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Calendar No. 389

89t CoNGRESS } SENATE Repr. 404
1st Sesston Part 1

SOCIAL SECURITY AMENDMENTS OF 1965

JUNE 30 (legislative day Junk 29), 1965.—Ordered to be printed

Mr. Long of Louisiana, from the Committee on Finance, submitted
the following

REPORT
together with
INDIVIDUAL, ADDITIONAL AND SUPPLEMENTAL VIEWS

[To accompany H.R. 6675]

The Committee on Finance, to whom was referred the bill (H.R.
6675) to provide a hospital insurance program for the aged under
the Social Security Act with a supplementary health benefits program
and an expanded program of medical assistance, to increase benefits
under the old-age, survivors, and disability insurance system, to
improve the Federal-State public assistance programs, and for other
purposes, having considered the same, report favorably thereon
with amendments and recommend that the bill do pass.
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PART I

I. BRIEF SUMMARY

The overall purpose of H.R. 6675 is as follows:

First, to provide a coordinated approach for health insurance and
medical care for the aged under the Social Security Act by estab-
lishing three new health care programs: (1) a compulsory hospital-
based program for the aged; (2) a voluntary supplementary plan to
provide physicians’ and other supplementary health services for the
aged; and (3) an expanded medical assistance program for the needy
and medically needy aged, blind, disabled, and families with dependent
children.

Second, to expand the services for maternal and child health, crip-

led children, child welfare, and the mentally retarded, and to estab-
ﬁsh a 5-year program of ‘“‘special project grants’” to provide compre-
hensive healt{\) care and services for needy children (including those
who are emotionally disturbed) of school age or preschool age.

Third, to revise and improve the benefit and coverage provisions and
the financing structure of the Federal old-age, survivors, and disability
insurance system by—

(1) ncreasing benefits by 7 percent across the board with a
$4d minimum increase for a worker who retired at age 65 or
older;

(2) continuing benefits to age 22 for children attending school;

(3) providing actuarially reduced benefits for widows at age

60;

54) liberalizing the definition of disability, providing disabled
child’s benefits with respect to disability before age 22, providing
rehabilitation services for disabled workers, and facilitating deter-
minations of disability;

(5) limiting the duplication of disability benefits and those
under workmen’s compensation;

(6) paying benefits on a transitional basis to certain persons
currently 72 or over who are now ineligible;

(7) increasing the amount an individual is permitted to earn
without losing benefits;

(8) amending the coverage provisions by—

(@) including self-employed physicians;
(b) covering cash tips on a self-employment basis;
(¢) liberalizing the income treatment for self-employed
farmers;
(d) improving certain State and local coverage provisions;
(¢) exempting certain religious groups opposed to insur-
ance;
(9) revising the tax schedule and the earnings base so as to
fully finance the changes made; and
(10) making other miscellaneous improvements.
Fourth, to improve and expand the public assistance programs by—
(1) increasing the Federal matching share for cash payments

2



SOCIAL SECURITY AMENDMENTS OF 1965 3

for the needy aged, blind, disabled, and families with dependent
children;

(2) eliminating limitations on Federal participation in public
assistance to aged individuals in tuberculosis and mental disease
hospitals under certain conditions;

(3) affording the States broader latitude in disregarding cer-
tain earnings in determining need for recipients of pubhc assist -
ance; and

(4) making other improvements in the public assistance titles
of the Social Security Act.

The scope of the protection provided is broadly as follows:

Health insurance and medical care for the needy

(1) Basic hospital plan.—It is estimated that approximately 17
million insured individuals and 2 million uninsured would qualify on
July 1, 1966.

2 Voluntary supplementary plan.—1t is estimated that of the total
eligible aged of 19 million, from 80 to 95 percent would participate,
which would mean approximately 15 to 18 million individuals would
be involved.

(3) Medical assistance for needy.—The expanded medical assistance
(Kerr-Mills) program is estimated to provide new or increased medi-
cal assistance to about 8 million needy persons during an early year
of operation. States could, in the future, provide aid to as many as
twice this number who need help with medical costs.

