guy from Montana is going to pay the bill for the person living
in San Francisco, then he’s going to ask those questions.

CHAIRMAN WATKINS: Well, we thank you very much for
coming before the Commission and, in one case, returning before
the Commission. 1It’s been very helpful to us as always.

We stand adjourned now until tomorrow morning at 8:00.

(Whereupon, at 5:16 p.m., the above-entitled matter was
adjourned, to reconvene at 8:00 a.m.)
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MS. GAULT: Good morning. Ladies and gentlemen,
distinguisked witnesses, members of the President’s Commission,
my name is Polly Gault. I am the designated federal official
here and, in that capacity, it is my pleasure to declare this
meeting open. Mr. Chairman.

OPTIONS FOR CARE AND SOURCES OF FINANCING

CHAIRMAN WATKINS: Thank you. Good morning. Our
first panel this morning is one that consists of individuals
expert in the field of options for care and sources of financing.
They include: Dr. Arthur W. Feinberg, Professor of Clinical
Medicine, Cornell University Medical College, Associate Director,
Department of Medicine, North Shore University Hospital, and
Fellow and Regent of the American College of Physicians, on
behalf of the American College of Physicians; Dr. Harvey J.
Makadon, Medical Director, Ambulatory Services, Beth Israel
Hospital, Executive Director of Boston AIDS Consortium, Harvard
School of Public Health; Carl J. Schramm, President, Health
Insurance Association of America, Mary Nell Lehnhard, Vice
President, Office of Government Relations, Blue Cross and Blue
Shield Association; Dr. Gail R. Wilensky, Vice President,
Division of Health Affairs and Director, Center for Health
Affairs, Project HOPE; Ben Schatz, Director, AIDS Civil Rights
Project, National Gay Rights Advocates.

I’'d like to welcome you all here and we’d like to
hear brief statements that you have prepared, starting with
Dr. Feinberg.

DR. FEINBERG: Thank you and good morning. The
American College of Physicians appreciates this opportunity to
present our views on the financing of care for patlents with AIDS
and other HIV-associated illnesses.

Last month, the College, which represents 65,000
internists, announced two new position papers on the HIV
epidemic, one on financing of care and one on treatment, testing,
confidentiality and other related issues. I ask, Mr. Chairman,
that both of these papers be included in the record of these
hearings. My comments today will summarize the financing paper
only.

The AIDS crisis emphasizes inadequacies felt
throughout our health systems--millions of uninsured persons,
limited access for the poor and inadequate funding for preventive
health. Solutions to these general problems would obviously
contribute significantly to solving the specific challenges
raised by AIDS.
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We believe that all Americans should have access to
high quality care, whoever the patient, whatever the illness,
but we hesitate to single out a particular disease for policy
purposes. But, because we can not assure this kind of care now
and because of the severe impact of AIDS, we feel it necessary
to move forward with our recommendations.

First off, the College does not believe that we must
invent a new wheel to pay for the treatment of AIDS. We propose
that a national policy be developed that uses all existing
mechanisms for health coverage and spreads the responsibility
and the financial risk. New resources must be added to each
component of the system so that each patient has health care
coverage throughout the course of his or her illness.

From this general principle, we make the following
recommendations. First, that financing the care of AIDS patients
should be assured through employer-provided coverage, through
individual health policies, MediCare, Medicaid, public health
and private grant funds.

Secondly, that inadequacies in all of the existing
mechanisms must be corrected through legislative or regulatory
action. oOur position paper includes many specific suggestions
on how to close these gaps and I’11 highlight some of them later
on in this statement.

Thirdly, mechanisms such as case management should be
developed to assure that patients take full advantage of all
available financing sources.

Fourth, care must be provided efficiently and must
incorporate practical approaches to community-based care.

Finally, strong central direction will be needed to
develop and coordinate the implementation of these needed
improvements. This last point is a critical one as far as the
College is concerned. Precisely because our recommendations
depend on our pluralistic decentralized system of health
financing, we feel that strong centralized planning and
direction will be necessary. To bring the pieces together to
weave a net, if you will, that will protect all AIDS patients,
requires strong national leadership. The College, therefore,
urges the creation of a successor body to this Commission to
provide this direction. This entity would be charged with
identifying weaknesses in each of the health financing
components, developing recommendations to correct the problems
and promoting and overseeing implementation.
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In the remaining time, I’d like to highlight a few
of the specific recommendations of the College. The full list
appears in the position paper that we submitted to you.

