenced in part by its immaturity, by
both intemal and external exuberance in implementation of
a unique concept, and by an aggressiveness inkeeping with
the inflationary trends of the time and with the trend of
Alaska"s economy in general.

The mid-80"s were marked by the effects of crippling loan
losses to CFAB; policies, practices, and financial resultswere
dramatically influenced by the need to retrench and
recover. At best, those years can be characterized as a
"holding period."

Fiscal 1988 and 1989 were brighter. The significant distor—
tions to CFAB Sactivities and financial results were generally
favorable, reflecting recoveries which were the results of
prior years® efforts. Fiscal 1989 was a particular example of
that with over 50 percent of itsgross income and about 80
percent of its net proceeds attributable to the efforts and
events of prior years.

There were very few elements such as the above, and
none which were extreme, affectingoperations and financial
results in Fiscal 1990. We are pleased by the short-term
trends and inferences which can be drawn from such limited
experience.

New Loan Activity

There were 102 new members of CFAB in Fiscal 1990. the
largest number, by far. in any twelve-month period since
1983. These are individuals, partnerships, and corporations
who turned to CFAB for the firsttime to meet their respec—
tive financing needs.

Excluding seasonal loans to processors (to avoid confus—
ing distortions). CFAB made 171 new loans in Fiscal 1990;
they involved advances of over $14.0 million. One hundred
of those loans, totaling about $8 8 million, were to new
members. The remaining 71 were repeat loans to "old"
members and involved about $5.3 million.

Neither CFAB"s Board of Directors nor its management
are inclined to guide the institution on a course of "bigness
for bigness %ake." Nevertheless, we are heartened by the in—
dications that CFAB isproviding service to new segments, or
new generations, in the Alaska seafood industry; by the
gradually reducing average loan balance ,""hlch tends to
limit CFAB"s wulnerability to localized adverse
developments); and by the continuing diversity of its loan
portfolio among major fisheries.

Financial Condition

We invite your attention to CFAB*s financial statements,
and its independent auditors® opinion letter, elsewhere in
this Annual Report. CFAB"s total assets increased about
$10.8 million during the year, slightly less than the $11.2
million increase in net loans and receivables outstanding.
Further analysis of the latter change, aided by a review of
NOTE B to the financial statements, discloses that CFAB"s
gross earning loans and receivables increased by about
$12.9 million. This increase, offset inpart by an increase of
only $9.2 million in interest-bearing debt, implies an
enhancement of future opportunities for net proceeds. This
inturn made possible a reduction inthe interest rate charg—
ed on al variable rate loans; that reduction was made effec—
tive June 1, 1990.

CFAB"s net equity increased about $1.8 million in Fiscal
1990. Much of that increase is related to the retention of net
proceeds, but over $700,000 isthe result of new borrowers”
direct investment in Class B Preferred Stock. There was a
small net reduction ofabout $3,000 inoutstanding Class A
Membership Stock. This arose through the retirement of the
Class A Stock of about 400 members who had been inactive
for three or more years. In most cases, the $10 par value
was paid to those members; inthe few instances involving
members who had previously defaulted on obligations to
CFAB. the par value was transferred to CFAB"s unallocated
surplus account.



Financial Results of Operations

CFAB"s statement of net proceeds for Fiscal 1990 shows
some major changes lrom the prior year, primarily in the
areas of gross revenues and net proceeds. As mentioned
earlier, this is because in Fiscal 1989 CFAB received large
amounts of long-overdue interest income while Fiscal 1990
was essentially a "normal"" operating year.

There are several categories of operating expenses, as
reported, which reflect relatively large increases from the
prior year and which merit comment. "Salaries and
benefits" increased nearly $95,000. That amount does in
fact include modest and "normal" increases incompensa—
tion to CFAB"s employees as well as significantly higher
health insurance costs. The majority of the increase,
however, isrelated first to the recording of the cash value of
accrued vacation leave ($35,0001 at May 31, 1990, to con—
form with accounting rules; and, second, to the fact that
Fiscal 1989"s reported expenses had been reduced by
receipt of proceeds ($40,200) from termination of a sup—
plemental retirement plan.

