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Mr. Chairman, members of the Committee, my name is Alfred Chiplin. I am a Staff
~ Attorney with the National Senior Citizens Law Center. I focus my attention on cases
involving Medicare, home health care and Older Americans Act issues. Suffice it to say, the
Center has many years of experience defending the rights of consumer's of health care and
other Federal and state entitlements and services.

- Today, I am representing the Coalition for Consumer Protection and Quality in Health
Care Reform, a coalition of more than 25 consumer groups. We thank you for providing us
with the opportunity to testify today, and congratulate you on your excellent record in health
care and in protecting the rights of the disadvantaged.

The Coalition applauds the President’'s and Congress' all-out effort to reform the health
care system. Specifically, we are pleased with the Health Security Act's attention to
consumer empowerment through an extensive system of data collection, analysis and
dissemination. The administration has also demonstrated its concern for patients rights

through the establishment of an ombudsman program, an appeals system and the development
of grievance procedures.

It is the Coalition's assessment, however, that additional consumer protections are
needed to ensure that health care plans provide high quality care. The linchpin of any national
health care system is consumer satisfaction. Reform can work, but only with strong consumer
protections to ensure that plans do not contain costs by providing less care than is appropriate.

SUMMARY

I would like to outline briefly our vision of consumer protection in the new health care
system. This new system relies on competition between health care plans and providers to
drive the cost of care down and quality of care up.

Under any new system, consumers will need easy access to unbiased information to
help them make meaningful choices between plans, providers, and coverage options. They
will need an advocate or ombudsman to help them understand and navigate through the system
and assist with resolving complaints. They will need an appeals process to address the denial,
reduction, or termination of benefits and services, and quality issues independent and fair.
They will want a grievance procedure for other patient complaints.

The system will need independent quality improvement foundations and quality
assurance and public accountability through improved licensing, certification, and accreditation

systems, and consumer control of governance structures. There must be guaranteed funding
for these programs.

These are the elements of a health care system that is sensitized to the basic fact that
the system -- physicians, nurses, pharmacists, other health care professionals, hospitals, and
health care plans -- is there to serve those who need care, the consumers.



We do not promote red tape or over regulation, but the burden to ensure consumer
protection and prevent poor quality of care falls on the President and Members of Congress.
Please do not miss this opportunity to design a consumer- focused system or you will be
hearing from your constituents when the system fails.

Today, I would like to address four areas of particular interest to consumers:
L Consumer Due Process Protections
0.  Consumer Information
III.  An Independent Ombudsman Program
IV.  Quality Improvement and Public Accountability
I. CONSUMER DUE PROCESS PROTECTIONS

Background

The Coalition believes that consumer notice, appeal, and grievance rights -- collectively
referred to as consumer "due process” rights -- are essential in any national health care plan.
Under a managed care system, health plans and the utilization review systems work to keep
the cost of care down. In some instances this will be done at the expense of the medical needs
of the enrollee. Therefore, access to an independent and timely appeals process is critical to
maintaining quality care for consumers. ‘

Medicare beneficiaries enrolled in Medicare participating HMO's do have some,
although inadequate, due process protections. Other enrollees in managed care plans have
even fewer protections. Even so, the rights of Medicare enrollees to adequate notice and
appeals procedures are honored in the breach.

The following case illustrates the necessity for strong consumer due process
protections:

Mrs. G. is a 71 year old resident of Arizona with muitiple health problems including
Diabetes, High Blood Pressure, Congestive Heart Failure, Anemia, and a Uremic Bladder. She
enrolled in a Medicare contracting HMO, which promised to provide her with all of the health
services covered by Medicare as well as additional services such as free physical examinations.
Mrs. G. has had many problems since.

Last year her right leg was amputated at the knee after her HMO doctor failed to
respond to her complaints of pain in her foot. She is now wheelchair bound.

In August, 1993, Mrs. G. was hospitalized with a blood clot. She was discharged by
the HMO from the hospital, although she was still quite sick. Her HMO physician was unable
to obtain approval from the HMO for rehospitalization and instead sent her to a nursing home.
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The HMO sent her home from their nursing home with an indwelling catheter, without making
arrangements for home care or instructing her family in the care of the catheter.

Her attorney wrote to the HMO plan demanding home health services. The plan agreed
to provide one home health visit per month to change her catheter, but denied any additional
services. Later Mrs. G. was hospitalized again with a serious urinary tract infection. After
being discharged she was denied HMO-covered home health services needed to assist with her
unskilled care needs until her attorney filed a Motion for Preliminary Injunction.

Until her attorney wrote to the HMO and the Health Care Financing Administration,
Mrs. G. never received a notice from the HMO stating that care was being denied, explaining
the reasons for denying such care, or describing the availability of an appeals process.

Recommendations
A. Appeals Process

We have attached a copy of generic legislative language that we drafted which is
applicable to any reform legislation. The primary issues addressed in this language are notice,

procedures for independent administrative review (including expedited review), and access to
the courts.

However, the Coalition is generally pleased with the review structures envisioned by
the Health Security Act, which is consistent with our White Paper that we request be inserted
in the record. We suggest that those structures be considered by your Committee. If you

choose to use the Health Security Act's approach, the following are recommendations for
improvements.

1. Notice of Appeal Rights

Congress must clarify the circumstances for providing notice to patients when decisions
to deny, reduce, or terminate a service or payment have occurred. Specifically, the Coalition
recommends that notice provisions of the Act be strengthened to include the following:

* Notices should be triggered automatically when certain benefits, such as

hospital, in-patient rehabilitation, nursing home and home health care, have
been denied, reduced, or terminated;

* Notices should state the specific reasons for the decision and describe the
appeals process available to the patient;

All plans should be required to provide enrollees with periodic notices of

their appeal rights and prominently place notices describing appeal rights
in provider waiting rooms.



The Health Security Act should clarify that what the Act refers to as a "claim" includes
the review of a decision to deny, reduce, or terminate ongoing services. These vital points are
also included in our generic legislative language.

2. Need for Independent Expedited Review

Our experience with clients leads us to conclude that without an expedited review
system an appeals system is useless in cases of underservice, urgent care situations, or where
critical ongoing services are being terminated or reduced. The appeals system takes months at
a minimum. Often managed care enrollees denied needed care do not have months to wait for
service. Even short delays in the provision of services, such as home health care rehabilitation
services, MRIs, specialty care and surgeries can have harmful and permanent effects. The
Health Security Act does call for an expedited review system, but one that is not independent

of the managed care plans. The Coalition strongly recommends the following additions to the
appeals process:

* All managed care enrollees should have available to them an expedited
appeals system operating independently of the managed care plans for

denials/delays in treatment that could seriously jeopardize their health or
well-being. ‘
*®

An independent monitoring organization should render a decision on all
expedited reviews within 24 hours.

3. Shortening of Appeal Time Period

The Health Security Act gives plans 30 days to make a decision of an initial appeal and
an additional 30 days to make a second decision on a request for reconsideration. The Health
Security Act also requires that all claimants must go through the initial and reconsideration
stages prior to referral to a state Complaint Review Office. The Coalition believes Congress
should consider the following options to shorten the appeal process:

* The reconsideration stage of the appeal process should be eliminated,

allowing enrollees to directly appeal to the Complaint Review Office

following a plan denial of the initial appeal; or the time allowed plans to make
initial and reconsideration decisions should be shortened to 15 days each.

4. Plan Coverage of Second Opinions

The Clinton Plan places the responsibility and costs of purchasing second opinions on
the beneficiary. This places an unacceptable burden of proof on the beneficiary. For low-
income individuals in particular, this burden will negate the appeal right. In response to this
problem, the Coalition recommends that:



* The Health Security Act should require plans to pay second opinions for

specified conditions/procedures, as determined by an administrative law judge
where such opinions are necessary for fair resolution of issues or for the development
of the record.

5. Point-of-Service Option -- Out-of-Network Care

The provision of additional information is not enough to protect HMO enrollees in
plans that provide poor quality care. The Health Security Act permits consumers to switch
plans only once a year, which a number of our members do not think is often enough.
Therefore, it is critical that managed care enrollees retain the option of seeking care outside a
managed care plan. Specifically, the Coalition strongly recommends that:

* The Health Security Act's requirement that HMO's offer a "point of
service option” be retained, and that low-income individuals and persons
with rare diseases and disabilities will pay an appropriately reduced
coinsurance for out-of-network care.

Attached is legislative language we have drafted to address this issue.
B. Grievance Process

All certified plans must be required to initiate and maintain a grievance process for
patient complaints about problems other than denial, reduction, or termination of service or
payment. We believe the grievance process should have the following components:

* Oral and written complaints from patients should be investigated by a
patient advocate, who will prepare a written report for the plan and the
consumer within 15 days;

* The plan's or insurer's grievance committee should issue a decision
within 30 days regarding the patient advocate's report. The written
decision should be sent to the grievant. ‘

* Grievants dissatisfied with the grievance committee action should be able
to obtain a review by a Complaint Review Office.

II. CONSUMER INFORMATION
Background
Currently, health care consumers lack even the most basic information about the quality

of care provided by our health care system. The most common question asked by Medicare
beneficiaries considering whether to join an HMO is "which one is best." Unfortunately, we



have no answer to this question and Medicare beneficiaries are forced to make their health care
choice in a virtual information vacuum.

Moreover, the little consumer information that is collected is of dubious quality. The
Health Care Financing Administratiori (HCFA) and state governments have been extréemely lax
about HMO data collection in both the Medicare and Medicaid programs. HCFA, for
example, collects, but does not analyze Medicare HMO disenrollment data, collects no
meaningful utilization or outcome data by plan, and has very loose standards for defining
(much less investigating or keeping data regarding) types of complaints received. In short,
HCFA collects and provides to the public almost no usable quality of care data.

Further, with few exceptions, the state and federal governments and most HMO's are
unwilling to provide consumers and their representatives with any quality of care information.
In fact, on April 27th The Washington Post ran an article revealing the difficult time that the
Federal Government is having in getting health care plans to join a nationwide survey of
consumer satisfaction which we believe is a critical element of consumer information. Some
plans voiced opposition to an independent surveyor and the choice of questions, and wanted
the right to block the release of survey results after reviewing the responses. This is indicative
of the need for mandated consumer information.

Recommendations

A. Information

The report card data required in the Health Security Act is an excellent first step
toward ensuring that health care consumers have the quality of care information needed to
make an informed decision. However, the Coalition believes that additional comparative,
plan-specific and condition-specific information should be provided to consumers. The list
below is only suggestive of the types of information we believe consumers need. For
additional suggestions, I refer you to the Coalition's White Paper submitted for the record.

1. Comparative Information

Congress should require the collection and yearly publication of a number of additional
comparative quality of care measures, including:

Results of the consumer satisfaction survey; .

Plan enrollment and disenrollment figures;

The ratio of complaints/grievances and appeals to plan enrollees;
Information on plan providers and costs of out-of-plan use;

Ratio of primary care practitioners to enrollees and the ratio of board
certified physicians to non-board certified physicians;

* Information on plan benefits and any limitations on these benefits;
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* Individual plan risk-arrangements (financial incentives under which plan
health care providers operate); and

* Plan utilization data for selected services, including hospitalization,
home health visits, and psychiatric visits adjusted for age, sex and, when
possible, health status.