For employer-provided group coverage, we recommend an
extension of the coverage period mandated by COBRA. Coverage
should extend at least until MediCare becomes available to
disabled individuals after the twenty four month waiting period.
Premiums should be subsidized so that coverage is not lost
because the patient can not afford the cost. Employers and
insurers should structure their policies to be appropriate for
AIDS, and that would include home health care, custodial care
and hospice services, for example.

Secondly, to make individual insurance policies more
widely available, tax incentives should be used to encourage
insurers to increase the availability of community-rated open
enrollment policies which individuals can purchase regardless
of their medical condition. We feel that risk pools should be
established for patients who are otherwise medically uninsurable
and that the federal government should promote their development.

In the Medicaid program, the waiver authority allowing
states to provide a wide range of home and community-based
services should be made more easily available. The federal
matching share for services to AIDS patients should be increased
to relieve the financial burden on states with the highest
incidence of the disease. Patients whose income is above the
eligibility standard should be allowed to buy in to Medicaid
coverage.

Now, with all of these recommendations about Medicaid,
it is not our intention that these recommendations divert funds
from other needy Medicaid recipients because, in a way, that
would basically just shift the burden from other sick people to
this group of sick people.

For Medicare, we feel that the twenty four month
waiting period for a disabled person to receive medical coverage
should be shortened.

Finally, public health grants and foundation and
charitable funds should be used to provide incentive payments
to facilities that initiate or expand services for psychiatric
support, long term care, housing, assistance, for example, to
public hospitals that take a large burden of the AIDS problem
and for training support to counselors, care givers and others
who provide services.

Mr. Chairman, we offer these recommendations, clearly
not as final answers, but as a starting point for discussion.
The American College of Physicians is ready to work with the
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Commission and with other public and private leaders to explore
these and other alternatives in order to craft a national
strategy to finance care for patients with AIDS and other HIV
illnesses. Thank you.

CHAIRMAN WATKINS: Thank you, Dr. Feinberg.
Dr. Makadon?

DR. MAKADON: Thank you, Mr. Chairman and members of
the Commission.

I speak today as a primary care physician responsible
for the care of AIDS patients and also responsible for the
organization of our program to provide primary care for people
with HIV infection in the context of a hospital-based primary
care practice.

I work at Beth Israel Hospital in Boston where I’m the
Medical Director of Ambulatory Services. I’m also the Executive
Director of the Boston AIDS Conscrtium at the Harvard School of
Public Health.

I would like to convey the urgency of the critical
problems we face as care givers and the need for a strong federal
effort to insure both the adequacy of payment for AIDS care as
well as the availability of benefits which match the continuum of
health care needs for people with AIDS so that we can provide
quality cost effectively.

Before offering specific suggestions, I would like to
suggest several compelling reasons why we must talk about AIDS as
a distinct issue apart from general issues of health care
financing and access to care.

On my way here today, I went past the Vietnam
Memorial, that elegant reminder of the stark reality of the
46,000 who died in Vietnam. It made me realize the enormity
of the scope of the 55,000 AIDS cases diagnosed since 1981.
Consider this: that in the year 1991 alone, we must prepare to
care for more than 75,000 new cases of AIDS and 50,000 deaths.
At some time during that year, more than 120,000 individuals
with AIDS will require care. An even greater number of patients
will develop other HIV-related syndromes.

Again consider these numbers in the context of the
current strain on our systems of care. New York City reports
long waits in the emergency departments of overcrowded hospitals
where AIDS patients occupy significantly increasing proportions
of in-patient beds. The hospital that cares for the largest
number of AIDS patients in Boston has had to suspend
appointments for new patients in its AIDS program. There is a
catastrophic shortage of facilities to care for IV drug users.
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A recent phone survey of 193 internists in Boston revealed only
four who were willing to care for a hypothetical HIV-infected
individual calling on the phone.

A second reason why we need to consider AIDS funding
as a distinct issue is that it has become clear that our
reimbursement systems are not designed to incorporate payment
rapidly for new therapies necessary to manage effectively the
complex needs of AIDS patients. At the end of last year, six
states still had not included payments for AZT within their
Medicaid program. Our patchwork of health care payers, as all
of us know, makes it difficult for anyone to know when various
medications or therapies are covered. The catastrophic needs of
AIDS patients make these uncertainties and variabilities even
more problematic.