There was an increase of about $35,000 in "Advertising
and promotion expenses. Thisarose primarily from (I)the
one-time expense of CFAB"s 10th Anniversary Open House.
(2 the introduction of radio advertising, (3) broader use of
newspaper advertising, and (4) increased participation in
trade shows, etc. Evaluation of the effectiveness of the lat—
ter three activities isongoing, and related expenditures are
likely to fluctuate in amount. We do believe that increased
loan activity in Fiscal 1990 was due — at least in part — to
CFAB"s promotional efforts.

"Professional fees" were about $25,000 greatei than in
Fiscal 1989. Most of that arose from CFAB"s defense of a
lawsuit emanating from a 1982 personnel action. We believe
that suit has no merit. Infact, CFAB has been granted sum —
mary judgment, but the matter isstillembedded inthe ap—
peal process.

Meatier Note Program

In CFABS 1989 Annual Report, and In subsequent
newsletters, the Member Note Program was announced.
That program makes itpossible for nembers to effectively
utilize short-term funds through the purchase of unsecured
CFAB notes. To date, the program has not been used by a
wide range of CFAB members, For those members who
have participated, though, itseems to be an attractive ar—
rangement — over the 9-month course of its aailability,
notes totaling $1,008,000 were sold.

CFAB Staff

There were no changes in CFAB"s 18-person fulltime
employee group during Fiscal 1990. We are pleased with
the staff"s stability and commitment, which result in clear
and definite benefits to existing member-borrowers and
which contribute to the growth trends as vell.

Board Changes

At CFAB"s 1989 Annual Meeting, Bristol Bay fisherman
Glenn Gustafson of Anchorage and Prince William Sound
fisherman C. Ross Mullins of Cordova were elected to CFAB*s
Board of Directors. They replaced Harvey Samuelsen and
Bob Waldrop, each of whom had declined to seek re-
election. Mr. Samuelsen was one of CFAB"s original Direc—
tors (and the last to serve as an active Director), and he and
Mr. Waldrop together represented over 17 years" ex—
perience V'ith CFAB. All of CFAB"s members have benefitted
from the dedication and contributions of these longtime
Directors.

1990 Annual Meeting

One three-year Director"s term is subject to election in
1990, and a call for nominations will have been issued prior
to distribution of this Annual Report. Inaddition, itwill be
necessary to seek candidates for completion of the unex—
pired term of CrAB"s "farmer" Director.



The number and percentage of eligible members voting
in Director elections and on other CFAB business have con—
tinued to increase in recent years. However, actual atten—
dance at Annual Meetings has continued to be minimal
even though a variety of approaches - including sectional
meetings in coastal communities — has been attempted.
Therefore, the Board has concluded to hold the 1990 An —
nual Meeting on Friday. October 26, in CFAB"s own quarters
and with limited special features in order to minimize the
cost. Official notices will be mailed in September.

Statewide Fishermen®s Conference

CFAB has been invited to participate with a broad group
of Anchorage and Southcentral businesses to present a
trade show and conference for Alaska fishermen in late
November at Anchorage®s Egan Convention Center. We have
taken particular interest in the conference itslf, which ishbe —
ing structured to give fishermen insight into the dramatically
changing market forces which affect Alaska seafood,
especially salmon. Fishermen tend naturally to focus their
attention and energies on production and production-
related factors. We believe the direct effects on fishermen®s
incomes from competitive market developments are equally
worthy of attention and understanding, and we expect to
vigorously promote and support CFAB member attendance
at the November conference.

Gil Gunderson

Chairman, Board of Directors

Edward E. Crane

President
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Independent Auditor®s Report

Board of Directors

Alaska Commercial Fishing
and Agriculture Bank

Anchorage, Alaska

We have audited the balance sheets of Alaska Commercial Fishing and Agriculture Bank as of
May 31, 1990 and 1989, and the related statements of net proceeds, changes in capital and
patronage, and cash flows for the years then ended. These financial statements are the responsibility
of the Company®s management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit inc"udes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our

audits provide a reasonable basis for our opinion.

In our opinion, such financial statements present fairly, in all material respects, the financial posi—
tion of Alaska Commercial Fishingand Agriculture Bank as of May 31, 1990 and 1989. and the results
of itsoperations and mscash flows for the years then ended in conformity with generally accepted

accounting principles.