2. Plan-Specific Information

Plans or health alliances should provide all enrollees, upon request, with the following
information to help in the selection of a primary care physician or other plan providers:

* Fact sheets on plan physicians--their training, years of practice, board

certification, faculty responsibilities, and confirmed disciplinary actions such as
repeated malpractice payments; and

* Fact sheets on individual hospitals, home health agencies, laboratories,

pharmacies, and other contracted health providers with lists of services and

other details . -
3. Condition-Specific Information
Plans should be required to provide age, sex and, when feasible, severity adjusted

condition- or treatment-specific information and a comparison with similar information for the
region, state or nation. For a particular condition/surgery, this data could include:

* Number of surgeries performed (by hospital and by surgeon);

* Death rates within a specified time period;

* Complication rates for specified surgeries (e.g., surgery for prostate
cancer); and

* Hospital infection rates (generally) and readmissions for the same

condition within a specified time.

To ensure a better protected and informed public and to promote national consistency
in data reporting, the Coalition believes that Congress should add greater specificity to the
types of consumer information which must be made available.

B. Plan Marketing Controls

The Health Security Act requires alliances to approve all plan marketing materials.
The history of both Medicare and Medicaid HMO's provides ample evidence that HMO
marketing activities are open to serious abuse, and we believe some entity must monitor this
area.

Consumer report cards with outcome and other measures are critical if consumers are
to make informed decisions on which health plan to join. However, if controls on marketing



are not adequate, plan marketing activities (including television, radio and print
advertisements, celebrity spokespersons, and the actions of individual marketing agents) could
undermine the report cards' effectiveness. At a minimum, the Coalition believes that
marketing by managed care plans must be carefully scrutinized.

III. AN INDEPENDENT OMBUDSMAN PROGRAM

Background

The Coalition is pleased that the Health Security Act and other health care reform
approaches have called for the creation of ombudsman offices to assist consumers with their
questions and concerns and to serve as consumer advocates, helping consumers negotiate the
system and resolve complaints. It should be noted, however, that as important as an
ombudsman program is, it is not a substitute for the appeals process that we have outlined
earlier in this testimony.

The Coalition believes, however, that Congress should provide much greater specificity
regarding how this program will be designed, and how it can be used by consumers. We also
believe that to be truly effective, the program must be adequately financed and operate
independently of the plans, alliances, and states.

Recommendations
A. Financing

The Health Security Act includes the option for alliance eligible individuals to
designate one dollar of their premium toward an ombudsman program. This approach puts the
program in jeopardy from the beginning. Not every enrollee will understand the value of the
program until they have a problem and need its services. Further, for the ombudsman
program to be effective, it needs a trained, full-time staff supported with steady funding. To
ensure an effective ombudsman program, the Coalition recommends that:

* Congress should mandate that a percentage of premiums collected

be set aside to cover the costs of the Ombudsman program and other quality
improvement and consumer protection systems.

B. Independence

The ombudsman must assist with both plan and alliance-related problems. It is
unrealistic to expect the ombudsman to effectively deal with problems that arise within the
alliance if it is located there and receives its funding from it. To ensure an effective consumer
advocacy Ombudsman program, the Coalition recommends that:



* The Ombudsman program be established as a non-profit consumer

organization totally separate and independent of alliances, plans,
providers, and purchasers.

The attached legislative language provides a framework for this new health care
ombudsman.

IV.  QUALITY IMPROVEMENT AND PUBLIC ACCOUNTABILITY

Backgrounﬂ

The Consumer Coalition believes that consumer information, consumer protection, and
quality improvement programs must be accountable to the public, independent of providers
and payers of health care, and free of potential conflicts of interest. There has been proposed
an excellent foundation for independent monitoring of quality through the establishment and
functions of the National Health Board, National Quality Management Program, and National
Quality Management Council at the federal level and the alliance quality of care reportmg
requirements at the state and local level.

Quality of health care is measured in three ways: structure, process, and outcome. All
three complement each other and are needed if we are to adequately protect consumers in any
managed care plan.

Several proposals provide for information on outcome measures. However, they do
not include the establishment of consumer-based independent entities to monitor and improve
the quality of care provided by plans. We must also ensure public accountability and
adequately define the role of states in ensuring that consumers are protected through strong
licensing and certification and enforcement of quality protections.

Recommendations
A. Quality Improvement Foundations

Any health care reform proposal should include an external quality review entity,
independent of the payer-based alliances and provider-based plans to monitor and improve
quality in each state, but not run by the state itself. For purpose of reference, we call these
entities "Quality Improvement Foundations" or QIFs.

The National Quality Management Council would provide competitive grants to create
one QIF in each state. Funding would come from the National Health Board through an
amount designated from each premium. The QIF would be governed by a consumer majority
board, which includes others who are experts in a variety of health and quality research fields.



Each QIF would perform a variety of quality monitoring and improvement functions,
including:

Performance of expedited quality of care reviews:

Data analysis and data quality testing;

Dissemination of information on successful quality improvement
programs;

Technical assistance to plans and alliances;

Development of and support for quality improvement activities;
Provision of consumer information beyond the report card;
Monitoring and feedback to plans on adherence to practice guidelines;
Analysis of plan utilization measures; and

Quality assurance by providing:

- information to consumers

-~ feedback to licensing, certification, and accrediting entities and
the National Quality Management Council.

*
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B. Medicare Quality Oversight

The Health Security Act proposes the termination of the Medicare Peer Review
Organizations. Although the Coalition believes that the functions of these organizations could

be strengthened, we oppose their elimination and understand that the Administration no longer
supports it either. .

C. Consumer Representation

One of the most effective ways to ensure public accountability is to mandate consumer
representation on advisory boards. The Coalition is pleased that the Health Security Act
recognizes the importance of consumer involvement by providing for consumer representation
on some of the boards and advisory councils specified in the bill. However, we believe that
the consumer role in the governance of the health care system must be strengthened.
Consumers are in a unique position to advocate for a system that delivers high quality care --
unlike payers or providers of care, they are immediately affected by any changes in the quality
of care delivered and are free from potential conflicts of interest.

The Coalition recommends a stronger consumer role including:
* Consumer control of the boards of any regional health alliances and
corporate alliances (the Act currently provides for no consumer
representation on corporate alliances.)

* Consumer representation on the National Quality Management Council
and the National Long-Term Care Insurance Advisory Council and other
boards and commissions established by Congress; and
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* Funds to train and provide technical assistance to consumer

representatives.
D. State Role and Licensing, Certification and Enforcement

The Coalition supports improving the effectiveness of licensing, certification and
accreditation entities. Any reform bill and its implementing regulations should include
provisions for strengthening the federal and state roles in licensing, certification, and
accreditation, including:

For professional licensing boards (see attached legislative language) --
ok Providing incentives through grants to increase the role of consumers on
boards to at least 50 percent;

Mandating that all fees paid by licensees be dedicated to the operation of
the board; and

Publicizing information regarding disciplinary actions.
CONCLUSION

Senators, we believe that proponents of the status quo in our health care system will
distort the facts and attempt to scare consumers into believing that quality will suffer under a
new health care system. We believe that the mechanisms that we are recommending will
protect quality further and provide consumers with the information, advocacy, due process
rights, quality improvement, and public accountability that will make this reform better for
American consumers of health care.

The Coalition is grateful to Senator Riegle and his staff for holding this hearing and

focusing your attention on these critical issues. We look forward to working with you in the
future.
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[This amendment would strike Sec. 5008 of H.R. 3600, and replace it
with the following new language for that section.]

SEC. 5008. HEALTH QUALITY IMPROVEMENT FOUNDATIONS.

(a) Establishment. The National Quality Management Council shall
establish a program of grants to eligible organizations to serve as
Health Quality Improvement Foundations to perform the duties
specified in subsection (d) for the population of each State, and
shall oversee the operation of such Foundations.

(b) Eligibility.

(1) In General.-- To be eligible for a grant under this
section, entities must demonstrate compliance with the criteria of
paragraphs (2) through (5S).

" (2) Governing body.--

(A) In General.-- Bach entity shall be governed by a board
consisting of health professionals and public members, no
fewer than fifty-one percent (51%) of whom shall be public
members.

(B) Definition.-- For purposes of this section, the term
"public member" means an individual who resides in the State
and is a person of integrity and good reputation who has lived
in the State for at least five years immediately preceding
appointment to the Board, and has never been authorized to.
practice a healing art, and has never had a substantial
personal, business, professional, or pecuniary connection with
a healing art or with a medical education or health care
facility, except as a patient or a potential patient.

(3) Staffing.-- Each entity shall be staffed by individuals
expert in quality improvement, and experts in the fields of
epidemiology, measurement of risk adjusted health outcomes, use of
clinical practice guidelines, health services data analysis, and
provider education.

(4) Contract with Academic Health Center.--

(A) Each entity shall have a contract with an academic health
center to assist in fulfilling the duties described under
subsection (d).

(B) For purposes of this paragraph, an 'academic health
center’ means an academic health center which is affiliated
with a medical school.

(5) Conflict of interest.--
(A) An entity seeking receive a designation under this section



(c)

2

shall be considered a '‘disclosing entity’ for purposes of
gsection 1124 [42 USC 1320a-3] of the Social Security Act;

(B) Such entity may not --

(1) directly or indirectly (as determined by the
regulations promulgated under section 1124 (a) (3) of the Social
Security Act) possess an ownership interest of 10 percentum or
more in a health care facility, a health plan, or association
of such;

(ii) own a whole or part interest in any mortgage, deed
of trust, note, or other obligation secured (in whole or in
part) by a health care facility, health plan, association of
such, or any of the property or assests thereof, which whole
or part interest is equal to or exceeds 10 percentum of the
total property and assets of the facility, plan, or
association; or '

(iii) utilize officers or members of the governing body
more than 10 percent of whom are the officers or members of
the governing board of one or more health facilities, plans,
or associations).

Grants to entities.

(1) In General.-- The Council shall select, through a

competitive grantmaking process, no more than one entity to serve
as a Health Quality Improvement Foundation in each State, and may
designate one entity to serve multiple contiguous States.

(2) Preferences.-- In making its designation, the Council

shall give preference to an entity --

(A) which can fulfill the duties described under subsection
(d) for enrollees of health plans certified under section- 1203
as well as enrollees of Title XVIII of the Social Security
Act; and

(B) for which the primary place of business is located in the
State within which the functions of the Foundation will be
conducted, or, if one entity is to be designated to serve

multiple States, preference shall be given to an entity for

which the primary place of business is located in one of the
States.

(3) Scope of work.-- Each grant with an entity under this

section shall be pursuant to an agreement providing that -

(A) the entity shall perform the duties set forth in this
section for the benefit of --
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(i) enrollees in health plans certified under section
.1203; and

(ii) unless the entity is subject to the transition rule
under subsection (e), individuals enrolled under Title XVIII
of the Social Security Act;

(B) the Council shall have the right to evaluate the
performance of the entity in carrying out the functions
specified in the grant; '

(C) the grant shall be for a term of four years and shall be
renewable, based upon evidence of successful quality
improvement performance, without reopening the competitive
selection process, except that an entity subject to subsection
(e) {3) shall have term(s) limited to two years and shall be
subject to competitive process at the end of each contract
period;

(D) if the Council decides not to renew a grant with a
Foundation, the Foundation shall be notified of the decision
at least 180 days prior to the expiration of the grant term,
and shall be afforded an opportunity to present information

for the purposes of appeal of the decision not to renew the
grant;

(E) based on a finding by the Council that the organization
does not meet the requirements of this section, the Council
may terminate the grant prior to its expiration upon 180 days
notice, during which notice period the Council shall provide
the Foundation an opportunity to appeal the Council’s finding
before a panel of representatives of Foundations convened by
the Council;

(F) the entity may terminate the grant upon 180 days notice to
the Council; and

(G) the amount of the grant to be allocated under a grant
shall consist of a sum necessary to perform the duties under
subsection (d), which may be augmented with additional funds
for the performance of research described under section 5007
by a. Foundation selected by the Council for exemplary
performance and the merit of research proposals submitted.