Finally, as I noted, there is a great reluctance on the
part of many health professionals to become involved in the care
of individuals with HIV-related illness. Often their reluctance
is based on fear and outright discrimination. We can not
compound the disincentives of fear and prejudice with additional
economic disincentives to provide care.

For these reasons, we must consider specific efforts
to fund care for individuals with ATDS and HIV infection. In
doing so, first, we need to recognize the relationship between
financing and both access to and adequacy of health care services
and explore how financing can be used to create structural
changes creatively.

Second, we must consider ways to provide benefits for
those who have neither health insurance nor entitlement to health
care benefits. Recognizing that the cost effective care of
AIDS patients requires a continuum that includes ambulatory,
hospital, home, chronic and Hospice care, we need to consider
how we can include these benefits and provide them adequately.
Medical case management programs, which Dr. Feinberg mentioned,
may provide one mechanism for doing this. These programs are
being used increasingly by employers as well as state Medicaid
programs to provide the needed range of care cost effectively.
These programs are still largely unstudied. They need to be
carefully and critically evaluated.

Systems such as the New York State Plan to establish
AIDS treatment centers using increased funding to encourage
provision of a wider continuum of care showed great promise.
These also need to be evaluated.

In developing these new programs, however, it is
important to consider how financing will ultimately influence the
organization and quality of services provided. We must evaluate
the advantages and disadvantages of developing AIDS specific
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segregated approaches to care as opposed to utilizing approaches
which rely on traditional community-based primary care progranms.
While specialized facilities could be models for care and
research, it is easy to envision a second class of care
developing for AIDS patients if funding for these special centers
does not meet clinical needs.

I also suspect segregated centers will not be as easy
to staff or will lead to greater staff burnout than would occur
if the care of AIDS patients were integrated with the care of
other patients and distributed over a greater number of health
care providers.

Finally, we must evaluate how to close the gaps in
coverage for health care. Given the similarity of issues
regarding financing AIDS care and general health care financing,
a comprehensive national health care financing program would
clearly be the best solution for AIDS and other diseases.
Although it has not been politically popular to speak about broad
reform of health care financing on a national level for fear of
cost, we must look to Canada’s health system as evidence that a
universal financing system might help contain and not inflate
health care expenditures and also lead to greater public
satisfaction.

Short of universal health care reform, we need to
consider a strong federal AIDS financing program. A federal
effort would allow national debate on the appropriate components
of a model program to demonstrate ways to integrate a full
spectrum of care and cost effective financing. While such a
program could be part of MediCare, it should be distinctly
different from the end Stage Renal Disease Program which was
developed without attempts to control costs or to develop
guidelines for the appropriateness of care.

Given political realities, it is likely that we shall
have to turn to incremental and continued patchwork reform of our
health care system. To do this, the needs of AIDS patients again
require that we bridge the gap between the time when individuals
lose private insurance and they become eligible for MediCare on
the basis of disability. Many have proposed extending COBRA
benefits to the time when MediCare eligibility occurs. That
leaves out a large group of patients who, even though they may
have been employed, still are not eligible for COBRA benefits.

I have a patient who was diagnosed with pneumocystis
pneumonia the day before he tock a new job as an investment
banker for a Boston company. He had absolutely no insurance
because of a pre-existing condition exclusion in his new
insurance policy and, for the year that he had AIDS had
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absolutely no insurance coverage whatsoever. If he had not
taken the new job, he would have been eligible for COBRA
benefits but, because he had taken his new job, he wasn’t.

Second, we must look at the development of an AIDS
care fund for individuals who both do not have private insurance
and whose income and assets make them ineligible for Medicaid.
It will be important to be able to tax self-insured employers
currently protected by ERISA in order to do this.

Finally, we must examine carefully the ability of the
Medicaid program to meet the needs of this epidemic, Currently,
benefits are very variable, payment levels are often poor and
eligibility requirements with respect to income and assets are
inconsistent. This kind of variability is not well suited for
the crucial care needs of an epidemic. Development of uniform
standards for eligibility, a benefit package that matches the
needs of AIDS patients and payment levels that provide incentives
for physicians and institutions to provide care are critically
important. There must be a new level of expectation with respect
to Medicaid coupled with increased federal sharing and support
for AIDS initiatives of state Medicaid programs.