Certified Public Accountants
lune 14. 1990



ALASKA COMMERCIAL FISHING AND AGRICULTURE BANK

Balance Sheets

Assets:

Loans and other receivables, net of allowance for loan losses
of $1,205,648 and $1,471,399, respectively

Accrued interest receivable

Deferred income tax benefits

Investment in National Bank for Cooperatives

Bankpremises.furnitureandeqUipment.net. .

Acquired assets heid for sale

OBNEI SSBES . vvvvveeveeieres et

Prepaid income taxes

Liabilities:
Accounts payable and accrued EXPENSES....ccurmrrrmrrresresnreriennes
Accrued interest payable
Class B preferred Stock SUDSCIIPLONS.....crvivrriririrsisnssiessiesssesesesssesesens
Notes payable
Dividend payable
INCOME tAXES PAYADIE ... e

Commitments and Contingent Liabilities (Note H)

Capital:
Share capital -
Class C special preferred stock, $10,000 par value,
authorized 4,000 shares, outstanding 3,130 shares
Class B preferred stock, $100 par value, authorized
400,000 shares, outstanding 28.187 and 26,261 0
Loans receivable on Class B preferred StoCK ...
Class A membership stock, $10 par value,
authorized 10,000 shares, outstanding 843 and 1,147

Capital in excess of par value
Contributed capital
Unallocated surplus

See notes to financial statements.

May 31,

1990 1989
S 21.890 $§  126.752
45.300.534  34,107.728
1,944.488 1,661,180
426,203 239.912
4,549,247 5.374,626
118,382 155,413
133,395 133.406
42813 20,336

140,000

$ 52,676,952 $ 41,819.353
$ 193395 $  91.655
229,367 186,449
99,077 28,249
16.359,128 7.190.780
48,600 37.328
363,547
16,929,567 7,898.008
31,800,000 31,800,000
2,818,700 2,626,100
(442,700) (955.900)
8,430 | 1,470
34.184,430  33.481.670
111,600 102.420
144.626 144.626
1.306,729 192.629
35,747,385 33.921.345
S 52.676.952 s 11.819.353



ALASKA COMMERCIAL FISHING AND AGRICULTURE BANK

Statements of Net P/oceeds

Cross Loan Revenues:
Interest and fees on loans and other
Provision for al lowance for loan loss .

Net Loan Revenues.............
INtErest EXPENSE..crveernererneiiniinens

Net proceeds before other income, operating expenses,
income tax expense and extraordinary credit..............

Other Income:
Interest on temporary investments
Gain on sale ofassets............
Net income from acquired assets. .

Operating Expenses:

Salaries and benefits .......
Occupancy expense ........
Advertising and promotion.. .
Professional fees............
Travel, lodging and meals ....
Office operations ..........
Depreciation and amortization
Telephone and postage
Directors” fees..............
Miscellaneous..............

Net proceeds before income tax expense and extraordinary credit

INCOME 1aX EXPENSE..vvvvvvvvrrrrsrrrrrrreiernsreenene
Proceeds before extraordinary credit.

Extraordinary credit — Utilization of net operating loss carryforward .

Net Proceeds.....ovecvevcvrnnn.

See notes to linancial statements.

Year ended May 38.
1990 1989

$ 4,701,341 $ 8,103.810
204,500 132.300

4,496.841 7,971,510

900,648 1,308.357

3,596.193 6.663,153

2,379 231,113
798 425
13,659 10.000
16.836 241.538

3,613,029 6.904.691

1,229.207 1,135.476

157,665 162.328
119,014 83,937
93,829 68.679
65,687 57.365
47,783 46.807
46,116 75,142
31,822 30.184
22,375 16.650
25,581 22.612