(d) Duties. A Health Quality Improvement Foundation shall carry
out the following duties in the State in which the Foundation
operates:

(1) Quality improvement.-- Collaboration with physicians and
other health care professionals in ongoing efforts to improve the
quality of health care provided to individuals in the State, giving
priority to health conditions and interventions which are likely to
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produce the greatest impact in preventing or reducing morbidity,
mortality and functional impairment.

(2) Oversight.-- Analyze data obtained under sections 5003,
5004, and health care information furnished under 5101 (e)

pertaining to health care delivered in the State, for the purpose
of --

(A) identifying opportunities for quality improvement;
(B) documenting that such improvement is being realized;

(C) auditing samples of such information and its source
documents to assure the information is wvalid, reliable, and
comparable between plans, and to inform recommendations for
improving the validity, reliability and comparability of the
information.

(3) Technical assistance,-- Provide technical assistance to
health plans and providers, including--

(p) feedback of information on patterns of health care
delivery and outcomes;

(B) assistance in fulfilling the data reporting requirements
of Section 5103;

(C) assistance in the development of patient education systems
that enhance patient involvement in decisions relating to
their health care;

(D) entering into agreements with selected health plans for
the purpose of offering educational programs to physicians and
other health care professionals.

(4) Annual report.-- Issue an annual report to the Council
and to the public concerning-- ’

(A) recommendations for improving the utility of clinical
practice guidelines as a means of identifying opportunities
for improvement and bringing about quality improvement;

(B) recommendations for improving the reliability and validity
of the health care information described in section 5101 (e},
the national measures of quality performance described in

section 5003, and consumer survey data obtained under section
5004; :

(C) selected measures of the health care status of the
population of the State, including a description of activities
underway and progress achieved; and
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(D) a description of activities undertaken during the
preceding year pursuant to subsection (b) (3) and subsection
(d) (3) (D).

(5) Multi-plan collaborations.-- Sponsor of statewide and

other collaborations involving multiple plans or providers to
identify opportunities for quality improvement, and to bring about
improvements in health care.

(e)

(6) Referrals.--

(A) Except as provided in subparagraph (C), if the health
quality improvement foundation finds, after affording
reasonable opportunities for improvement, that a provider or
plan--

(i) continues to furnish services characterized by
underuse, overuse or poor technical quality, and

(ii) 1is unwilling or unable to successfully engage in
guality improvement activities related to the services
described in subparagraph (A),

the Foundation shall provide notice of such finding to the
officials and entities described in subparagraph (B), and
shall make available to such officials and entities upon
request data and information relied upon by the Foundation in
making the referral.

(B) A finding under subparagraph (A) shall be forwarded --

(1) if the finding pertains to a health plan, to the
appropriate alliance(s), accreditation organization(s), State
officials responsible for certification under section 1203,
and the public;

(ii) 1if the finding pertains to a provider, to the
appropriate State health facility or State professional
licensure board(s) and health plan(s); and

(1ii) if the finding arises from care provided to
enrollees under Title XVIII of the Social Security Act in a
State subject to subsection (e) (3), to the organization with
which the Secretary of HHS has a contract under section 1153
of the Social Security Act. '

(C) If a Foundation identifies a provider who poses an
imminent risk to the health of patients receiving or likely to
receive health care from the provider, the Foundation shall

immediately notify the appropriate authorities listed under
subparagraph (B). '

Transition rule.
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(1) In General.-- The first Health Quality Improvement
Foundation to be designated in any State where a Utilization and
Quality Control Peer Review Organization has a contract under
section 1153 of the Social 8Security Act shall not commence
operations until the expiration or termination of the contract in
effect on the date of enactment.

(2) Deeming.-- Except under circumstances described in
paragraph (3), an entity designated as a Health Quality Improvement
Foundation under this section shall be deemed to have an agreement
with the Secretary of Health and Human Services under section 1153
of the Social Security Act, and shall receive all funds designated
by law for that purpose in the State.

(3) Temporary designation.-- In a State where no entity
submits a qualifying application under this section to serve all of
the enrollees described in subsection {(c) (3) (A), the Council may
designate an entity to fulfill the duties described in subsection
(d) only for individuals enrolled in plans certified under section
1203 wuntil such time as an entity does submit a qualified
application to perform these duties for all individuals in the
State.

(f) Limitation on liability. No organization having a grant with
the National Quality Management Council under this part and no
person who is employed by, or who has a fiduciary relationship with
any such organization, or who furnishes professional services to
such organization, shall be held by reason of the performance of
any duty or activity authorized pursuant to this part to have
violated any criminal law, or to be civilly liable under any law of
the United States or of any State (or political subdivision
thereof) provided that the performance of such duty or activity was
not conducted in bad faith.
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DUE PROCESS PROVISIONS FOR HEALTH CARE REFORM

SEC. . INDIVIDUAL APPEAL RIGHTS

(a) Appeals Process.-- An appeals process shall be
established for patients for whom health care coverage, services,
or referrals have been denied, reduced, terminated, or otherwise

adversely affected. The appeals process shall include notice,
administrative review, and judicial review.

(b) Subsidies and Premium Amounts.-- With respect to the
denial, reduction, or termination of a subsidy or of a
determination of a premium amount, the Secretary shall develop a
notice and appeals procedure that provides the protections

available to individuals the same as provided in Title XIX of the
Social Security Act. ‘

(c) Notice.-- Written notice must be given to the patient
by the insurer or health plan as follows --

(1) promptly after decisions made by physicians and
other service providers, as well as plan
administrators and insurers, that result in --

() denial or termination of a specific service,
referral, or coverage requested by the
patient verbally or in writing;

(B) termination or reduction of coverage or
provision of a course of treatment or ongoing
series of services such as nursing home or
outpatient therapy services; or,

(C) patient dissatisfaction expressed verbally or
in writing with the type or extent of
services jor coverage being provided.

(2) such notice shall include --

(a) an explanation of the specific facts and law
underlying the decision to deny, reduce,
terminate or otherwise fail to provide
services, coverage, or referral;



(B)

a description of the process for appealing
such decision gufficient to allow the patient
to initiate an appeal and submit evidence in

support of his position to the decisgion-
maker.

(d) Administrative Appeals.-- An administrative appeals
process shall be made available to the claimant as follows --

(1)

(2)

(3)

an informal review shall --

()
(B)
(c)

be held within 5 days of request by a claimant;
be performed by the health plan or insurer;
result in a written decision setting out the

basis in fact and law within 10 days of
request by the claimant;

an administrative hearing shall --

()

(B)

(c)

(D)

(E)

be held within 30 days of request by a
claimant;

be conducted by an independent administrative
law judge:;

include evidence by an independent medical
expert provided for the claimant at the
pPlan's expense when the administrative law
judge determines that such medical evidence
is necessary for fair resolution of the
issues or for development of the record;

provide claimants the right to present
supporting evidence, to subpoena and cross-
examine adverse witnesses, and to have access
to one's medical records;

result in a written decision setting out the
judge's findings of fact and conclusions of
law within 30 days of the hearing.

an expedited appeal shall --

(a)

be available when denial, reduction, delay,
or termination of the service, coverage, or
referral at issue --

2



(4)

(5)

(6)

(I) would create a risk of serious or
permanent harm to the patient; or

(II) involves an ongoing series of services
such as inpatient hospital or nursing
home care, therapies, or home health
services, such ongoing series of
services to be continued through the
completion of the expedited appeals
process described herein.

(B) include informal review as provided in sub-
paragraph (1), above, completed within 24
hours of a request;

(C) provide an administrative hearing decision,
as provided in sub-paragraph (2), above,
within 3 days of a request.

in order to prevail in an appeal, the health plan
or insurer must produce sufficient evidence to
justify its decision denying, reducing or
terminating the service, coverage, or referral at
igsue.

failure to complete an administrative decision
within the specified time limits will allow the
claimant, at his or her option, to proceed
immediately to the next stage in the appeals
process.

when the claimant prevails in an administrative
appeal, the health plan or insurer shall be
required to pay the claimant's reasonable costs,
and reasonable attorney's and expert's fees.

(e) Judicial Review. -- review of the decisions of the
administrative law judge shall be available at the
claimant's option in --

(1)
(2)

an appropriate state court, or

the federal district courts of the United States as
followa -~

(A) in all cases raising issues as to the validity
of statutes, administrative rules, and
practices;

3



(B) in all other cases involving health care
coverage, referrals, or services valued at
$1,000 or more, except that this :
jurisdictional amount shall be waived for
appeals by indigent claimants;

(3) nothing in this Part shall be construed to require
exhaustion of administrative remedies that would
be futile or that would create a risk of
irreparable injury to the claimant; and

(4) the prevailing claimant shall be entitled to
reasonable attorney's fees, reasonable expert

witness fees, and other reasonable costs relating
to such action. o ,

(£) Pre-emption.-- nothing in this Part shall be construed
to pre-empt other consumer rights or remedies available under
state or federal law, including common law.
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DUE PROCESS AMENDMENTS TO THE HEALTH SECURITY ACT
Subtitle C - Remedies and Enforcement
PART 1
Amend sec. 5201 to require that notice be given to veﬁrollees whenevér hospital,

nursing home, and home health services are terminated and whenever a health plan or

provider does not prescribe services that are generally prescribed for the enrollee’s
condition.

Amend sec. 5201 to provide that enrollees are authorized to obtain second opinions
from non-plan physicians when their claims have been denied.

Amend sec. 5201 to require notice of disposition of claims for services within 5 days
after the date of submission of the claim.

Amend sec. 5201 to state that enrollees whose plans continue to refuse a service

without providing timely notice of demal can obtain the service out of plan and require
the plan to pay for it.

Amend sec. 5204 to include a 120 day time limit for a hearing decision by the
Complaint Review Offices.

Amend sec. 5204 1o state that in appeals the burden of proof rests on the plan.

Amend sec. 5206 to specifically state that provisions for civil monetary penalties
include a private right of action.

Amend sec. 5216 to require completion of the mediation proceedings for the Early
Resolution Program within 60 days.

Amend sec. 5205 to clarify that jurisdiction exists for review of Health Plan Review

Board decisions regardless of monetary limitations for cases involving consntutlonal
and statutory interpretation.

PART 2

Amend the Act to include authorization for pr1vate enforcement actions against the
plans.

Amend sec. 5241 to eliminate the requirement that facial constitutional challenges be
brought within one year of enactment.
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OUT OF NETWORK COVERAGE AMENDMENT TO THE HEALTH SECURITY
ACT

Amend Section 1132, "LOWER COST SHARING," by adding underlined
language: '

(b) OUT-OF-NETWORK COINSURANCE PERCENTAGE.--

(1) In general. -- The National Health Board shall
determine a percentage referred to in subsection (a) (4). The
percentage

(A) may not be less than 20 percent:; and

(B) shall be the same with respect to all out-of-network

items and services that are subject to coinsurance,

except as provided in paragraph (2).

(2) Exceptions. --

(A) Higher coins n services.-- The Natienai Heaith

Beard Secretary may provide for a percentage that is

greater than a percentage determined under paragraph (1)

in the case of an out-of-network item or service for

which, under the higher cost sharing schedule described

in section 1133, the coinsurance is greater than 20

percent of the applicable payment rate.