As I conclude, my thoughts go back to the Vietnam
Memorial and the palpable reality it gives to the lives of those
who died. What 1s clear to me is the reality of this epidemic
and the vast needs of those affected. We can not avoid the
future. We must meet the challenge of AIDS with a commitment to
assess critically the alternatives and rapidly implement changes
necessary to insure access to quality of care for all.
Thank you very much.

CHAIRMAN WATKINS: Thank you, Dr. Makadon.
Mr. Schramm?

MR. SCHRAMM: Thank you, Admiral. It’s a pleasure to
be here this morning on behalf of the 350 member companies which
provide over forty percent of all non-government health benefits
and cover about 75 million people.

AIDS is obviously having a significant impact on the
health insurance industry. In fact, a Congressional Research
Service report estimates that private health insurance has so
far been the major source of funding for the medical care needs
of AIDS patients.

In 1986, our member companies reported that seven
tenths of a percent individual and three tenths of a percent of
group health and disability claims were due to AIDS. Today, I’m
able to release preliminary figures for the first six months of
1987. During that period, AIDS accounted for one percent of
individual and seven tenths of a percent of group and disability
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claims, representing a significant and important increase in the
total claims cost experience in our industry.

The health insurance industry has approached AIDS
relying on four basic principles. The first is that all health
care, including that for HIV-related conditions, should be
paid for by a pluralistic system that includes individual
beneficiaries, employers and taxpayers, with risk pooling and
subsidies provided by a mix of public and private third party
payers.

Second, HlV-related condition should be treated by
third party payers just like any other chronic disabling illness.

Third, everyone should be covered by health benefits
providing access to an acceptable level of medical care. Private
health benefits should be available to all employees. Government
programs should expand to cover all those who are poor, and new
risk pooling mechanisms should be established to cover those who
are uninsurable due to very high expected health care costs.

Finally, by dealing with the adversities imposed by
the HIV epidemic, providers and payers alike can learn valuable
lessons in meeting the needs of those with chronic disabling
conditions and illnesses of all kinds, needs which are growing
steadily with the aging of our population.

I’d just like to point out a few considerations that go
into the industry’s thinking about AIDS. About 80 to 85 percent
of private health benefits are provided by group plans which are
normally experience rated and where individual health risk is not
a factor in determining coverage. By and large, for those
covered by group plans as well as the fifteen to twenty percent
now covered by individually underwritten plans, HIV-related
costs are being paid and will be paid. When employees under
group plans become unable to work and lose their benefits, most
can continue coverage for eighteen months by paying their own
premiums under the provisions of COBRA.

New applicants for individual coverage who are HIV
positive are uninsurable because, regardless of their current
symptoms, their expected health care costs are much greater than
those who are HIV negative. The same situation exists for people
with other serious health problems such as diabetes, cancer and
heart disease.

In a few cases, some employers may impose caps or
exclusions on HIV-related benefits. Insurance companies will
normally provide any benefit package an employer wishes within
the constraints of state law. Some states prohibit HIV-related
exclusions, prohibit the use of sexual orientation in
underwriting and place other controls on insurance company
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practices related to this issue. However, self-insured plans are
not subject to these regulations due to the exemptions provided
by ERISA.

To summarize the coverage issues and the coverage
problems, there are two key points. The first point is related
to those who are currently employed who lose private coverage due
to HIV-related disability. For those not eligible for COBRA
benefits and those between the end of the COBRA period and the
start of MediCare disability, high risk pools can provide a
solution. For those who can not afford COBRA or risk pool
premiums, need based subsidies may be appropriate.

The second point is related to new applicants declined
for individual coverage. The solution for this group is properly
funded risk pools, probably operating at the state level, with
premiums subsidized for those unable to personally afford the
premiums.

What is the insurance industry doing? I would outline

some initial steps we have taken. The first is that two and a
half years ago, the American Council of Life Insurance, and the
Health Insurance Association of America established a high level
task force of chief executives to coordinate our AIDS efforts and
activities. One group working under that task force has produced
the claims data that we have cited earlier. The second group,
which will report to the task force on May 3rd in Chicago, is
considered a comprehensive alternative to financing which we will
be releasing at that time.