1,839,079 1.699.180

1,773,950 5.205,51 1

784,000 2,100.000
989,950 3.105.51 1

172,000 1.970.000

S 1.161.950 5.075.51 |

mngmn



ALASKA COMMERCIAL FISHING AND AGRICULTURE BANK

glatements of Changes in Capital and Patronage.. = 1 5 _ _ __ L

Capital in
Share excess of
capital par value

Balance, May 31. 1988 $ 32,864,080 $§ 95,310
Allocation to unallocated UNdiStrBULEA 10SS......irirrririisrirssi s
Issuance (redemption) of stock during the year:
Class B preferred stock. 5,026 ShAreS, NeL......cccrimriimrimririsssssssssssessssssssssssssens (502,600)
Class A stock. 79 shares 790 7,110
Reduction in loans receivable on Class B preferred StoCK.......coourimrmrmnseisessisssisnnns 1,119,400
NBE PIOCERAS. covvvvuuviveiriaes s s s
Amortization of unallocated patronage defiCit. ... e
DIVIAENAS AECIATEA..uvvevuries et st
UNANIOCAIEA SUTPIUS covovvvvieiiicrieeciescses s s st ne siesss st st nns ssnsssssnsssssns
Balance, May 31, 1989 33,481,670 102,420
Issuance (redemption) of stock during the year:
Class B preferred stock, 1,926 shares, Net.......ccouvvmvrinsriinnnns 192,600
Class A STOCK. 229 SAIES, N B ...t (2.290) 9,180
Class A stock, 75 shares, CANCEIIE ... (750)
Reduction in loans receivable on Class B preferred StoCK........ouvmrinmrinnrinmrrinsrinssisssssneenns 513,200
NEE PIOCERAS ovvveeveveirie et ssesis ot e
DIVIAENAS TECIATEU. ...ovverevvriiirriiiens e s
UNAIOCAIEA  SUIPIUS..uvivrrviiseiirsiesississs s sssss st ssss s s sss st st sssssnnnsss ssssnsssssnssssnssssns sssssssnssssnnes
Balance, May 31, 1990.......cccouriimmmmriiimmmrrernesrisrnnnns $ 34,184,430 $ 111,600

See notes to financial statements.



Contributed Unallocated
surplus

capital

$ 144,626 $

144.626

Allocated
undistributed
patronage

- $ 825.691

(825.6911

192.629

192,629 -

750

1.1 13.350

$ 144.626 $ 1,306.729 $ -

Net
proceeds

$ -

5,075.51 1
(4,845.554)
(37.328)
(192.629)

1.161.950
(48.600)
(1.1 13.350)

m o, o M

Unallocated
patronage
earnings
(deficit)

Total

(5.671,245) $ 28,258.462
825.691

(502.000)
7,900
1,1 19.400
5,075,51 1
4,845.554
(37,328)

- 33,921.345
192,600

6.890

513,200

1,161,950
(48,600)

- $ 35.747.385



ALASKA COMMERCIAL FISHING AND AGRICULTURE BANK

Statements of Cash Flom

Cash flows from operating activities:
Interest received
Fees received
Payments fOr OPerating EXPENSES oottt ettt be s e bt s e et sene e b ene e e
O T =TS A O U o OSSPSR
INCOME TAXES PRI cuiiiiiieiiieiseiee ettt b e bt b et e et e s et b et e s b e s e et e e e be st e s et e sbeneeneneas

Cash Provided by Operating Activities

Cash Flows from Investing Activities:
Loan originations, net of undisbursed funds and principal repayments on member loans..
Required investment in National Bank for COOpPeratives. ...
Proceeds from retirement of investment in National Bank for Cooperatives
Proceeds from lease Of aCQUITEA @SSEIS ..
Proceeds from sale of equipment
Satisfaction of lien on acquired assets held for sale
Payments for purchase of @qUIPM ENT .

Net Cash Provided by (used in) Investing A CtiVItIES. ..o

Cash Flows from Financing Activities:
Additions (repayment) of notes payable, net
Repayment Of CaPital 1@aS e . it
Proceeds from issuance of Class B stock
Proceeds from issuance of Class A stock,net
Proceeds from subscription for Class B stock
Payment of dividends t0 MeM OIS ..
Proceeds from member notes, net

Net Cash Provided by (used in) Financing Activities

Net Increase (Decrease) IN CaSh .ottt sttt neena

Cash, beginning Of YEAT e

L0 S AT =T oo o YT | SRS

See noies to financial statements.