(B) People with special health care needs. --

families with family adjusted income at or below 250% of

the applicable poverty level, based on actual family
size, the Secretary shall provide for amounts that do not
exceed by more than 25% the amounts such familjes would
pay for in-network services, for individuals who (i) have
rare or complex diseases or conditions, as defined by the

Secretary, including those described in Sec. 527 (a) (2) (A)

of the Federal Food Drug, and Cosmetic Act, or (jj) are

disabled as defined under Titles II or XVI of the Social

Security Act or eligible for benefits as incapacitated

under Title IV-A of such Act, during the period when they
are determined to be disabled or incapacitated.

(C) lLow-income people. =-- In the case of approved

familjes (as defined in section 1372(b)(3)), the
Secretary shall provide for amounts such families would
pay., in addition to the amounts such families would pay

for in-network services. Such amounts may distingquish
among different groups of approved families, shall assure
adequate access to necessary out-of-network services, and
shall not exceed those established under subparagraph

(B).

(D) General provisions. —— Deductibles and increased
premiums shall not apply to individuals described in sub-

paragraphs (B) and (C) based on their election of the
point of service option,
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CONSUMER INFORMATION PROVISIONS FOR HEALTH CARE REFORM
Rename Sec. 5101(a) as Sec. 5101(a)(1).

Insert the following after Sec. SlOl(a)(l):

5101(a)(2) Not later than six months after the date of the enactment of this Act,
the Secretary shall develop initial guidelines for a "Consumer Guidebook" for plan
selection and use, and will mandate specific information to be provided to consumers in
the guidebook, which will be readily available to every consumer in an appropriate

format to meet the communication needs of individuals. The Consumer Guidebook
will include at a minimum:

(i) Plan-Specific Descriptions, presented in a comparative format, including
general information about the health care system, benefits package including any
limitations on services, how to appeal a health care decision, how to resolve
complaints, how to contact a health ombudsman program, risk arrangements within the
plan, referral and incentive arrangements and plan financial data.

(ii)_Plan-Specific Quality Report Cards, including quality indicators reflecting a
common set of performance measures and enrollee satisfaction which compare the
plans, providers, and practitioners in a given region and, when appropriate, provide

national averages for comparison. At a minimum, the following areas should be
included:

Preventive Care

Indicators of undesired or unplanned occurrences

Utilization of services related to service policy

Consumer Satisfaction (obtained from the nationai consumer
satisfaction survey)

Membership statistics

5105(a)(3) Not later than six months after the date of the enactment of this Act,
the Secretary shall promulgate regulations defining additional information that shail be
available to consumers upon request, including, but not limited to the following:

(1) Provider and Practitioner Specific Descriptive Information to help consumers
choose a plan based on the background of specific practitioners or services of a

hospital. Information in this section should be written in a standardized format and
include at a minimum:

the plan's unique features set apart from items that the plans must
contain;



fact sheets on each of the physicians in the plan; and
fact sheets about home health services, hospitals, laboratories,
out-patient services, nursing home skilled care and other
contracted health facilities.

(i) Condition-Specific Provider and Practitioner Report Cards, including
enrollee surveys to help guide the consumer to the most appropriate specialist or
hospital for treatment of a specific condition. Included in this information should at a
minimum be hospital and physician specific practice profiles and outcomes data on
particular procedures or conditions adjusted for severity.

Amend Sec. 5101(e) by adding the following:

(12) Any information necessary to collect to provide consumers with
information described in Sec. 5101(a)(2) of this Act.

4/27/94



Coalition for Consumer Protection and Quality in Health Care Reform
1275 K Street, N.W., Suite 900 Washington, DC 20005
(202)789-3606 Fax (202)842-1150

DRAFT

OMBUDSMAN PROGRAM PROVISIONS FOR HEALTH CARE REFORM

SEC. __ DEFINITIONS
As used in this chapter:
(1) OFFICE. -- The term "Office" means the office established in
section

(2) OMBUDSMAN. -- The term "Ombudsman” means the individual
described in section .

(3) LOCAL OMBUDSMAN ENTITY. -- The term "Local Ombudsman
entity" means an entity designated under section .

(4) PROGRAM. -- The term "program" means the Health Care
Ombudsman program established in section .

(5) REPRESENTATIVE. -- The term "representauve“ includes an
employee who represents an entity designated under section ___ and who is
individually designated by the Ombudsman.

(6) INDIVIDUAL. -- The term "individual” means an individual who
participates in the health care system.

SEC. HEALTH CARE OMBUDSMAN

(a) ESTABLISHMENT. -- ,
(1) IN GENERAL. -- In order to be eligible to receive a grant under
section from funds under section , an organization shall, in

accordance with this section ---

(A) establish and operate an Office of the Health Care
Ombudsman; and

(B) carry out through the Office a Health Care Ombudsman
Program.

(2) OMBUDSMAN SELECTION DESIGNATION PROCESS.--
Entities shall be selected to serve as an Ombudsman through a competitive
grant making process.

(A) The Secretary of Health and Human Services shall designate,
confer appropriate authority to, enter into a grant arrangement with an
Ombudsman in each state. The Secretary shall negotiate a proposed
grant which the Secretary determines will be carried out by such
organization in a manner consistent with the efficient and effective
administration of this section.

(i) Preference shall be given to private, not-for-profit
organizations that represent a broad spectrum of the diverse
consumer interests in the state.



(B) The Secretary shall not enter into a grant under this part with
any entity which is, or is affiliated with, (through management,
ownership, or common, control), a health care facility, managed care
organization/network, organizations licensing or certifying health care
services, health or corporate alliances, or association of such, within the
area served by such entity or which would be served by such entity if
entered into a grant with the Secretary under this part.

(C) Each grant with an organization under this section shall
provide that --

(i) the organization shall perform the functions set for in
this section;

(ii) the Secretary shall have the right to evaluate the
quality and effectiveness of the organization in carrying out the
functions specified in the grant;

(iii) the grant shall be for an initial term of four years and
shall be renewable thereafter based upon favorable performance
without reopening the competitive selection process;

(iv) 1if the Secretary intends not to renew, the
organization shall be notified of the decision at least 180 days
prior to the expiration of the grant term, and shall accord the
organization an opportunity to present information for the
purposes of appeal of the intent by the Secretary not to renew the
grant;

(v) the organization may terminate the grant upon 180
days notice to the Secretary;

(vi) the Secretary may terminate the grant prior to the
expiration of the grant upon 180 days notice if the Board
determines that the organization does not meet the
requirements of the section or if the organization fails
substantially to carry out the grant. Appropriate appeals
mechanisms, including the establishment of a panel of
peers, shall be developed by the Secretary to implement this
section. '

(D) Financing. In determining the amount of money to be
allocated to each Ombudsman to carry out the duties defined in
subsection (c), consideration shall be given to the establishment of core
funding (based on population, geographic considerations, and other
factors determined by the Secretary), with additional funds to be
awarded to those entities selected on the basis of performance and
innovation in the carrying out of their responsibilities.

(3) PERSONNEL.--

(A) The Ombudsman, staff, and other representatives of the
Health Care Ombudsman Program shall meet standards for experience,
expertise, and training as specified by the Secretary.

(B) The HCOP shall have adequate legal counsel available to --
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(i) provide advice and consultation needed to protect the
health, safety, welfare and rights of individuals with respect to
health care; and

~ (i) assist in the performance of the official duties of the

HCOP;

(iii) provide representation to any representative of the
HCOP against whom suit or other legal action is brought or
threatened to be brought in connection with the performance of
the official duties of the HCOP; and

(iv) assist in pursuing administrative, legal, and other
appropriate remedies on behaif of individuals with respectto
health care.

(4) FUNCTIONS. -- The Ombudsman shall serve on a full-time basis,
and shall, personally or through representatives of the Office --

(A) identify, investigate, and resolve complaints that -- -

(i) are made by, or on behalf of, individuals; and

(ii) relate to action, inaction, or decisions of providers of
health care services and public or private agencies involved in the
delivery, funding, or regulation of health care.

(B) provide information, referral and assistance to individuals
about means of obtaining health coverage and services;

(C) identify, investigate, publicize, and promote solutions to
practices, policies, laws, or regulations that may adversely affect
individuals' access to quality health care, including but not limited to
practices relating to:

(i) marketing of health care plans;

(ii) availability of premium subsidies;

(iii) accessibility of services and resources in traditionally
underserved areas;

(iv) adequacy of funding to traditionally underserved areas
through community rating and risk adjustment A
(D) ensure that the individuals have timely access to the services

provided through the Office and that the individuals and complainants
receive timely responses from representatives of the Office to
complaints;

(E) represent the interests of the individuals before governmental
agencies and seek administrative, legal, and other remedies to protect the
health, safety, welfare, and rights of the individuals;

(F)(i) analyze, comment on, and monitor the development and
implementation of Federal, State, and local laws, regulations, and other
governmental policies and actions that pertain to the health safety,
welfare, and rights of the individuals, with respect to the adequacy of
health care facilities and services in the State;
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(i1) recommend any changes in such laws, regulations,
policies and actions as the Office determines to be appropriate;
and

(iii) facilitate public comment on the laws, regulations,
policies, and actions;

(G)(i) provide for training representatives of the Office;

(ii) promote the development of citizen organizations, to
participate in the program; and

(iii) provide technical support for the development of
consumer and citizen organizations to protect the well-being and
rights of individuals; and
(H) exercise such other powers and functions as the Secretary

determines to be appropriate.
(5) POLICIES AND PROCEDURES.-- The Secretary shall
establish policies and procedures for the operation of HCOPs, including but no
limited to polices and procedures to --
(A) ensure optimal coordination among HCOPs;
(B) collect and make available nationally uniform and useful data
regarding problems and complaints;
(C) ensure that representatives of the HCOP shall have --

(i) access to health care facilities and individuals.

(i1) appropriate access to review the medical and social
records of an individual, if the representative has the permission
of the individual, or the legal representative of the individual;

(iii) access to the administrative records, policies, and
documents, to which the individuals have, or the general public
has access, of health care facilities; and

(iv) access to and, on request, copies of all licensing,
certification, and data reporting records maintained by the State
or Federal government with respect to health care providers.
(D) protect the identity of any complainant or other individual

with respect to whom the Program maintains files or records;
(E) ensure that no individual or organization performing
functions of the HCOP has --

(1) a direct involvement in the licensing, certification, or
accreditation of a health care facility, a health care plan, or a
provider of a health care plan, or a provider of a health care
service;

(ii) does not have a direct ownership or investment
interest in a health care facility, a health care plan, or a health
care service;

(i1i) 1s not employed by, or participating in the
management of, a health care service, facility, or plan; and

(iv) does not receive, or have the right to receive, directly
or indirectly, remuneration (in cash or in kind) under
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compensation arrangement with an owner or operator of a health

care service, facility or plan.

(F) establish and implement minimum qualifications and training
requirements for personnel, including volunteers;

(G) promote optimal coordination between the HCOP and other
citizens advocacy organizations, legal assistance providers serving low-
income persons, the State Long-Term Care Ombudsman Program, and
protection and advocacy systems for individuals with disabilities
established under --

(i) part A of the Developmental Disabilities Assistance
and Bill of Rights Act (42 USC 6001 et. seq.); :
(ii) the Protection and Advocacy for Mentally 111
Individuals Act of 1986 (42 USC 10801 et. seq.); and
(iii) the Americans with Disabilities Act.
(6) DESIGNATION OF LOCAL OMBUDSMAN ENTITIES AND
REPRESENTATIVES. --

(A) DESIGNATION. -- In carrying out the duties of the Office,
the Ombudsman may designate entities as a local Ombudsman entities,
and may designate employees to represent the entities.