!
! In June, we will bring together AIDS case management
experts from our member companies to review the extent and
effectiveness of case management techniques being pioneered in
the insurance industry. The case management conference will be
the first step toward assessing the feasibility of developing an
AIDS cost data base from insurance claims files that are held by
our companies.

Finally, we, along with the American Council of Life
Insurance have worked actively with the National Association of
Insurance Commissioners to develop their guidelines prohibiting
the use of sexual orientation in underwriting. We urge the
adoption of these guidelines in all states and we have worked
aggressively to see to their adoption and to police our industry
in conforming to the guidelines where they have been adopted.

I’d like to conclude with a few policy considerations
as to things that might be done. As you all well Kknow, we
operate in a vacuum of information and it is difficult at this
time to make specific policy recommendations. Nevertheless,
certain steps clearly seem the routes of promise.
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First, we must make state risk pools for medically
uninsurable individuals available everywhere, pool losses in
these pools to be funded by general revenue or any other broad-
based mechanism.

Second, we must expand Medicaid to cover all of the
poor and to pay the full costs of appropriate care.

Third, we must consider incentives and subsidies to
maintain private insurance for those who become disabled and lose
employee-related benefits.

Fourth, we must encourage case management in private
and public benefit progranms.

Fifth, we must enforce laws against discrimination in
employment since employment provides access to group benefits.

Finally, we must prohibit the use of sexual
orientation in underwriting.

Some final thoughts I‘d like to leave with you relate
to the calls that you’ve heard before and that are now voiced
widely, that national health insurance should finally be imposed
in response to the problems related te financing the HIV
epidemic. That response is completely unwarranted. Rejecting
the pluralistic structure of our system with its mix of public
and private sector roles in financing care for all is neither a
necessary nor an advisable approach to these problems.

To a considerable extent, the problem of financing AIDS
care is the problem of the uninsured for which our association
has recently proposed a comprehensive solution. That solution
follows the principles I have stated today and we have included
for the record an outline of our proposal adopted by the Board of
the association in February.

Finally, I would call to all of our minds that many of
the problems we face in providing and financing care for HIV-
related conditions are also experienced by persons with other
chronic disabling illnesses. The prevalence of these problems
will increase with aging of our population. What we learn from
dealing with AIDS can help to prepare us for the future, a future
in which hopefully the AIDS epidemic will be a thing of the past.
Thank you very much.

CHAIRMAN WATKINS: Thank you, Mr. Schramm.
Ms. Lehnhard?

MS. LEHNHARD: Mr. Chairman, members of the Commission,
I’m Mary Nell Lehnhard, Vice President of the Blue Cross and Blue
Shield Association.
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The Association is the coordinating agency| or
organization for the seventy seven Blue Cross and Blue Shield
plans, We appreciate this opportunity to testify once again.

The Blue Cross and Blue Shield system is very directly involved
with many of the problems associated with AIDS. Our plans
provide coverage to those who have been diagnosed as having AIDS
and they’re very actively involved at their community level in
helping to control the spread of AIDS through community education
efforts.

We’ll continue to do our best to develop mechanisms for
dealing with the problems associated with AIDS, however, we
believe the nature of this disease makes it necessary that both
the private and public sectors work together to resolve the
problem adequately. In support of this we’d like to offer three
recommendations.

First, we believe that voluntary state risk pools
provide an effective mechanism for providing insurance to those
high risk people who are deemed uninsurable by private insurers
yet they’re not eligible for Medicaid. Although we believe these
pools are a good way of increasing access to care, we recognize
that the need for such pools will vary state by state. 1In states
where Blue Cross and Blue Shield plans offer open enrollment with
no medical underwriting, there’s no need for such a high risk
pool and indeed it’s counterproductive.

In states where pools are needed, we believe that the
federal government should provide the states with flexibility to
design and finance these pools on an equitable basis. You’ve
heard several references to this this morning. Because these
pools cover high risk individuals, the cost of this coverage is
extremely expensive. If these premiums were based on the actual
cost of providing coverage, very few individuals could afford the
premiums. All of the fifteen states that have these risk pools
have recognized this problem and their general solution has been
to cap these premiums and finance them through a subsidy. This
subsidy, in all cases but one, comes from a tax or a levy on
insurers. Because of ERISA, only employers who buy coverage
through insurers are affected by this additional cost. ERISA
prohibits states from regulating self-funded employee benefit
plans and, as a consegquence, employers who self-fund their
benefits avoid the cost of supporting or subsidizing these pools
to make them affordable.