Year ended May 31.
1990 1989

5 4,208,059 $ 8,441,456
212.353 234.178
(1,748,486) (1.677,811)
(857,730)  (1.556.634)
(1,301,838) 16.365)

512,358 5,434.824

(11,362,521 5,323,534
’(102,988) (122,516)

928,367 274,519
13,659 10.000
798 425

12 (47.817)
(9,085) (1.749)

(10.531,758) 5,436,396

9,161,097 (11.508.891)

(12,749) (8.872)
705,800 616,800
6,890 7,900
70,828 22,549
(37,328)
20,000

9.914,538 (10.870.5 14)

(104,862) 706

$ 21,890 $ 126,752

126,75



Reconciliation of Net Proceeds to Net Cash Provided by Operating Activities:

Net Proceeds

Adjustments to reconcile net proceeds t0 cash provided by operating activities -

Year ended May 31,
1990 1989

$1,161,950 $ 5,075,511

DT oL L Toa T 1 A Lo OSSPSR 46,11675.142
Deferred taX DN Tit ettt ettt eene e (186,291) (239.912)
ProViSION Or 10AN [0S S S ittt ittt et ee e et r e s e e s et e e st e st e sreernees 204,500132
Lease income from assets held for Sale ... (13,659) (10,000)
GaIN 0N SAIE OF @SS TS ittt st sttt st e R bR e st e R et e s e et b n et e re e e 7 3°)(425)
FOTBCIOSUIE COSES ittt bbbt bbb bbbt bbb bbb e e et b bbb e e (34,786) (144,398)
Changes in assets and liabilities:
Accrued interest receivable ... (283,308)
(O 11T G 1o 1= £ ST TSP PP TP TSP TSP URPTPPRSUTON (22,477) (6.947)
Accounts payable and aCCrUET X PN SES .ottt sr b e bene e nners 101,740 (46.827)
Accrued interest Payable. ... 42,918(103.878)
Income taxes Payable. ... (363,547) 363,547
Prepaid INCOME TAXES  .iiiiieriiiiieiie ittt st b e bbbt b et et e e s bt e st e et e sennenes (140,000)___
Total AdjustmMentsS ... (649,592) 359.313

Net Cash Provided by Operating Activities

Supplemental Schedule of Noncash Investing and Financing Activities:

Addition of a capital lease obligation for equipment

See notes to financial statements.

$ 512,358 $ 5.434.824

$ 58.840



ALASKA COMMERCIAL FISHINC AND AGRICULTURE BANK

Notes 10 Anancial Statements

Year Ended May 31. 1990 and 1989
Note A —Summary of Significant Accounting Policies:

operalions: The Alaska Commercial Fishing and Agriculture
Bank (CFAB) was incorporated on May 4, 1979 to promote
growth ol Alaska agriculture and fishing by providing debt
financing to resident-owned businesses engaged in
harvesting, processing or marketing, and to promote its own
growth as a strong user-oriented institution through
cooperative ownership and self-governance.

lutes! 00 10215: The accrual of income is suspended on loans
for which the payment of interest is contractually past due
more than 90 days.

Investnentin Nationgl Bank for Cooperatives: The investment in
National Bank for Cooperatives (NBC) is stated at cost plus
noncash patronage notifications. No ready market exists for
this investment. Patronage dividends from NBC reduce in-
terest expense to NBC in the year declared.

Alowance for foan losses: The allowance for loan losses is bas-
ed upon review and evaluation of nonaccrual loans, other
delinquent loans, and large loans as well as application of
a potential loss factor consistent with CFAB's experience.

hequired assets field for salt: Acquired assets held for sale in-
clude those assets acquired through foreclosure. These
assets are carried at the lower of fair value or the recorded
investment in the related loan. Holding costs are expensed
when incurred unless such costs increase the fair value of
the asset.

Bank premises, furniture and equipnent: Bank premises, furniture
and equipment are stated at cost less accumulated
depreciation and amortization. Depreciation and amortiza-
tion are charged to operations by use of the straight-line
method over estimated useful lives of three to ten years. Ex-
penditures for maintenance and repairs are charged to
operating expense as incurred. Expenditures for renewals
or improvements which extend the life of an asset are
capitalized at cost and depreciated as stated above. Upon
sale, retirement or other dispositions of property, the cost
and accumulated depreciation are removed from the
respective accounts and the resulting gain or loss recorded.