Old-age, survivors, and disability insurance

It is estimated that the number of persons affected immediately by
the major changes in this title would be as follows:

Number of
Provision persons
7-percent benefit increase ($4 minimum in primary benefit) .. ______ 20, 000, 000
Reduced age for widows_____ __________________________________ 185, 000
Reduction in eligibility requirement for certain persons aged 72 or
OV - o o o e e e mmemmmm e e o 355, 000
Modification of definition of disability.._.________________________ 60, 000
Improvements in benefits for children, total ______________________ 335, 000
Child’s benefits to age 22 if in school__._____________________ 295, 000
Benefits for children disabled after 18 and before age 22.______ 20, 000
Broadened definition of ehild____ - ______________.__________ 20, 000
Liberalization of disability definition, workers and dependents______ 60, 000
Liberalization of retirement test, persons._ . _ ... .. _____._._.__. 850, 000

Public assistance

It is estimated that some 7.2 million persons will be eligible for
increased cash payments under the Federal-State matching programs.
Moreover, it is estimated that 130,000 aged persons in mental and
tuberculosis hospitals will potentlally be eligible for payments because
of the removal of the exclusion of these types of institutions from
matching under the public assistance programs.



II. PRINCIPAL PROVISIONS OF THE BILL
A. Hearvte INSURANCE AND MEDICAL CARE FOR THE AGED

The committee’s bill would add a new title XVIII to the Social
Security Act providing two related health insurance programs for
persons 65 or over:

(1) A basic plan in part A providing protection against the
costs of hospital and related care; and

(2) A voluntary supplementary plan in part B providing pro-
teciion against the costs of physicians’ services and other medical
and health services to cover certain areas not covered by the
basic plan.

The basic plan would be financed through a separate payroll tax
and separate trust fund. The plan would be actuarially sound
under conservative cost assumptions. Benefits for persons currently
over 65 who are not insured under the social security and railroad
retirement systems would be financed out of Federal general revenues.

Enrollment in the supplementary plan would be voluntary and
would be financed by a small monthly premium ($3 per month
initially) paid by enrollees and an equal amount supplied by the
Federal Government out of general revenues. The premiums for
social security, railroad retirement and civil service retirement bene-
ficiaries who voluntarily enroll would be deducted from their monthly
insurance benefits. Uninsured persons desiring the supplemental plan
would make the periodic premium payments to the Government.

The committee’s bill would also add a new title XIX to the Social
Security Act which would provide a more effective Kerr-Mills program
for the aged and extend its provisions to additional needy persons.
It would allow the States, at their option, to combine with a single
uniform category the differin medjc&{) rovisions for the needy which
currently are found in five titles of the Social Security Act.

A description of these three programs follows:

1. BASIC PLAN—HOSPITAL INSURANCE

General description.—Basic protection, financed through a separate
payroll tax, would be provided by H.R. 6675 against the costs of
inpatient hospital services, posthospital extended care services, post-
hospital home health services, and outpatient hospital diagnostic
services for social security and railroad retirement beneficiaries when
they attain age 65. Benefits for railroad retirement eligibles would
be financed by the railroad retirement tax out of their trust account if
certain conditions are met. The same protection, financed from gen-
eral revenues, would be provided under a special transitional provision
for essentially all people who are now aged 65, or who will reach 65 in
the near future, but who are not eligible for social security or railroad
retirement benefits.

4
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Effective date.—Benefits would first .be effective on July 1, 1966,
except for services in extended care facilities which would be effective
on January 1, 1967.

Benefits—The services for which payment would be made under
the basic plan include—

(1) inpatient hospital services for up to 120 days in each spell
of illness., The patient pays a deductible amount of $40 for the
first 60 days plus $10 a day for any days in excess of 60 for each
spell of illness; hospital services would include all those ordinarily
furnished by a hospital to its inpatients; however, payment would
not be made for private duty nursing or for the hospital services
of physicians except (1) services provided by interns or residents in
training under approved teaching programs; and (2) services of
radiologists, anesthesiologists, pathologists, and physiatrists
where these services are provided under an arrangement with the
hospital and are billed through the hospital. Inpatient psychi-
atric hospital service would also.be included, but a hfetime
limitation of 210 days would be imposed.