(B) ELIGIBILITY FOR DESIGNATION. -- Entities eligible to
be designated as local Ombudsman entities, and individuals eligible to be
designated as representatives of such entities, shall --

(1) have demonstrated capability to carry out the
responsibilities of the Office;
(ii) be free from conflicts of interest;
(iii) in the case of the entities, be public or non-profit
private entities; and
(iv) meet such additional requirements as the Ombudsman
may specify.
(7) CONSULTATION. -- In planning and operating the program, the
HCOP shall conduct annual public hearings to get the views of the general public and
providers of health care.

(8) ANNUAL REPORT. -- The Secretary shall mandate the collection of
information and prepare an annual report --

(A) describing the activities carried out by the HCOPs in the year
for which the report is prepared;

(B) containing and analyzing the data collected by the HCOPs

(C) evaluating the problems experienced by, and the complaints
made by or on behalf of, individuals;

(D) containing recommendations for protecting the health,
safety, welfare, and rights of individuals with respect to their health
care;

(E) analyzing the success of the program and barriers that
prevent the optimal operation of the program; and
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(F) providing policy, regulatory, and legislative recommendation
to solve identified problems.

(9) Analyze, comment on, and monitor the development and
implementation of Federal, State, and local laws, regulations, and other government
policies and actions that pertain to health care facilities and services, and to the health,
safety, welfare, and rights of individuals, in the State, and recommend any changes in
such laws, regulations, and policies as the Office determines to be appropriate;

(10) Provide such information as the office determines to be necessary to
public and private agencies, legislators and other persons, regarding --

(A) the problems and concerns of individuals; and
(B) recommendations related to the problems and concerns.

(11) LIABILITY .- No representative of HCOPs shall be liable under
State or Federal law for the good faith performance of official duties.

(12) FUNDING.-- The National Health Board will provide funding for
the HCOPs by assessing each health care premium an amount to be determined by the
National Health Board. The Secretary shall provide the necessary funding to carry out
this Section prior to the Board's funding of this Section.

(13) Nothing in this Section shall be construed to limit the rights of
individuals to use the grievance and appeals processes in this Act. ‘

4/27/94
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HEALTH PROFESSIONAL LICENSING BOARD PROVISIONS

Purpose_ - It is the purpose of the Congress in this Section to help the states
protect the public health and safety by instructing the Secretary of Health and Human
Services to award grants-in-aid to health professional licensing boards that conform to

the criteria set forth in this title and the implementing regulations promulgated by the
Secretary.

Section One -- To be eligible for a grant, a health professional licensing board

shall file a plan (certified by the Governor) with the Secretary showing how the board
will meet the following criteria:

e {tion of licensing hoard

At least 51% of the members of the licensing board shall be "public" or
"consumer” members.

2. Funding

One hundred percent (100%) of the fees paid by licensees to obtain and renew

their licenses shall be dedicated exclusively to finance the operation of the board
that issues their licenses.

3. C laint/R Prioritizati { Case M

The Board must follow a complaint prioritization system that gives the highest
priority to allegations of substandard care and that sets reasonable time limits
(to be determined by the Secretary) for the investigation of high priority
complaints and reports. The board's procedures must ensure that no complaint
will be dismissed by the staff without the approvai of the board.

4. Timely. Open Discinli p i

Disciplinary proceedings shall be completed within a reasonable time frame (to
be determined by the Secretary) and shall be conducted in the Sunshine. All
voluntary settlements must be approved by the board, in open session.

5. Di . ¢ Discipli ion F

At the time the board determines there is probable cause that a licensee has

violated the licensure statue, this information shall become public, including the
name of the licensee, the nature of the alleged violation, and the date of the



public hearing. All final board actions shall be widely publicized, including the
name of the licensee, the nature of the violation, and the nature of the
disciplinary action. Boards in professions included in the National Practitioner
Data Bank shall report to and query the NPDB as a routine part of the
investigative and disciplinary process.

6. E ] ]. . ] D . . . E ! ] E '

An annual report containing operating statistics and other reasonable
information documenting board performance (to be determined by the Secretary)
shall be made available at no cost to the public at large.

7. Prohibiti Uniustified Restricti

No professional licensing board may, through mandate, board rules and

regulations, or otherwise, restrict the practice of any class of health

professionals beyond what is justified by the skills and training of such
professionals.

4/27/94
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DETAILED SPECIFICATIONS

. Structure

* Each health plan would offer two benefit packages, a basic package and a standard
package.

* Employers would be required to pay 80% of the average premium for the basic
benefit package. Employers could pay more (toward the standard package or for
supplemental benefits). . . : <

* Families would be required to have at least the basic package.
* All families, including families working for exempt empieyers, could choose either

package. Families would pay the difference between the basic and standard package
(without subsidies, although employers may contribute). -

. Benefit package; phase-in

Two benefit packages, a standard package and a basic package. Basic package phases—up
to standard package over fxve years.

Standard pac ge:
* HSA benefit package (with 5% reduction).
» FFS and HMO packages as in HSA, thh 5% reductlon as in Energy and
Commerce Staff Draft.

Basic package (still under development):

* [209%]" Jower value than standard package.
» FFS package with higher (e.g., $1500 - $2000) hospital deducible and
higher (e.g., 25%) coinsurance; reduce value of other benefits through higher
cost sharing or limits. Preserve preventive care (either with minor copayments
or put in the wrap package for children).
¥ HMO package would closely resemble FFS package, with copayments rather
than coinsurance.

* Federal deficit reduction targets would be incorporated into law. Annual reviews -
would be conducted to determine if targets met. Benefit expansion would occur only if
deficit reduction target is met.

¥ Deficit reduction target would be $50-100 B over ten years (assume lower
targets in early years).

Issues:
* With two different levels of benefits, adverse selection against the standard benefit
package is a danger.- Risk adjustment across the packages could increase the cost of the

basic package (Jim is working on this).

'

Three scenarios should be tested, with the value of the basic package 10%, 15% and 20% less than the standard package.




. Employer Payments ’

* Employers generally would be requu'ed o pay 80% of the average per worker
premium for the basic benefit package.
¥ Employer payment for each worker would be capped at the lower of 80% of
the average per worker premium or a specified percentage of the worker's
wages (Scenario A schedule),
b Large firms {over 1000 threshold) would be eligible for subsidies based on -
the average per worker premium for community- rated employers in the area.

Exempt firms:

* Exempt employers would not be required to provide coverage.
» Exempt employers with fewer than 10 workers pay 1% of payroll.
» Exempt employers with 11 to 20 workers pay 2% of payroll.

* Employers with 20 or fewer emp]oyees that choose to cover their workers are treated
as above.

- The cxemptmn would be eliminated ;f specified petcentages of the populanon are not
covered by specified dates:
» 90% of currently uninsured workmg farmlxes must be insured by 1998;
» 95% of currently unmsured working families must be insured by 2000

Self—ergployed people:

* OPTION 1. Self-employed people thh employees are treated as emp]oyees of
themselves and are eligible for exemption. Self-employed people without employees pay
as under the HSA (e.g., self~employed with working spouses make payments that are
applied to reduce federal subsidies). '

* OPTION 2. All se]f—cmp]oyed people are eligible for exemption.




. Employer Payments
{Continued)

Per worker premiums:

The per worker premium calculation would be based on the employer contributions for
the basic package: employer contributions above the amount required (including any
payment toward the difference between the basic package and the standard package)
would be considered to offset family payment responsibility.

Firms with fewer than 20 employee that choose to provide coverage are counted in per
worker premium calculation.

. Family Payments

Families working for nonexemb! firms gincluding exempt firms that choose to provide
coverage): B

* Families pay 20% of the average premium for the basic package.

* Low-income families are capped at a percentage of income for the family share for
the basic package. (Scenario A subsidies).

Families working for exempt employers:
* Families working for exempt employers pay the entire prermum (a per worker
employer share and a family share) for the basic package.

* Families working for exempt employers are capped at a percentage of income for the
entire premium.
¥ The cap ranges from 4-6% (Kennedy schedule for exempt workers),

Nonworking families: :
* Nonworkers pay toward the employer share as under Scenario A.

Families choosing standard package:
Famxhes choosmg the standard package are responsible for the full difference between

the basic and standard packagcs

* No subsidies apply to the difference.

Special rules for dual eamners:

- * Families with a worker in an exempt firm and a worker in a nonexempt firm are

treated as a family working for a nonexempt firm.




. Subsidies

Federal costs for subsidies are capped as under the HSA.

Employers:
* Employer payments for an employee for the basic plan are capped at 2.8% to 12% of

the employee's wages. (The Scenario A subsidy schedule applies.)

* Caps apply to all employers. For experience rated employer, payments are subsidized
only up to the level of required employer contributions for the basic plan in the
appropriate community rating area.

Families: v )
* Family payments for the family share of the basic plan are capped at 3.9% of income.
(The Scenario A subsidy schedule applies.)

* Families working for exempt employers are capped at 4-6% of income for the entire
premium obligation (Kennedy schedule for exempt workers). .

» Payments for nonworking families for the cmplbyer share are based on nonwage
income and are capped as under the Scenario A approach.

* Special subsidies for cost-sharing are provided for low-income families during the
benefit phase-in period.
» Low income families enroll in HMOs (if available). For those under
. poverty, the difference between the standard HMO cost-sharing and the basic
HMO cost-sharing is fully subsidized. For those with incomes below 150%
[200%7] of poverrty a portion of the difference would be subsidized (on a
sliding scale basis).

» If no HMO is avajlable, low-income families would be subsidized to the
same extent in a non-HMO plan.

Self-employed:

* OPTION 1. Self-employed people without employees pay as under Scenario A (e.g.,
self-employed without employees capped at small employer schedule).

* OPTION 2. All sclf-employed people are treated as exempt workers unless they
employ more than 20 workers in their firm.




. Community rating threshold

Firms with 1000 or fewer employees are part of community rated pools.
* Large firms cannot elect to be community rated.

* Taft-Hartley trusts and rural electric and telephone oooperanves can elect to be
experience rated. .

- State and local governments are community—rated-employcrs.'

* All experience rated employers (mcludmg state and local govemments) pay a 1% of
payroll surcharge.

. Cost containment

* Constrain initial premiums (as under HSA) and growth rates as fol)ows
» OPTION 1, HSA growth rates.
» OPTION 2. Managed compctmon grewth rates through 1998 HSA growth
rates thereafter.




GENERAL DESCRIPTION -
(Continued).

Families:
* Families working for nonexempt employers pay the difference between the 80% of the
average premium for the basic package and the premium of the plan they choose.

* Families working for exempt employers pay the entire premium.

* Families choosing the standard package are responsible for the full difference between
the two packages.

* Low~income families are capped at a percentage of income for the family share for
the basic package.

* Families working for exempt employers are capped at percentage of income for the
entire premium for the basic package.

* Special subsidies toward cost-sharing are provided for low-income families during
the phase~in period.

Cost Containment:
' Reverse frigger approach.

Subsidies: .
* Federal subsidy costs are capped as in HSA-

Cominunity Rating: . .
* The threshold for community rating is reduced to firms with 1000 or fewer employees.

* Firms above the threshold would pay a payroll surcharge of 1%.

(“\




PRELIMINARY DRAFT,
May 16, 1994 (10:51am)

GENERAL DESCRIPTION

Benefit Package: :

* To reduce the costs of the mandate to employers in the first few years, two benefit
packages, a basic package and a standard package, would be defined. The basic package
would be [20%] less than the standard package Employer payment requirements would
be based on the basic package. '

* Over a S—year period, if federal saving are achieved, the value of the basic package
would be phased-up to the value of the standard package.
? Savings would be assesscd annually before benefits are expanded.