Our second recommendation is to enhance Medicaid
coverage for those unable to afford private coverage. We have
a two part strategy for this. First, we believe the federal
government should require states to adopt a minimum incconme
eligibility level for Medicaid. 1In 1987, twenty two states had
Medicaid income eligibility levels below fifty percent of the
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federal poverty level. We recommend that states increase these
levels beginning with a minimum of sixty percent of poverty and
phasing up to a hundred percent over time.

Second, Medicaid eligibility should not be linked to
welfare categories of the aged, blind, disabled and members of
family with dependent children. Anyone, including working
individuals and their families, should be eligible for Medicaid
if their income is below the designated income threshold. This
is particularly appropriate because so many individuals with AIDS
are categorically ineligible for Medicaid for two years.

Finally, we recommend that any future financing
mechanisms use case management to keep the cost of providing
care to AIDS patients as low as possible and also to enhance
the quality of care. Our experience with case management to
date provides very positive evidence that it can accomplish
both of these goals. Current Blue Cross and Blue Shield plan
estimates of AIDS-related costs are proving to be considerably
lower than initial predictions, in part due to the increased use
of ambulatory and home health care.

For example, Blue Shield of California found that
implementing a managed care program for its AIDS patients saved
a total of $183,000 in the treatment of twenty patients over an
eighteen month period. This is an average savings of $8,000 a
patient.

Equally important is the fact that by emphasizing
outpatient sides of treatment like home health and hospice care,
case management offers a much more humane alternative to extended
hospitalization.

Mr. Chairman, members of the panel, those are our three
recommendations in summary form. We appreciate this opportunity
and we’d be glad to continue to work with the panel.

CHAIRMAN WATKINS: Thank you, Ms. Lehnhard.
Dr. Wilensky?

DR. WILENSKY: Thank you. Thank you for inviting me
to testify before this Commission.

I'm the Vice President of Health Affairs at Project
HOPE and an economist who has spent considerable number of years
worrying about the problems of the uninsured and only recently
about some of the problems of financing AIDS care. As you have
heard, AIDS is exacerbating many of the weaknesses which are
inherent in our system of health care. Most of the suggestions
that I am going to be making this morning will be to reform these
weaknesses and not be limited to people with AIDS.
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As you have also heard, we have an employer base system
of health insurance for the under 65 population. There’s a
little bit of direct insurance coverage. We have Medicare for
the elderly and Medicaid for some of the poor. When we look at
this particular system of health insurance, this uniquely
American mixture of public and private insurance, we find that it
has several implications for people with AIDS. First, while most
people have insurance, many, thirty to thirty seven million
individuals, do not. Second, since most of the insurance for the
under 65 is related to employment, any event that disrupts that
employment places the insurance in jeopardy. Third, the United
States has developed a system of publicly financed hospitals and
other direct delivery services to provide care for those who do
not have health insurance, but what you have in the services that
are covered vary tremendously according to where you live as an
individual.

Under our current strategies, we find that AIDS is
being financed in part by private insurance, in part by Medicaid
and the residual by uncompensated care, that for which there is
no direct sponsor. Unfortunately, it is not really clear how
much is being financed by which source. The estimates vary
widely with a low of seventeen percent of health insurance being
provided by the Androulis Study and a high of fifty percent
indicated Blue Cross Blue Shield coverage in the Deaconess
Hospital in Massachusetts.

Similarly, estimates of Medicaid coverage range from
twenty percent to seventy percent. If we want to know who is
paying what share now or who will pay what share with various
alternatives, we are simply going to need .to have better
information than we have at the present time.

I would like to talk about four strategies that
represent alternative ways of funding health care for people
with AIDS. 1In doing so, I am going to distinguish the first
two strategies as being most appropriate for individuals who
have some income and assets when they begin their illness and
the second two strategies for people who are either near or in
poverty at the beginning of their illness.