(2) posthospital extended care (in a facility having an arrange-
ment with a hospital for the timely. transfer of patients and for
furnishing medical information about patients) after the patient
is transferred from a hospital (after at least a 3-day stay) for
up to 100 days in each spell of illness, but after the first 20 days
of care patients will pay $5 a day for the remaining days of
extended care in a spell of illness;

(3) outpatient hospital diagnostic services, with the patient
paying a $20 deductible amount and a 20 percent coinsurance for
each diagnostic study (that is, for diagnostic services furnished
to him by the same hospital during a 20-day period); and

(4) posthospital home health services for up to 175 visits, after
discharge from a hospital (after at least a 3-day stay) or extended
care facility and before the beginning of a new spell of illness.
Such a person must be in the care of a physician and under a
plan established by a physician within 14 days of discharge call-
ing for such services. These services would include intermittent
nursing care, therapy, and the part-time services of a home health
aide. The patient must be homebound, except that when certain
equipment is used, the individual could be taken to a hospital or
extended care facility or rehabilitation center to receive some of
these covered home health services in order to get advantage of the
necessary equipment.

No service would- be covered as }l)osthospital extended care or as
outpatient diagnostic or posthospital home health services if it is of
a kind that could not be covered if it were furnished to a patient in
a hospital. .

A spell of illness would be considered to begin when the individual
enters a hospital or extended care facility and to end when he has
not been an-inpatient of a hospital or extended care facility for 60
consecutive days.

The deductible amounts for inpatient hospital and outpatient hos-
pital diagnostic services would be increased if necessary to keep
pace with increases in hospital costs, but no such increase would be
made before 1968. The coinsurance amounts for long-stay hospital
and extended care facility benefits would be correspondingly adjusted.
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For reasons of administrative simplicity, increases in the hospital
deductible will be made only when a $4 change is called for and the
outpatient deductible will change in $2 steps.

Basis of reimbursement.—Payment of bills under the basic plan
would be made to the providers of service on the basis of the “reason-
able cost” incurred in providing care for beneficiaries,

Administration.—Basic responsibility for administration would rest
with the Secretary of Health, Education, and Welfare; however, the
administration of benefits for individuals under the railroad retire-
ment system would be transferred to the Railroad Retirement Board
if certain financing conditions are met, as explained under the next.
heading. The Secretary would use appropriate State agencies and
private organizations (nominated by providers of services) to assist
in the administration of the program. Provision is made for the
establishment of an Advisory Council which would advise the Secre-
tary on policy matters in connection with administration.

Financing.—Separate payroll taxes to finance the basic plan, paid
by employers, employees, and self-employed persons, would be ear-
marked in a separate hospital insurance trust fund established in the
Treasury. The amount of earnings (earnings base) subject to the new
payroll taxes would be the same as for purposes of financing social
security cash benefits. The same contribution rate would apply
equally to employers, employees, and self-employed persons and would
be as follows:

The taxable earnings base for the health insurance tax would be
$6,600 a year beginning in 1966.

The schedule of contribution rates is based on estimates of cost which
assume that the earnings buse will not be increased abuve $6,600.

The benefits for railroad retirement eligibles will be financed by
the railroad retirement tax which is automatically increased by the
operation of this bill. However, the railroad retirement wage base
(now $450 a month) is not affected by this bill and is not within the
jurisdiction of this committee. Until an amendment is adopted to
the Railroad Retirement Tax Act increasing their wage base to an
amount e(ciluivalent to an earnings base of $6,600 per year, the benefits
of railroad eligibles will be financed by the hospital insurance tax and
administered by the Secretary of Health, Education, and Welfare;
thereafter the benefits for railroad eligibles will be administered by the
Railroad Retirement Board.

The cost of providing basic hospital and related benefits to people
who are not social security or railroad retirement beneficiaries would
be paid from general funds of the Treasury.
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2. VOLUNTARY SUPPLEMENTARY INSURANCE PLAN

General description.—A package of benefits supplementing those
provided under the basic plan would be offered to all persons 65 and
over on a voluntary basis. Individuals who elect to enroll initially
would pay premiums of $3 a month (deducted, where possible,
from social security or railroad retirement benefits). The Govern-
ment would match this premium with $3 paid from general funds.
Since the mimimum increase in cash social security benefits under the
bill for workers retiring or who retired at age 65 or older would be $4 a
month ($6 a month for man and wife receiving benefits based on the
same earnings record), the benefit increases would fully cover the
amount of monthly premiums.

Enrollment.—Persons who have reached age 65 before July 1,
1966, will have an opportunity to enroll in an enrollment period which
begins April 1, 1966, and shall end on September 30, 1966.