Income loves: CFAB qualifies as a cooperative taxable under
Subchapter T ol the Internal Revenue Code.

n iirw im i in imimimnrron in = m r rn mm m il

Deferred loan fees: Statement of Financial Accounting Stand-
ards (SFASI No. 9 1 "Accounting for Nonrefundable Fees and
Costs Associated with Originating and Acquiring Loans and
Initial Direct Costs of Leases." became effective for loan
originations beginning lanuary 1, 1988. SFAS No. 91 re-
quires loan origination lees and direct loan origination costs,
if material, to be capitalized and the net fee or cost to be
amortized over the life of the related loan as an adjustment
to yield. SFAS No. 91 was not applied because the effects
were not material to the financial position or results of
operations.

Ncf 18001ting of cask receipls and paynenis: Statement of Finan-
cial Accounting Standards ISFAS) No. 104, "Net Reporting
of Certain Cash Receipts and Cash Payments and Classifica-
tion of Cash Flows from Hedging Transactions," becomes ef-
fective |une 15, 1990. SFAS No. 104 amends SFAS No. 95 to
permit banks to report net amounts of cash receipts and
cash payments for loans made to customers and principal
collections of loans, and deposits accepted and repayments
of deposits. As permitted, CFAB has elected early adoption
of SFAS No. 104 and the 1989 financial statements have
been restated.

Reclassificalion: Certain items in the 1989 financial statements
have been reclassified to conform to 1990 presentation.

Note B —Loans:

CFAB's loan portfolio by major category is as follows:

May 3L
1990 1989

Seafood harvesters S 30.170.321 S 27.080.S8b
Fish processors 11,902,245 7,1 16.742
Agriculture and timber 3.409.048 588.38b
Other receivables 1,467.268 1.749.313
46,948.882 36.535.027

Less loans receivable on
Class B preferred stock 442,700 955.9(K)
46.506.182 35.579.127
Less allowance for loan losses 1.205 648 1.471 399
S 45.300.534 S 34 107.728

In accordance with its statutory mandate and authority,
CFAB's linancing activity is limited to the Alaskan commer-
cial fishing and agriculture industries. This concentration of
loans in resource-based industries results in an unusual
level of risk exposure.



ALASKA COMMERCIAL FISHING AND AGRICULTURE BANK

Notes t0 Financial Statements ‘onlimwd

The loan portfolio includes loans which have been
classified as nonaccrual. Nonarcrual loans by major
category are as follows:

May 31,
1990 1989
Seafood harvesters S 1.341.632 S 2.500,981
Fish processois 898,882 1.49,8.416
Agriculture and timber 233,385
Other receivables 129.352
2,240,514 4.362.134

Less loans receivable on
Clasj B preferred stock 10,600 156.000

S 2.229,914 S 4.206.134

Activity in the allowance for loan losses is as follows:

May 31,
1990 1989
Balance at beginning
of year S 1,471,399 S 2,197.140
Charged to expense 204,500 132.300
Recoveries on loans
previously charged off 317,950 27.400
1,993.849 2.356.840
Less loan amounts charged off 788.201 885.441
Balance at end of year S 1,205,648 S 1,471.399

The allowance for loan losses is periodically evaluated by
management and changes are recorded through the current
period provision for loan losses.

Loans to Directors: To qualify for election to the CFAB Board of
Directors, an individual must be a borrowing member or be
an officer or principal of a corporation, partnership, or joint
venture which isa borrowing member. Loans to these direc-
tors or their interests totalled $323,485 and $215,605 at
May3l1,1990 and 1989. respectively.

Note C —Bank Premises, Furniture and Equipment:

Bank premises, furniture and equipment consists of the
following:

May 31.
1990 1989
Furniture, fixtures and
equipment S 902,865 S 891.781
Leasehold improvements 147.202 147.202
1,050.067 1.040.983
Less accumulated depreciation and
amortization 931.685 885.570
S 118.382 S 155.413
Note D —Notes Payable:
Notes payable consists of:
May 31.
1990 1989
NBC long-term notes with
interest rate of 11.28%.
maturing in January. 1993 S 5,000,000 S 5.000.000
NBC short-term notes and
seasonal loan with interest
rates ranging from 9.11 M
to 10.0%, maturing
May 1, 1991 11.301,440 2.140.766
Member note with interest
rate of 8.5% maturing
August 26. 1990 20,424
Other - Capital lease 37,264 50.014

S 16.359,128 S 7.190.780

The NBC notes are secured by substantially all CFAB assets.