"Firms with more than 20 employees

* Employers would be requxred to pay, 80% of the average premlum for the basic
benefit package. .

* Employers payments would be capped at a specified perccmage of cach worker's
wage. Smaller firms would receive more generous subsidies.

* All firms would be eligible for subsidies.

Firms with 20 or fewer employees ("exempt employers"}):
* Exempt employers would not be required to provide coverage.

* Exempt employers with fewer than 10 workers pay 1% of })ayroll.
-+ Exempt employers with 11 to 20 workers pay 2% of payroll.

* Employers with 20 or fewer employees that choose to cover their workers pay 80% of
the average premium for the basic package and are eligible for subsidies.

" The exemption would be eliminated if 90% of currently uninsured workers are not
insured.by 1998 and 95% insured by 2000.

Tax treatment:
~"Tax treatment of employer contributions is the same as in the HSA.

Maintenance of Effort:
OPTION, require employers that currently contribute more than the cost of the basm

package to maintain effort (modelling should assume MOE).
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nomy is alréady

I, Our economy

has one ¢f the best record of private sector job creation in history. We've crepted more jobs
in a littld ovpr a year than were created in the previous four years combined, and over 92%
of the jops we have created have been in the private sector. Indeed, we have [created almost
nine timqs more private sector jobs per month than were created during the previous
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ow we stand poised to translate our collective best efforts into r¢al, sustainable
for American health care. We have engaged in more than a year and a half of
sion on this issue: from town hall meetings to the halls of the Capitol.

en twists and turns along the way —- there are no doubt more ahead -~ but we
bving closer to our goal: passage of major health care reform l¢gislation this
different this time? This time there's no turning back: the American people
rir voices and said "Do it carefully, do it right. But this time, finish the job."
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ects each and every family, each and every business, each and eyery doctor and
d because we as Democrats have a special obligation to see this affort through.

issue that ef
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h security is something that defines who we are as Democrats - it is something

Democrats have always fought for a better. life for working Aerricans, and for
ef)t that encourages work as the means to personal security. Our Health care plan
his simple, democratic idea. If 9 out of 10 people with private insurance get it in
¢e, and eight out of ten people without health insurance have somebody in their
‘works, and you want the system to be as private as possible, wouldn't the best

jay that everyone is guaranteed coverage through the workplace, and that small
business¢s and low income fanuhes get Spccxal help to make insurance affordable? Shouldn't
everyond ta

I
without #

l my State of the Union address

Jnsnmnmm:zy_.&mmcm I know therc are thos: who say lt‘s not stand $O

let's accept universal access in the place of universal coverage. Or let's just start
insurance reforms and come back at this next year. We shouldn't do that, and we

inflation pnddr control, and never provide true security to hardworking Ameri¢an families
until we mppse some order on this system, and bring everyone into it.

of your cplleg
can bring| thig| little boy's fam1hcs, .and the other famllics who are counting on [us, the help and
security they|deserve. :
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Wnited States Semace

WASHINGTON, DC 205 10-1006
- May 18, 1594

The Menorable Rrskine B. Bowlea
Administrator

Cmall Dusincoas Admiriatration
409 Third Streetr, §.W.

Washington, D.C. 20416

ey

%

Dear Exskine: '.T;.: v

k8 the debate on health care evolves, I am becoming concgrneda T
with Lhe soliceable disconncction botween the busincss commulilty afid
the Small Pusiness Aduinistialion [8BAY un Lhe lopuc of hcall.h,m;é& ~t
While the Chamber of Commercs, the National rederation of - fa'» <
Tndepenident: Businesses (HFIB). aud peveral nallonal suiveys ha ve "
indicaced that Lhw Luslitess gu!mumuiy s Oweg vhrlmnzgly uplxmrnf [¥] &33
rhe Clinton Health Sccurity Act, Lhs SBA coatinues Lo promote the

citnrnn plan as bauefilliog suaell b.m.u.u:ancb. I believe Lhis
eantuaion naecds to he addresged.

a

xmall miginesser Are connernsd thal, the CYinton plau, LT .
passed, will impnne an emplayer mandate on small businezses, forcing
many of them Lo close their doors or lay off employees. The
buginegs nhmmn-nﬂ'y 1nA1rares rhar rhis mandare will resuir in rher
loss of st least 850,000 joba in rhe firar full year of

. implemantation. Houw cdn the Sk Advnrcara &oech R d-v-ﬂraﬂng

mandazte?

Yeoonaty, ir thig bill will have surhi & severe aduergs arfacn
on the economy, L must gquestion how the measure can benafit -

buginess. T would apprecists your thoughts on this long term
dilemma. '

i

Pinally, T would like To racsive any mararia! nha SRh i usging
to oxplain or ondoxce the Clinton health care bill. As a membox of
the Scenate Small Buainasa Committea, I am particularly concerned
with the miccion of the SBNA and would like To review this matorxial
batora the Janate considers the FY 199§ appropziitaons.

Your prempt Soncidoration of thie reguect ic graeatly
appreciated,

Si Bgly,

- Paul O, O b
(umsa Testes Senator

IDC/ilp

P.2/5
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The Honaranls vmil Covaerdell
United States Senete
204 Russall Bullding
Washington, DC 2051¢

Dear Senatur Cuverdell:

Many thanks for your lelter concerning tha dabata on health
tmra. T agres with You that Thers is probably no moro important
issue facing the small busineses oaommunity than health care.:
Everywhere I have gone, it io the first guestion that our osmell
bueinese customera ansk ‘us, and there i= little wander why.

Tuday, owmall bLusinesses are experlencing annual increases in
the cout of hezlth carc of 20% o A0% pey year. &Small businessss
today pay 14% ware far rhe same health care govarage that bkig
pusinagses pay. And snall businesses are net only expericnoing
thesa skyrocketing incrcaces in the cost of health care, but
unfortunatoly the only ocoveraqe that many small businesses can
afford today iz pretty posr. Nany small businesses today can only
aftord to buy "barc bones” coverage ur coverage that. has such a
huge deductilile thal il ounly couvers catagtrophic svente.

Aeyand rhis paine, 1t 12 not onily The ciyreckseting inarsacac
in the cost of health cara and the poor ocoverage that swmall
businasaes: are able to buy veday, amall busineseee are aleo
uniquoly cubjcetcd to every abuse in the health care systew ==
everything from occupation redlining Lo exclusivns for pre~existing
conditions, '

In addition, the playing field rfor small businessas isn’t
level. small migInessps dnn’t have a benafitc department, &0 we
don*t have anyone to negotiate with the insurance companiee on our
nenalf. We are thousande of inefficiont buyers out therc, trying
to negotiatae with the big insurance companies. And since we dan’t
have a honerits department, we have to take time away [rom uvur
valued custemera esnd from manayiuy vur buslpnesses just. ko try ro
negotinste some kind of reasonable price fnr nealth care coverage.

Tn AadmiTinn, today ir you are selt-employed, you are enly
eligible for a 25% daduction for hecalth care costs, whereas
evaryone alee ie oligib}d for 100%. That‘s not faoir.
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senator Paul Coverdsll
Page Two

8

Beyond Lhat point,  small bﬁsinesse:» ara ayperiencing

extiavrdinary Increarss 1n Tthe gost of workerc’ oompensation

Ansurance. The primary culprit here ie tha medical cost of

warkers’ compensdtion, which ie growing at an extraoerdinery rate.

" Based on thc'above, I think you would agres thal there is
svery rcacen for amall business to Le vunierued aboul. health care.

Your lctter indicates that you beliava that tha Prasident’s
plan will resull jn the loss oFf at 1ear 350,000 jobe in the first
Lull year of implementatien. Yeu also state thabt the bill will
have a sevaraly adverse offect on tho ooconomy Other cenperts

simply den’t agree with your asscusment.

Az the CBO oconcluded in its vepart, the Clinlun plan would not

significantly slow the econony or resull in the loas of jobs, The
OBO 'oaya that the Presideul’s plan wonld henetlt smaller rirms tnat
typically pay much higher premiums than larger firms. It goes on

"to gay Lhat this levelling of .cost will benefit all goaall

bLus inexsas, not Just Thosse that provide inscurancc today. In

‘additlion, a study rrom the Economic Policy Institute predicts that

the plan will oreate mora than 258,000 manufacturing joks ¢ver the
next deoade and the Brmployes Benefit Reswmarch Instlitute predicts
that the Presidant’s propoval <¢ould create as many as &60,000 jobs
overall. ' o , : . .

In polnt of fackt, in #awaii, where thoy bave had .an omploysr
mandate since 14i4, the unemployment rate has dropped te onc of the
lowast in the nation, small buzinece orcation has remained high,
and, mogt importantly, tho rainy day fund that was sect uwp to help
the smallest busincoscsz provida insurance has only bean tapped fiva
timee in this entire ninectecen year period. And finally, wnile
Howaii ranks near the tup of Lhe xbates in The cost ar 1iving, its
average health insurance promlum 13 near the bottom.

In your letrer, you alse ack for me to asend you any material
that SBA is ueing to oxplailn cr endorse the Clinton healll care
pian. The enly information. that I kuuw uf (el we are currently
geing is a warkahest which allows businesgee To calculate What

‘shelr costs would ke under the Clinton health care plan, cnmpared

to vhat theii GUsls are now. This inrformatlon was pravicusly eont

"to your ollive and I believe T received a "thank you" lattar from

you for sending such. | am enringing 2 copy of this workeheot with
this letter. .

P.4s5
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Senator Paul Coverdell -
Page Three '

: : T appreciate your letter and look foarward to talking with you
f in the Aays aneaa. with every beset wieh, '

Yoy R b i ‘ Bincerely, .

I ) Erskine R. Rowles
Administrater

Enclosurad
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STATEMENT OF THE PROBLEM

emha system based on voluntary purchase of insurance along with guaranteed issue,

it is possible that the risk pool of insured will deteriorate: that the healthy will be
more likely than they are today to be uninsured, and that premiums for those who are
insured will increase. This would be undesirable and we would want to protect
against this scenario.

IS IT LIKELY THAT THE MANY OF THE HEALTHY WILL DROP INSURANCE?

(answer: It depends on what assumptions one makes about employer maintenance of

effort.)

¢ If the subsidy schedule and tax treatment is such that it is reasonable to
assume that most current employer effort will be maintained, then significant
deterioration of the risk pool over a three to five year time period is probably not
a serious concern. The current non-group market is relatively small (approximately
7% of the under-65 population). Some of those who purchase non-group coverage
might drop it as a result of movement towards community rating and guaranteed issue.
However, if the community rating pool is broad —— e.g., community rating up to 1,000

- (or even 100) —- the effects on the overall composition of the nsk pool should be

relatively small.!

4 Howevcr, if the subsidies are generous enough that significant numbers of
employers would be expected to drop coverage, provide a wage increase, and allow
their employees to choose whether or not to purchase insurance, then the numbers of
people potentially purchasing in the non-group market would increase. In this
scenario, we might expect the pool of insured persons to deteriorate over time as the

. healthy chose to exit.

HOW COULD WE NIEASﬂRE WHETHER THE RISK POOL OF INSURED IS
DETERIORATING?