Persons attaining age 65 subsequent to July 1, 1966, will have en-
rollment periods of 7 months beginning 3 months before the month
of attainment of age 65.

In the future, general enrollment periods will be from October 1 to
December 31, in each even-numbered year. The first such period will
be October 1 to December 31, 1968.

No person may enroll more than 3 years after the close of the first
enrollment period in which he could have enrolled.

There will be only one chance to reenroll for persons who are in
the plan but drop out, and the reenrollment must occur within 3 years
of termination of the previous enrollment.

Coverage may be terminated (1) by the individual filing notice
during an enrollment period, or (2) by the Government, for nonpay-
ment of premiums.

A State would be able to provide the supplementary insurance bene-
fits to its public assistance recipients who are receiving cash assistance
if it chooses to do so.

Effective date.—Benefits will be effective beginning January 1, 1967.

Benefits.—The voluntary supplementary insurance plan would cover
physicians’ services, chiropractic and podriatrists services, home
health services, and numerous other medical and health services in
and out of medical institutions.

There would be an annual deductible of $50. Then the plan
would cover 80 percent of the patient’s bill (above the deductible) for
the following services:

(1) Physicians’ and surgeons’ services, whether furnished in a hos-
pital, clinic, office, in the home, or elsewhere.

(2) Chiropractors’ services.

(3) Podiatrists’ services.

(4) Home health service (with no requirement of prior hospitaliza-
tion) for up to 100 visits during each calendar year.

(5) Diagnostic X-ray and laboratory tests, and other diagnostic
tests.

(6) X-ray, radium, and radioactive isotope therapy.

(7) Ambulance services.

(8) Surgical dressings and splints, casts, and other devices for
reduction of fractures and dislocations; rental of durable medical
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equipment such as iron lungs, oxygen tents, hospital beds, and
w(}xeelchairs used in the patient’s home, prosthetic devices (other
than dental) which replace all or part of an internal body organ;
braces and artificial legs, arms, eyes, etc.

There would be a special limitation on outside-the-hospital treat-
ment of mental, psychoneurotic, and personality disorders. Pay-
ment for such treatment during any calendar year would be limited,
in effect, to $250 or 50 percent of the expenses, whichever is smaller.

Administration by carriers: Basis I)f‘or reimbursement.—The Secre-
tary of Health, Education, and Welfare would be required, to the
extent possible, to contract with carriers to carry out the major admin-
istrative functions relating to the medical aspects of the voluntary
supplementary plan such as determining rates of payments under the
program, holding and disbursing funds for benefit payments, and
determining compliance and assisting in utilization review. No con-
tract is to be entered into by the Secretary unless he finds that the
carrier will perform its obligations under the contract efficiently and
effectively and will meet such requirements as to financial responsi-
bility, legal authority, and other matters as he finds pertinent. The
contract must provide that the carrier take necessary action to see that
where payments are on a cost basis (to institutional providers of serv-
ice), the cost is reasonable cost. Correspondingly, where payments
are on a charge basis (to physicians or others furnishing noninstitu-
tional services), the carrier must see that such charge will be reason-
able and not higher than the charge applicable, for a comparable
service and under comparable circumstances, to the other policyholders
and subscribers of the carrier. Payment by the carrier for physicians’
services will be made on the basis of a receipted bill, or on the basis
of an assignment under the terms of which the reasonable charge will
be the full charge for the service. In determining reasonable charges,
the carriers would consider the customary charges for similar services
generally made by the physician or other person or organization
furnishing the covered services, and also the prevailing charges in the
locality for similar services.

Financing.—Aged persons who elect to enroll in the supplemental plan
would pay monthly premiums of $3. Where the individual is currently
receiving monthly social security, railroad retirement, or civil service
retirement benefits, the premiums would be deducted from his benefits.

The Government would help finance the supplementary plan
through a payment from general revenues in an equal amount of $3 a
month per enrollee. To provide an operating fund, if necessary, at
the beginning of the supplfementary plan, and to establish a contin-
gency reserve, a Government appropriation would be available (on a
repayable basis) equal to $18 per aged person estimated to be eligible
in January 1967 when the supplementary plan goes into effect.