For people who have insurance coverage at the time
that they contract the disease, I think it is important to try
to build on the strategy that the COBRA provision has set forth,
that is, an ability for individuals to continue their group rated
coverage for a period of at least eighteen months following
employment. Unlike most of the employed population, however,
individuals who are no longer working must use their after tax
dollars to pay for the premium rather than the pre-tax dollars
the rest of us get to use.
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In order to rectify that situation, I would like to
recommend a refundable tax credit should be instituted for all
individuals who do not receive any employer~financed health care.
This tax credit should approximate the tax subsidy on average
which those of us who receive employer-financed health insurance
receive and we do not have to include the premiums that our
employers pay in our taxable income. I think it would make it
much more likely that people would take advantage of the COBRA
provisions than they now do. The refundable tax credit, however,
should not be limited just to people with AIDS. It should be
available to any individual who is not receiving employer-
financed insurance but could only be used for the purchase of
insurance.

A second strategy is one that you have heard mentioned
several times. That is the use of subsidized insurance pools for
the medically uninsurable. There are some fifteen states that
already have such pools. Another thirteen are considering them.
They have not had a very good reputation and the reason is
because they have been associated with very high premium levels
and very high deductibles so that they only cover a small
fraction of the individuals to whom they were directed, even in
the fifteen states that use them.

The problem is that we have not been willing to
recognize that if they are to be limited to high risk individuals
and are to be affordable, however we wish to define that concept,
they will need to be subsidized. As has been indicated, the
subsidy that has typically been used is a tax on insurance
companies who write insurance for employed individuals. This
leaves out a large sector, that is, the self-insuring sector.
Several people have mentioned trying tc amend ERISA in order to
be able to tax the premiums of all companies. While this is
one strategy and, for those who have great patience, can be
attempted, I think we have to recognize that there are other ways
to have broad based financing and we should not hang the ability
to have medically uninsurable pools to our ability to solve the
ERISA problem. There are other broad based taxes such as excise
taxes, taxes on all employers, or the more common broad based
taxes on income that we use to finance other state activities.
These are to be considered as a way to finance the subsidy for
the medically uninsurable pool.

The third and fourth strategies are ones that are
designed for individuals who are in poverty and therefore, can
not be expected to make major contributions or even modest
contributions to their own health care when they are receiving
health care as a result of their illness.

The third strategy is one that has also mentioned and
that is putting a floor below which we will not allow states to
go in setting their income eligibility for Medicaid. Under the
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current situation, individuals tie Medicald eligibility to their
AFDC levels and their AFDC levels are set at the discretion of
the state. As an alternative, both for people with AIDS and for
the many poor people in this country who are not eligible for
Medicaid under existing rules, a floor should be set sixty,
seventy, seventy five percent, whatever level the Congress would
be comfortable doing, and not allow states to go below that
level. While this would not solve all of the problems for people
without health insurance, it would take away some of the most
distressing circumstances such as states that have income
eligibilities at levels of twenty five and thirty five percent
of the poverty line.

Finally, I would like to do something to protect the
Medicaid program. As many of you know, Medicaid is already being
charged with becoming a long term care financing program for the
elderly. If, by extending Medicaid coverage to many of those
who have AIDS, we were also to have this program now become
primarily a program of long term care funding and a funding of
AIDS, we would push out those for whom the program was initially
intended, that is, women and young children.

To protect that, I would like to propose having a block
grant program which would serve as a type of stop loss for the
Medicaid programs. This program would be a block grant from the
Health Resources and Services Administration of HHS and would be
initiated whenever the share of spending on Medicaid for AIDS
exceeded a certain pre-specified limit. It would function as a
trigger mechanism, somewhat similar to the one that is used for
supplemental unemployment benefits, which extends unemployment
benefits for an additiocnhal twenty six weeks whenever the
unemployment level in a state exceeds a certain level. I think
this protective mechanism for the Medicaid program is an
extremely important one if we are to preserve the purpose for
which Medicaid was initially extended.

In summary, therefore, there are four recommendations
that I would like you to consider, twoc that are for those who
have income and assets, the refundable tax credit to be used for
purchasing insurance by people who do not receive any employer-
financed insurance, a subsidized risk pool for the medically
uninsurable. Then, for those who are in poverty, to put a floor
underneath Medicaid eligibility below which states would not be
allowed to go and a block grant stop loss provision for Medicaid
which would be triggered whenever the proportion of Medicaid
spent on AIDS exceeded a certain pre-determined level.

Thank you, Admiral.

CHAIRMAN WATKINS: Thank you, Dr. Wilensky.
Mr. Schatz?
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