4 If the average age of insured persons is increasing, then we could assume
deterioration in the risk pool. Assuming we had some data system which indicated
whether or not each individual (or a sample of people) are insured, we could measure
whether the average age of insured persons increases during the pre-trigger time

! From the vantage point of individuals, 'relatively small' might mean a premium increase

of 2%—-5% (e.g.). That is, premium increases of this order of magnitude would be hard for
the individual to distinguish from background noise. However, in later discussions on how
premium caps could be implemented in a system with voluntary enrollment, fluctuations of
this order of magnitude would be relevant and would require adjustments in the premium cap
formula.
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period. A similar data system will be required in order to determine whether or not to
'pull the trigger'.

. ® Average age is an extremely weak proxy for measuring the deterioration of
the risk pool. With the appropriate age rating, there might be no change in
average age among the insured, but it could still be the case that the relatively
hcalthy (at any given age) are exiting the pool of the insured.

e However, there are probably no other good choices for obtammg reliable and
timely measurement of whether the risk pool is deteriorating.’

IF THE RISK POOL IS DETERIORATING, WHAT POLICY RESPONSES ARE
POSSIBLE"

¢ If we find that the pool of insured persons is aging, then we would want to protect
the insured against the increased premiums that would result.

¢ We could provide this protection, in theory, by providing -an outside funding source
which would allow health plans to reduce the premiums they charge to the insured.
For exmaple, to the extent we determined that deterioration of the risk pool was
raising premiums for the insured, we might assess cmploycrs not providing health
insurance.

¢ This money could be used to 'buy down' premiums for the insured. The simples
method would be to make a per capita payment to all health plans for each person
insured; this would reduce premiums to the insured to compensate for a deteriorating
risk pool. Alternatively, the outside funding source could be used to provide
reinsurance for very high cost cases —— e.g., for the 1.6% of households with

? Assuming we could get the data, we could examine the pcrccnt of insured persons with
expense above some level —- e.g., $10,000 or $30,000. Then if the percentage of the insured
with high expenditures increases from year to year, we could assume that the risk pool
deteriorated. However, there would be a number of complications with such an approach.
From NMES data, 8.1% of the under-65 health insurance units have expenditures over
$10,000 per year. If the healthiest 5% of the currently insured chooses not purchase
insurance, the 8.1% would increase to 8.5%. -Differentiating an increase of this magnitude
from the background effects of general medical care inflation, measurement error, white
noise, and changed incentives for reporting would be extremely difficult (and even worse if
we were trying to do this at a state-by-state level). Alternatively, we could add some
questions to the CPS on self-reported health status to attempt to track deterioration in the risk
pool of the insured. While this might give us some indication of the direction of change, it
would not be suff1c1cnt to allow measurement of the effect of any such changes on average
premium.
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expenditures above $30,000 per ‘year that account for 20.3% of expenditures.

¢ This outside funding soi;rce could be raised, for example, by an assessment on those
employers who do not provide health insurance. As the number of people insured
increased, both the need for the assessment and the revenue from it would decline i in

: tandcm

¢ It is not hkely, however, that we will be able to do a good job of measuring the
extent to which the risk pool is deteriorating or the effect of such changes on the
average premlum paid by the msured ‘

' MANDATORY REINSURANCE FOR HIGH COST CASES

¢ The HSA specifies that prospective and retrospective 'risk adjustment'A should be
used to assure that plans with a disproportionate number of high cost cases should not |
be disadvantaged as a result.

¢ A risk adjustment system, mcludmg, potentially, retrospective reinsurance for hlg,h
cost cases, would be required in.a system without universal coverage as well. In fact,
the stress placed on the risk adjustment system will be greater when people are
choosing whether or not to be insured than in a system of mandatory insurance.

4 However, a reinsurance system for high cost cases is neither necessary nor
sufficient to deal with the potential problem of deterioration of the risk pool. If the
healthy exit the insurance system, the premiums for the remaining insured ‘will
increase. Providing reinsurance for high cost cases (funded by an outside source) will

. protect against part of the effect on prcmlum but most of thc effect will not be

accounted for by such a mechanism.?

2 If the healthy exit the insurance market, thc insured will have a higher proportion of,

'hlgh cost cases' than previously. A reinsurance mechanism could protect against the effect of
this'on premlums However, there will also be a higher proportion of 'fairly high cost cases',
and of 'somewhat high cost cases'; we have no good way of protecting against these effects.
Unless we are thinking of reinsuring more than 20% of expenditures, at least 80% of the
effect of a deteriorating risk pool would not be compensated for by a reinsurance mechanism.
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SUMMARY

¢ If the structure of subsidies and the tax treatment of employer provided and
individually purchased insurance is such that it is reasonable to assume that most
employers will maintain effort, then we do not need to worry much about deterioration
of the risk pool and its effects on premiums paid by the insured. '

¢ If significant numbers of employers are likely to drop effort, then deterioration of
the risk pool may be a problem. However, in this case we are unlikely to be able to
do a good job of either measuring the magnitude of the effect, or of adjusting for it.

¢ Setting up a national reinsurance mechanism for high cost cases will not resolve the
major problems that would be created if the risk pool does deteriorate.

¢ When considering how to implement prexhium caps in a system with voluntary'
enrollment, careful attention must be paid to the effects of changes in the composition
of the risk pool on the level of premium increase that should be allowed.
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H.R. 6675 passed House Ways and Means Committee on March 29, 1965
Vote 11 - 87

© ' All Democrats supporting and all Republicans (Battin,

Betts, Broyhill, Byrnes, Collier, Curtis, Schneebeli, and
Utt) opposing.

Oon floor, bill passed by a vote of 313-115;

©  One Republican changed his vote - Schneebeli.

Conference Report #682 filed July 26, 1965; floor action July 27,
1965; Rollcall vote 203 - yeas 307; nays 116:; not voting 11.

o ' On the final passage, 3 Republicans from Ways and Means
" voted yea = Broyhilll, Byrnes, and Schneebeli.

H.R. 6675 passed the Senate Finance Committee on June 30, 1965; We
have not been able to get the Committee vote however, we do Kknow

that the Committee composition was 11 D / 6 R (Bennett, Carlson,
Curtis, Morton, Dirksen, Williams);

on floor, bill passed by vote of 68-21:; 11 not voting.

o One Republican voted yea - Carlson; in addition, Dirksen
did not vote.

Oon passaée of the Conference Report floor action'July 28, 1965;
Rollcall vote 201 - yeas 70; nays 24; not voting 6.

o  There were no cross over votes from the prior floor
passage, however, Curtis and Dirksen did not vote.

Date of enactment July 30, 1965; P.L. B9-97.
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PASSAGE OF SOCI .

H.R. 7260 passed House Ways and Means Committee on April 5, 1935
(House report #615) without amendment. The bill was passed on a
partyline vote of 17=7

Passed House on April 19, 1935

o Roll call vote #57: 372 yeas; 33 nays; 2 present; 25 not
voting. Five of the seven Ways and Means Republicans
switched thelr votes and supported the passage of the
bill. One maintalned his nay vote; and one member voted
present.

Conference report final action August 8, 1935 by voice

H.R. 7260 passed Senate Finance Committee, May 13, 1935
(Senate report #628)

© ' The Archives does not have the minutes from the Finance
Committee therefore we are unable to obtain the vote
breakdown.

Pagsed the Senate on June 15, 1935 by a vote of 77 yeas; 6 nays; 12
not voting. A

o Since the Committee vote is unavailable we don't Kknow if
there were any vote changes.

Conference report August 12, 1935; voice

Date of enactment August 14, 1935; P.L. 74-271.
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UNDERLINED PARTS ARE NEW

I want to thank the Center for National Policy for providing me with this opportunity
to speak to you today. The Center for National Policy has been an impéx’tant focal point for
debate on a broad spectrum of issues affecting our nation. You have made important
-contributions to these issues and have directly affected the course not only of debates but of
decisions and actions.

It is itherefor'e éppropriate that we discuss today an issu¢ that will certainly affect
every ciﬁ;en and taxpayef in this country -- health care fefofm; ;I'odéy, I want to talk to you
about healthi reform and focus not so rhuch on tﬁe delivery of health care but rather on what
the President believes, and what I believe, is an absolutely essential element of reform, and
that is controlling the skyrocketing costs ‘of our health care system.

The President was elected in 1992 on his promise to focus on fundamental changes in
the nation’s economy, in our government, and in the lives of America’s families. That he
has done. Working with the Congress, he has put in place an economic plan that has
reduced Buaget déﬁcits and increased investment in long-term economic growth and in the
education, skills, and well-being of our workers and our children. He has implemented a
trade bolicy that is already increasing exports and creating new opportunities and jobs
throughout this country. He has signed into law the Family Leave Act, Goals 2000

education reforms, a historic national service program, and reforms in Head Start and other
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education pr;ograms. Last week, the President proposed a strong, measured reform plan to
turn the naﬁon’s outdated and, in so many ways, counterproductive welfare system into a
plan for wo;k and responsibility. |

Fundamentally tied to all of these changes in govemmént, in the economy, in the
well-being o:f our families is the need to reform our health care system. There is a clear
consensus tﬁat the nation cannot sustain the inadequacies, the bureaucracy, the waste, or the
costs of the;present system. Reform is essential to continuing deficit reduction, it is essential
to our efforis to restore America’s economic strength, and it is essential to the security, to
the well-being, of every American family.

As hjealth care has been debated in the Congress and in the press, one of the issues
that has arOlilsed controversy is whether to effectively control health care costs, a key goal of
the Presidenit’s legislation.

Withgout real cost control, health costs will continue to consume an ever-growing
share of hoﬁsehold, business, and government budgets, robbing national income that we need
to save and invest now for a better future.

Somcje argue that we should just rely on the word of those in the health care system to
hold down costs. But as one observer has written, the health care system has become
overbuilt, o;'erused, and overpriced. How can we provide affordable health care for all
Americans and not deal directly with costs? The answer is., we cannot.

'i‘he United States devotes the highest proportion of GDP to health care of any
industrialize;d country -- 14 percent -- yet insures the smallest percentage of its citizens. If

current trenczis continue, by the end of the decade 14 percent will rise to 18 percent, yet some



38 million Americans will still have no health coverage. And government, businesses, and
families, will continue to face rapidly rising costs, with no end in sight.

How can we not control costs? How can we not? The American people want real
health care reform. But does anyone seriously think that they want the Congress to go
through this process and end up not controlling costs? The reality is, the stakes in
constraining national health spending are huge -- for families, for businesses, and for
government.

Firsf, government. And for government, read the taxpayers, all of us. Last year,
Congress aﬁd the President reversed the trend of rising budget deficits by making some very
tough choices about spending and taxes. Even so, the reality is that without comprehensive
health reform, deficits will rise again in the latter part of this decade. Why? Because there
is one remaining area of the Federal budget that is out of control. It’s not defense spending,
and it’s not foreign aid, and, if you leave out health, it’s not social spending. It is health
care. The Congressional Budget Office projects that without reform, they will rise by over
ten percent for ten consecutive years -- obviously well beyond the rate of overall inflation.

If y§u consider all of the spehding increases expected over the next several years, 90
percent come in three areas. Third is interest on the debt. Second is Social Security, largely
because of a growing senior population, although the Social Security trust fund continues to
run a substantial surplus. In first place, and easily leading the pack, is health costs, which

make up more than 50 percent of anticipated spending increases.

Of course, if deficits could keep up with that spending, then deficits would not grow,
but even in a strong, growing economy, revenues simply will not keep up with the pace of
health spending.



So controlling health costs is absolutely essential to maintaining the path of deficit
reduction.

It is equally essential to the nation’s economy. Businesses face the same problem as
government -- skyrocketing costs which take a greater share of profits and payroll, which
force many to limit the insurance they provide their workers, and prevent all to many, as we
know, from providing it at all.