The individual and Government contributions would be placed in a
separate trust fund for the supplementary plan. All benefit and
administrative expenses under the supplementary plan would be paid
from this fund.

Premium rates for enrolled persons (and the matching Govern-
ment contribution) would be increased from time to time if program
costs rise, but not more often than once every 2 years. The premium
rate for a person who enrolls after the first period when enrollment
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is open to him or who reenrolls after terminating his coverage would
be increased by 10 percent for each full 12 months he stayed out of
the program.

3. IMPROVEMENT AND EXTENSION OF KERR-MILLS MEDICAL ASSISTANCE
PROGRAM

Purpose and scope.—In order to provide a more effective Kerr-Mills
medical assistance program for the aged and to extend its provisions
to additional needy persons, the bill would establish a single and sep-
arate medical care program to consolidate and expand the differing
provisions for the needy which currently are found in five titles of the
Social Security Act.

The new title (XTX) would extend the advantages of an expanded
medical assistance program not only to the aged who are indigent but
also to needy individuals in the dependent children, blind, and per-
manently and totally disabled programs and to persons who would
qualify under those programs if in sufficient financial need.

Medical assistance under title XIX must be made available to all
individuals receiving money payments under these programs and
the medical care or services available to all such individuals must be
equal in amount, duration, and scope. Effective July 1, 1967, all
children under age 21 must be included who would, except for age,
be dependent children under title IV.

Inclusion of the medically indigent aged not on the cash assistance
rolls would be optional with the States but if they are included, com-
parable groups of blind, disabled, and parents and children must also
be included if they need help in meeting necessary medical costs.
Moreover, the amount and scope of benefits for the medically indigent
could not be greater than.that of recipients of cash assistance.

Under the %‘Iouse bill, the current provisions of law in the various
public assistance titles of the act providing vendor medical assistance
would have terminated upon the adoption of the new program by a
State, but in no case later than June 30, 1967. The committee Kas
amended this provision so that a State would have the option of con-
tinuing under the vendor medical provisions of existing law or adopt-
ing the new program.

Scope of medical assistance—Under existing law the State must
provide ‘‘some institutional and noninstitutional care’’ under the medi-
cal assistance for the aged program. There are no minimum benefit
requirenients at all under the other public assistance vendor medical
programs.

The House bill requires that by July 1, 1967, under the new program
a State must provide inpatient hospital services, outpatient hospital
services, other laboratory and X-ray services, skilled nursing home
services, and physicians’ services (whether furnished in the office,
the patient’s home, a hospital, a skilled nursing home, or elsewhere)
in order to receive Federal participation. The comnmittee has altered
this requirement so that it 1s more appropriate to the groups covered
in that dental services are required for individuals under the age of
21 while skilled nursing home services are required for individuals 21
years of age or older. Coverage of other items of medical service
would be optional with the States.

49-463 0—65—pt. 1——2
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Eligibility.—Improvements would be effectuated in the program
for the needy elderly by requiring that the States must provide a
flexible income test which takes into account medical expenses and
does not provide rigid income standards which arbitrarily deny assist-
ance to people with large medical bills. In the same spirit the bill
provides that no deductible, cost sharing, or similar charge may be
imposed by the State as to hospitalization under its program and
that any such charge on other medical services must be reasonably
related to the recipient’s income or resources. Also important is the
requirement that elderly needy people on the State programs be pro-
vided assistance to meet the deductibles that are imposed by the
new basic program of hospital insurance. Also where a portion of
any deductible or cost sharing required by the voluntary supplemen-
tary program is met by a State program, the portion covered must
be reasonably related to the individual’s income and resources.
No income can be imputed to an individual unless actually avail-
able; and the financial responsibility of an individual for an applicant
may be taken into account only if the applicant is the individual’s
spouse or child who is under age 21 or blind or disabled.

Standards as to quality of care and safety.—The committee added to
the provisions of the House bill a requirement that the States include
in their States plans descriptions of the medical staff utilized and the
standards for institutions providing medical care and authorized the
Secretary of Health, Education, and Welfare to promulgate minimum
standards relating to fire and other hazards for such institutions.