Principal payments required on notes payable are as
follows:

Year ending Mav 31 Amount
1991 11.333,632
1992 11.768
1993 5,01 1.768

1994 1.960



ALASKA COMMERCIAL FISHING AND AGRICULTURE BANK

Notes t0 Financial Statements (QlUI

Note E—Employee Benefit Plans:

CFAB has an employee benefit plan as defined under Sec-
tion 401 IK) of the Internal Revenue Service Code covering
substantially all employees.

An employee isallowed to contribute up to 15% of his/her
earnings to the maximum limit allowed by the Code. Con-
tributions by CFAB to the plan are at the discretion of the
Board of Directors. Contributions by CFAB for the years
ended May 31 1990 and 1989 were $56,279 and $54,018.
respectively.

Note F —Capital:

Share tapital: Shares owned by the State of Alaska must be
repurchased by CFAB on or before |uly 20, 2000.

Preferential shareholders’ rights on dissolution are attached
in the order of Class C, Class B and Class A

The following rights apply to the three categories of stock:

Class C - No voting or dividend rights. May only be issued
to the State of Alaska.

Class B- No voting rights. Class B stock may only be held
by members of CFAB. Prior to December 31
1985, all loans required a purchase of Class B
stock in an amount equal to 10% of the loan
balance: however, this purchase was not funded
but was evidenced by notes. On loans made
subsequent to December 31. 1985. each bor-
rower is required to make a cash purchase of
Class B stock in an amount equal to 5% of the
total loan. This investment will remain in place un-
til retired by the Board of Directors.

Class A - No dividend rights. Each member of CFAB must
own one share of Class A stock. Each share of
stock carries one vote. Tovote, a member must be
a current borrower or have borrowed from CFAB
during the preceding two years or have minimum
retained membership earnings and/or Class B
stock with CFAB of $2,500.

Note G —income Taxes:
The provision for income taxes consists of the following:

Year ended May 31.

1990 1989
Current payable - Federal S 798.000 S 369.912
Deferred benefit - Federal (186.0001 1239 912)
S 612.000 S 130 000

The deferred income tax benefit relates principally to
the timing difference arising from the effect of the Tax
Reform Act of 1986 on the allowance for loan losses. For
Alaska State income tax calculation purposes, CFAB has
$1.908.000 net operating loss carryforward available as of
May 31. 1990, to offset future taxable earnings. The net
operating loss carryforward expires May 31. 1998.

Note H—Commitments and Contingent Liabilities:

Connilnents: CFAB leases office space under a non-
cancelable operating lease agreement which expires in
1°92 and for which the remaining lease obligation is
$265,609. Rental expense under this lease totalled
$151.844 and $156.872 for the years ended May 31.1990
and 1989. respectively.

Contingenties: CFAB isa litigant in several legal actions arising
from normal business activities, primarily related to delin-
quent loan™ and foreclosures. CFAB reserves for potential
losses on delinquent loans as described in Note A. As to
litigatign outside of delinquencies and ftreclosures.
management believes that those actions are without merit
or that the ultimate liability, ifany, resulting from them will
not materially affect CFAB's financial position or its results
of operations.
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Board of Directors and Staff

Board of Directors

Gilbert Gunderson, Chairman
Juneau

Alan Otness, Vice Chairman
Petersburg

Dean Paddock, Secretary-Treasurer
luneau

Glenn Gustafson, Director
Anchorage

Hyoung "Henry" Kim, Director
Anchorage

C. Ross Mullins, Director
Cordova

Charles W Trowbridge. Director
Palmer

Office Address:
Mailing Address:
Telephone:

FAX:

Staff

Iver H. Amundsen
Assistant Vice President

Karl D. Barnard
Vice President

Dan A. Berkshire
Vice President

Cynthia D. Blush
Bookkeeper

Darleen S. Church
Senior Vice President

Robert H. Clark
Vice President

Wendy M. Clark
Administrative Secretary

Edward E. Crane
President

Elton E. Engstrom
Loan Officer Trainee

A. W, Hall
Business Development Officer

Lela F Hart
Vice President

Isabelle R Kautzky
Receptionist

Sharon A, Morgan

Administrative Support Secretary

Mary B. Ober
Documentation Assistant

David G. Rogers
Senior Vice President

Douglas W. Sindt
Data Processing Supervisor

Lora C. Smith-Thilmony
Senior Bookkeeper

Deborah A Tosch-Price
Documentation Paralegal

Godelieve C. Van Lint
Administrative Support Clerk

DelLories M. vonGemmingen
Executive Secretary

2550 Denali St.. Suite 1201 (Denali Towers). Anchorage

P.O. Box 92070, Anchorage. AK 99509-2070

(907) 276-2007: (SOO) S-1-1-2228 (Outside Anchorage)

(907)279-7913



What is crFaB?

Alaska Commercial Fishing and Agriculture Bank
(CFAB) began operations in 1980. Its sole mission is to
provide financing of all kinds to the commercial fishing
industry and the agriculture industry (including timber)
in Alaska.

What hinds of loans and re nt
prograv ; are available frortpalcygfs?

CFAB can make loans for almost any fishing-related or
farming-related purpose. The most common purposes
are the purchase, modification, or refinancing of a vessel;
purchase of a limited entry permit: gear, engine, or
equipment replacement or upgrade: general operating
capital: and fish processing, etc. There are no "standard"
repayment terms or programs —we work with each ap-
plicant to determine a repayment schedule appropriate
to that particular loan transaction.

Who may borrow from craB?

In order to be eligible for consideration as a CFAB
borrower, an applicant must be commercially involved
in one of the industries mentioned earlier. An individual
applicant must be a bona fide Alaska resident. A part-
nership must be comprised of Alaska residents. Ifthe
applicant isa corporation, the majority ownership and
control must rest with Alaskans. There are some excep-
tions to the latter rule for companies which are involv-
ed in shorebased fish processing.

Eligibility, however, is only a first step. To obtain a
CFAB loan, an applicant must be found by CFAB to be
capable and creditworthy within the context of the
specific loan request. The standards used by CFAB are
essentially the same as those of any responsible lender.
However, CFAB's specialized purposes, and the ex-
perience we have gained, may permit us to consider a
broader range of applicants than do most other
lenders.

w flo OWS cFAB?

CFAB is a cooperative. This means that each borrower
becomes an owner through a modest purchase of CFAB
stock when a loan is made. The. State of Alaska is also
an owner. CFAB was established by a special Alaska
statute, and the State made an initial investi, ent of "seed
moneyl —that money is expected to be returned to the
State as borrowers' ownership grows.

Does that mean the State operates crFAB?

CFAB's statute provides for it to be operated as a
private cooperative rather than as a State agency. Its
basic policies and directions are established by a seven-
person Board of Directors, which hires professional
management and staff to operate the business. Five of
the Directors must be borrower-owners of CFAB and are
elected by the total borrower-ownership. The other two
Directors are appointed by the Governor of Alaska. AP
Directors' terms are for three years. CFAB holds an
ownership meeting each year - borrower-owners have
the opportunity to vote on important matters, to receive
reports from Directors and management, and to elect
Directors. The State's stock is non-voting, although CFAB
provides periodic reports to State officials.

Where does craB get its money to loan?

CFAB is not limited as to its source of funds. Since its
inception. CFAB has borrowed funds for relending from
the Federal Farm Credit System.

What iscrag's Interest rate and howis it set?

Although CFAB occasionally makes fixed rate loans,
the vast majority of its loans are on a variable rate basis.
That is, the rate will change —up or down —as CFAB's
costs change. There is no single initial rate — the initial
rate is based on the kind of loan involved. Most impor-
tant, we use a procedure to objectively analyze the
credit-worthiness cf each individual applicant, which per-
mits us to offer the most favorable interest rates to the
most desirable risks. CFAB's interest rates overall are set
to provide sufficient income to pay its own interest costs
and operating expenses and to provide a small margin.
Since CFAB is a cooperative, any margin which is actually
produced is either returned to the borrower-owners or
otherwise used to their benefit.

- EXCERPTED FROM A CFAB BROCHURE. -