Perhaps the best known is example is the automobile industry. Health costs for the
Big Three automobile ménufacturers average over $1,000 per car, placing them at a massive
disadvantage to Japanese carmakers. Every product we manufacture, every service we
provide, contains a growing health care tax premium. And that is true regardless of the size
of the busin:ess. Small businesses today are charged an avefage of 35 percent more than
large businesses for the same insurance. Whether large or small, businesses desperately need

predictable, affordable health costs.

And finally, families, particularly middle-class families, are finding it more and more
difficult to ensure that they have adequate health care. First, just like government and
businesses, they are facing rising costs for insurance, for doctors’ visits. for prescription
drugs. In addition, though, efforts to control costs in today’s marketplace result in families
being deniéd insurance just when they need it most -- because of a serious illness or other
long-term condition.

So families today live with the knowledge that they are one serious illness or one job

change away from losing their health insurance. And because protecting families is at the
core of health care reform, one of the fundamental ways in which we need to protect them is

not only to guarantee coverage but to control skyrocketing costs.
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If someone had sought to design the highest-cost system possible, they would have
come up with our current system. There are few incentives today to control spending: the
consumer bears only a fraction of costs; patients do not have the information they need to
make meaningful choices; and most consumers must pay whatever providers charge. We
need to change that market fundamentally. We need to create real competitive pressures and
then guarar{tee them with cost constraints.

Our primary strategy for cost containment is private sector competition -- creating the
right econ&nic incentives to provide choices, bring costs in line, and encourage health plans
to compete on price and quality. This will slow down costs, but we also need to build some
discipline and éertajnty into our system. It would be irresponsible not to back up health
security with cost security.

Indeed, what seems to get lost in the debate over specific cost-containment
mechanisms is that we need to design a system that is inherently more cost conscious than
the one we have today. We can debate forever about which specific cost containment
mechanisms to use, but the fact is that most consumers, providers, and insurers do not now
have adeq{xate incentives to spend our health care dollars wisely -- and that is one market
failure thaf health reform must correct.

The President’s plan gives most consumers more choice of plans than they have in
today’s sylstem. where so many employers offer only one plan. And consumers will be
provided m’ ith information about the p‘ lans from which they are choosing, in a form they can
use to compare health plans -- which most people don’t have today. Plans will provide a
standard Beneﬁts package, so the system will allow consumers to make an apples-to-apples

H




comparison based on price, on quality of care, on previous customer satisfaction, on

experience. .

And because the plan stresses responsibility by requiring consumers to pay a portion
of their prerﬁiums, they will have a financial stake in choosing the lowest cost plan that
meets their individual needs. And they will be given an annual opportunity to switch plans if
their plan does not live up to their expectations.

The ‘plan also strengthens competition in health care by requiring providers and
insurers to i)rovide care to all who seek coverage, and to provide that care within a set

premium. A key element of that is the choice of plans provided to consumers. Choice is

essential to competition, To be competitive in the reformed health marketplace, providers
will have to consider the cost-effectiveness of the care they give. And insurers will need to
take a more active interest in monitoring the cost and quality of the care they are asked to
pay for. This is how the President’s plan uses the instruments of competition to squeeze
excess costs out of the system.

These policies are the building blocks of incentive-based cost containment in a
reformed health care system. But we need to build accountability into the system as well.
So, In addition to encouraging real competition, the President’s plan uses three additional
protections to control costs: short-term protection in the first year of reform; long-term
protections; and protections to control budget deficits.

Setting an accurate premium level in the first year is a critical step towards real cost
containment. Today, millions of uninsured individuals cannot pay when they use the health

care system. Doctors and hospitals set their fees -- and insurers set their premiums -- about



25% higher for those who do pay to cover these uncompensated costs. That, of course, is
one of the f_ﬁndamental arguments in favor of universal coverage.

With universal coverﬁge, all Americans would be insured, so there would be virtually
no uncompensated costs. Therefore, we need to set an appropriate premiuin ceiling in the
first year of health reform; otherwise, the health industry will reap a huge windfall because
they will effecﬁvely be paid twice for the uninsured -- once when the uninsured get insurance
and pay their premiums and again whén everyone else still gets charged more. This
windfall, wérth hundreds of billions of dollars to insurance companies over the next several
years, would come straight out of our pockets..

The costs of the system are high enough. The health industry should not be permitted
to collect fees and premiums twice for the same care. To prevent that, setting an appropriate
first-year premium is essential.

To f)rovide the long-term protection that American businesses and families demand,
the President’s plan ties the future growth in health insurance premiums to a reasonable scale
of increases.

This protection makes sense. Limits on premium increases are preferable to direct
Federal rniicro—management of health care costs -- for example, through a system of Federal
price controls for specific procedures. The Federal government should not set prices for all
of the tens: of thousands of private health transactions that take place every day. The
President rejected that approach in favor of broad limits on the rate at which insurance
companies; may raise premiums. The President’s plan leaves it to those who know the
system be#t -- health plans, doctors, and nurses -- to eliminate waste while improving the

quality of care.



We believe that by reforming the way the health care market works -- permitting
providers to compete efficiently and giving consumers the information they need to make
prudent and cost-effective choices -- health care cost increases will be slowed. But if
competitionl does not hold premium growth within reasonable targets, then premium caps will
be triggered.

Some argue that these limits are too stringent to maintain the high quality of care that
Americans receive today. This is simply untrue. First, the ceilings allow for regional
variations ajnd demographic shifts. But more fundamentally, in 2004, even with these limits,
the U.S. health industry would have revenues of $2.1 trillion. The average annual growth in
national health spending between 1996 and 2004 would be 7.3 percent per year instead of 8.4
percent as how projected -- an important achievement but one that would more than éllow the
health sector to continue the high-quality care and niedical advances which are the hallmark
of our system.

Finally, the President’s plan assists small businesses and low-income families and
individuals in paying their share of the cost of insurance. However, the President rejected
the notion of creating another runaway entitlement program. Therefore, the plan sets a cap
on total discounts. If costs rise beyond that level, Congress and the Administration must
revisit the program and fix the problem.

We are all too familiar with the problem of exploding entitlement programs,
established without limits and coming back to haunt Congresses and Administrations. The
cap on aggregate subsidies is a backstop that we do not expect to use. But just as we are

asking the private sector to control its health costs, we are also requiring the Federal



government to be held to a measurable standard of cost containment, and we are protecting
the taxpayer as well as our commitment to deficit reduction.

Regardless of the means, we need to put an end to the fantasy that we can reform the
nation’s heaith system and provide coverage to every American without containing health
costs. And conversely, we cannot hope to contain costs without universal coverage. The
two are inextricably linked. All the experts agree that until all Americans are insured,
billions of dollars will continue to be shifted onto those with insurance coverage. And
without an approach requiring universal coverage, as CBO points out, it is the middle class --
not the poo;r -- who largely end up without insurance.

Likewise, without cost containment, middle class families will bear the largest burden
of skyrocketing costs. (

Let me point out just how bizarre the debate over cost containment has become.
When the Administration said that ﬁealth care spending would rise to 19 percent of GDP by
2004 without reform, everyone agreed with us that 19 percent was too high and that it would
crowd out important investments in the economy. But when the Administration produced a
plan to reduce health’s share of GDP to 17 percent by 2004, some claimed we were leading
the country down the road to rationing -- even though all of our industrial competitors spend
less than 16 percent of their output on health today.

If 10 percent is enough for other industrialized nations to provide universal health
coverage, why should 17 percent and another $1 trillion-plus in health industry revenues
mean ratior;ing here? And if the uninsured are now receiving care -- even if it is expensive

care -- why should giving them health coverage, much of which would prevent disease, drive



costs higherl than they are today? The Administration should not have to defend 17 percent.
It is opponents of cost containment who have some explaining to do.

If we enact health care reform that does not provide for universal co{zerage and
control cost$ -- whether through the mechanisms proposed by the Administration or by some
other meansz -- this effort will have failed.

This is a debate that is taking place not only in the committee rooms and the
chambers of the Congress but in newspapers, in meeting halls, and over kitchen tables
throughout our country. For 16 years, I served as a member of Congress. And for 16
years, the health care issue became a bigger and bigger problem. It was ignored until it
became a crisis, as costs for families, businesses, and government spiraled out of control, as
the number of uninsured Americans grew, and as more and more families came to fear the
loss of theiriinsurance coverage.

We s;aw a lot of suggestions, a lot of ideas, a lot of concepts proposed. We tried.
But we failed. The truth is, until this President, nobody presented the kind of specific,
comprehensive, responsible, detailed, paid-for plan that the Cpngress has been considering.

As this great national debate has proceeded, we have been challenged on policy, as
we expected, and there has been a strenuous and far-reaching discussion of how best to
achieve the goal of comprehensive health care reform. The Administration does not pretend
to possess divine wisdom on this issue.» We have welcomed alternative proposals and views.

But és the legislative process moves forward, let’s make one thing clear. Let’s be
sure that as the various plans are considered, they meet the tests that we have sought to meet
-- universal coverage, choice, cost containment. And let’s try -- to the extent possible -- to

be sure that the debate proceeds on the substance, not the politics and not the personalities.

10



The American people deserve that kind of debate because this is an issue that will directly
affect every one of them every day of their lives.

As you know, the legislative process is well under way. House and Senate
Committees are hard at work on their versions of health care reform. Cost containment is a
critical element of their deliberations. We all know that the legislative process is sometimes
not very pretty. We are in for a roller coaster ride with even steeper twists and turns than
last year with the enactment of the President’s economic plan.

In the end, I am convinced that Congress will pass a plan that guarantees coverage for
every American and that controls health costs. And that is absolutely essential tb the future
of our econémy and our country.

j FHERE
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TO: <(22hris Jennings
FROM: David N'exon’

*DATE 6/5/94 -
SUBJECT Data items we need (all for Chairman's mark) per our earlier
conversataon

1) Esttmates of overall impact of Chairman’s mark on business by size of
firm, divided between those currently provrdmg and not provndmg
coverage. :

2) Estimates including 5,000 plus firms and payroil contribution for
small exempt and large firms over 1,000 (earlier estimates did not
include 5,000 plus firms and appeared to be for premiums only).

3) Five year and year 2000 figures for the components of Title 1X:
Employer premium payments, household premium payments, Federal
subsidy payments (we have five year, but not year 2000); Federal
payments for cash recipients; state payments, including moe and cash -
recrprents For employers, hopseholds, and states, we would like to be
able to, compare to baseline payments : :

4) Is \tobacco tax number (saz billion) a 96-2000 figure or a 95-2000
figure. ' If the former, what is the 85-2000 figure?

5) Budget impact of various .cost-containment scenarios provided to Ken.

6) Difference between average premiums of 1,000 plus firms and all
people in community-rated pool. How does what the 1000 plus firms
would pay if they were paying commumty-rated premlums relate to the
one per. cent assessment? ,
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SUBJ: Additional Data Items Needed for Chairman's Mark
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After talking it over with Dawd it turns out we need a couple of
additional items: "’ :

1)  The breakout of the revenue from the 2% assessment and 1%/
assessment : :

2) The number of firms and workers for each subsidy payrcll cap (ie,
how many workers are in firms paying 5.5% and how many firms are. there)

3)‘ For the Bingaman Option, the number of firms, workers in the
exemptton -- and revenue broken down for the 1% and 2% assessment of
the exempt firms.

Much thanks -~ you can fax tﬁe info to me (224-3533) or telephone |f you
prefer (224-6366; -6064; - 5406 david's line)
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