Increased Federal matching.—The Federal share of medical assist-
ance expenditures under the new program would be determined upon
a uniform formula with no maximum on the amount of expenditures
which would be subject to participation. There is no maximum under
present law on similar amounts for the medical assistance for the aged
program. The Federal share, which varies in relation to a State’s per
capita income, would be increased over current medical assistance for
the aged matching so that States at the national average would receive
55 percent rather than 50 percent, and States at the lowest level could
receive as much as 83 percent as contrasted with 80 percent under
existing law.

In order to receive any additional Federal funds as a result of
expenditures under the new program, the States would need to con-
tinue their own expenditures at their present rate. For a specified
period, any State that did not reduce its own expenditures would be
assured of at least a 5-percent increase in Federal participation in
medical care expenditures. As to compensation and training of
professional medical personnel used in the administration of the
program, the bill would provide a 75-percent Federal share as com-
pared with the 50-50 Federal-State sharing for other administrative
expenses.

Admianistration.—Under the House bill, the State agency administer-
ing the new program would have to be the same as that administering
the old-age assistance program (i.e. the welfare agency). The com-
mittee, believing the States should be given more latitude in this
matter, provided that any State agency may be designated to admin-
ister the program, as long as the determination of eligibility is accom-
plished by the agency administering the old-age assistance program.

Effective date.—January 1, 1966.
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4. COST OF HEALTH CARE PLANS

Basic plan.—Benefits and administrative expenses under the basic
plan would be about $1.1 billion for the 6-month period in 1966 and
about $2.4 billionin 1967. Contribution income for those years would
be about $1.5 and $2.8 billion, respectively. The costs for the un-
insured (paid from general funds) would be about $285 million per
year for early years.

Voluntary supplementary plan.—Costs of the voluntary supplemen-
tary plan would depend on how many of the aged enrolled.

If 80 percent of the eligible aged enrolled, benefit costs (and admin-
istrative expenses) of the supplementary plan would be about $665
million to $800 million in 1967 and about $910 million to $1.10 billion
in 1968. Premium income from enrollees for those years would be
about $555 and $565 million, respectively. The matching Govern-
ment contribution would equal the premiums charged the individual.

If 95 percent of the eligible aged enrolled, benefit costs and adminis-
trative expenses of the supplementary plan would be about $790 to
$945 million in 1967 and about $1.08 billion to $1.30 billion in 1968.
Premium income from enrolles for those years would be about $660
million and $670 million, respectively. The Government contribu-
tion would equal the premiums charged the individual.

Public assistance plan.—It is estimated that the new program will
increase the Federal Government’s contribution about $200 million in
a full year of operation over that in the programs operated under
existing law.

B. CuiLp Heavta AND WELFARE AMENDMENTS

Maternal and child health, crippled children, and child welfare.—The
House bill would increase the amount authorized for maternal and
child health services over current authorizations by $5 million for
ﬁsl(ial year 1966 and by $10 million in each succeeding fiscal year, as
follows:

Fiscal year Existing law | Under bill

$45, 000, 000
50, 000, 000
55, 000, 000
55, 000, 000
60, 000, 000

The authorizations for crippled children’s service under the House
bill would be increased by the same amounts. The committee has
added a similiar increase in the authorization for the child welfare
prglgram.

he increases would assist the States, in these programs, in moving
toward the goal of extending services with a view of making them
available to children in all parts of the State by July 1, 1975.

Crippled children-training personnel.—The bill would also authorize
$5 million for the fiscal year 1967, $10 million for fiscal 1968, and
$17.5 million for each succeeding fiscal year to be for grants to in-
stitutions of higher learning for training professional personnel for
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_health and related care of crippled children, particularly mentally
retarded -children and children with multiple handicaps.

Health care for needy children.—A new provision is added authoriz-
ing the Secretary of Iqlealth, Education, and Welfare to carry out a
5-year program of special project grants-to provide comprehensive
health care and services for children of schooli age, or for preschool
children, particularly in. areas with concentrations of low-income
families. The grants would be to State health agencies, to the State
agencies administering the crippled children’s program, to any school
of medicine (with appropriate participation by a school of dentistry),
and any teaching hospital affiliated with such school, to pay not to
exceed 75 percent of the cost of the project. Projects would have to
provide screening, diagnosis, preventive services, treatment, correction
of defects, and aftercare, including dental services, with treatment,
correction of defects, and aftercare limited to children in low-income
families.

An appropriation of $15 million would be authorized for the fiscal
year ending June 30, 1966; $35 million for the fiscal year ending June
30, 1967 ; $40 million for the fiscal year ending June 30, 1968; $45 mil-
lion for the fiscal year ending June 30, 1969; and $50 million for the
fiscal year ending June 30, 1970.

The committee has added an amendment which has increased the
authorization for such grants by $5 million for fiscal years 1968, 1969,
and 1970 to cover the cost of special project grants to provide health
services for school and preschool children who are or are in danger of
becoming .emotionally disturbed. Grants would be made to State or
local health, mental health, or public welfare agencies, or other public
or nonprofit private agencies or institutions. The committee amend-
ment would further authorize an appropriation of $500,000 each for
the fiscal years ending June 30, 1966, and June 30, 1967, for grants for
studies ofy resources, methods and practices for prevention and diag-
nosis of emotional illness in children and for treatment and rehabilita-
tion of emotionally ill children.

Mental retardation planning.—Title XVII of the act would be
amended to authorize grants totaling $2,750,000 for each of 2 fiscal
years—the fiscal year ending June 30, 1966, and fiscal year ending
June 30, 1967. The funds would be available during the 3-year period
July 1,1965, to June 30, 1968. The grants would be for the purpose of
assisting States to implement and followup on plans and other steps to
combat mental retardation authorized under this title of the Social
Security Act.

C. Oup-AGE, Survivors, aNp DisaBiLiTy INSURANCE Provisions
1. BENEFIT CHANGES

(@) 7-percent across-the-board increase in old-age, survivors, and dis-
ability insurance benefits

The bill provides a 7-percent across-the-board benefit increase,
effective retroactively beginning with benefits for January 1965, for
the 20 million social security beneficiaries on the rolls (with a guaran-
teed $4 a month minimum 1ncrease for retired workers who are age 65
or over in the first month for which they are paid the increased benefit).
. Monthly benefits for workers who retire at or after 65 would be
Increased to a new minimum of $44 (now $40) and to a new maximum
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of $135.90 (now $127). In the future, creditable earnings under the
increase in the contribution and benefit base to $6,600 a year (now
$4,800) would make possible a maximum benefit of $168.00.

The maximum amount of benefits payable to a family on the basis
of a single earnings record would be related to the worker’s average
monthly earnings at all earnings levels. Under present law, there is
a $254 limit on family benefits which operates over a wide range of
average monthly earnings. Under the bill the highest family maxi-
mum would be $368.00.

(b) Payment of child’s insurance benefits to children attending school
or college after attainment of age 18 and up to age 22

H.R. 6675 includes the provision adopted by both House and Senate
last year which would continue to pay a child’s insurance benefit
until the child reaches age 22, provided the child is attending a public
or an accredited school, including a vocational school or a co%lege, as a
full-time student after he reaches age 18. Children of deceased,
retired, or disabled workers would be included. No mother’s or wife’s
benefits would be payable if the only child in the mother’s care is one
who has attained age 18 but is in school.

This provision will be effective January 1, 1965. Itis estimated that
295,000 children will be eligible for benefits for September 1965, when
the school year begins.

(¢) Benefits for widows at age 60

The bill would provide the option to widows of receiving benefits
beginning at age 60, with the benefits payable to those who claim
them before age 62 being actuarially reduced to take account of the
longer period over which they wﬂ?lr be paid. Under present law,
full widow’s benefits and actuarially reduced worker’s and wife’s bene-
fits are payable at age 62.

This provision, adopted by both Houses of Congress last year, would
be effective for the second month after the month of enactment. It is
estimated that 185,000 widows will claim benefits during the first year
of operation under this provision.

(d) Amendment of disability program

(@) Definition of disability.—The bill would eliminate the present
requirement that a worker’s disability must be expected to be of long
continued and indefinite duration, and instead provide that an insured
worker would be eligible for disability benefits if he has been under a
disability which can be expected to result in death or which has lasted
or can be expected to last for a continuous period of not less than 12
calendar months. Benefits payable by reason of this change would
be paid for the second month following the month of enactment. An
estimated 60,000 persons—disabled workers and their dependents—
will become immediately eligible for benefits as a result of this change.

() Disability benefits offset provision.—The bill provides that the
social security disability benefit for any month for which a worker is
receiving a workmen’s compensation benefit will be reduced to the
extent that the total benefits payable to him and his dependents under
both programs exceed 80 percent of his average monthly earnings
prior to the onset of disability, but with the reduction periodically
adjusted to take account of changes in national average earnings levels.
The offset provision will be applicable with respect to benefits payable
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for months after December 1965 based on applications filed after
December 1965.

(#11) - Benefits for children disabled before reaching age 22.—The bill
provides that a child who is disabled before reaching age 22 (rather
than before age 18 as in present law) would be eligible for disabled
child’s benefits should his parent die, become disabled or retire. The
mother of the child would also be eligible for benefits so long as she
continued to have the child in her care. Effective as to benefits for
the second month following the month of enactment, an estimated
20,000 persons—disabled children and their mothers—will become
immediately eligible for benefits as a result of this change.

(iv) Facilitating disability determinations.—The bill authorizes the
Secretary to make determinations of disability or cessation of disability
where medical and other information suppled or designated by the
individual, or evidence of remunerative work activities, indicate
clearly that the individual is under a disability or that the disability
has ceased.

(v) Rehabilitation services—The bill provides for reimbursement
from the social security trust funds to State vocational rehabilitation
agencies for the cost of rehabilitation services furnished to individuals
who are entitled to disability insurance benefits or to a disabled child’s
benefits. The total amount of the funds that could be made available
from the trust funds for purposes of reimbursing State agencies for
such services could not, in any year, exceed 1 percent of the social
security disability benefits paid in the previous year.

(v7) Entitlement to d?lsaé)ility benefits after entitlement to benefits
payable on account of age—Under the bill, a person who becomes
entitled before age 65 to a benefit payable on account of old age
could later, before he reaches age 65, become entitled to disability
insurance benefits.

(viz) Allocation of contribution income between OASI and DI trust
unds.—Under the bill, an additional 0.2 percent of taxable wages and
0.15 percent of taxable self-employment income would be allocated to
the disability insurance trust fund, bringing the total allocation to
0.70 percent and 0.525 percent, respectively, beginning in 1966.

(¢) Benefits to certain persons at age 72 or over

The committee’s bill adopts a provision approved by the House and
Senate last year, which would liberalize the eligibility requirements by
providing a basic benefit of $35 at age 72 or over to certain persons with
a minimum of three quarters of coverage acquired at any time since
the beginning of the program in 1937. To accomplish this, a new
concept of ‘‘transitional insured status’ is provided. Present law
requires a minimum of six quarters of coverage in employment or
self-employment.

(1) Men and women workers.—Under the ‘“transitional insured
status’’ provision a worker could qualify for benefits at age 72 if he
had one quarter of coverage for each year that elapsed after 1950 and
up to the year in which he reached age 65 (62 for women), with a
minimum of three quarters. Those quarters could have been acquired
at any time since.the .inception of the program in 1937. Wives of
workers who qualify under this provision would be eligible for benefits
if they reached age 72 before 1969. For workers who reached age 65
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(62 for women) after 1956, the quarters of coverage requirement
merges with the present minimum requirement of six quarters.

The following table illustrates the operation of the ‘‘transitional
insured status” provision for workers.

Transitional insured status requirements with respect to workers benefits

Men Women
Quarters of Quarters of

Age (in 1965) coverage Age (in 1965) coverage

required required
T6orover ___.______________._.._.__ 3. 3.
T e 4, 4.
L S 5. 5.

73oryounger__________.____________ 6 or more. 6 or more.

! Benefits will not be payable, however, until age 72.

(1) Widows.—Any widow who attains age 71 in or before 1965,
if her husband died or reached age 65 in 1954 or earlier, could get a
widow’s benefit when she is aged 72 or over if her husband had at
least three quarters of coverage. Present law requires six quarters.
If the husband of such a widow died or reached 65 in 1955, the require-
ment would be four quarters. If he died or reached 65 in 1956, the
requirement would be five quarters. If he died or reached 65 in 1957
or later, the minimum requirement would be six quarters or more,
the same as present law.

For widows reaching age 72 in 1967 and 1968, there is a ‘‘grading-
in” of the quarters of coverage requirement; which would be four or
five quarters of coverage, respectively. Widows reaching age 72 in
1969 or after would be subject to the requirements of existing law
of six or more quarters of coverage.

The table below sets forth the requirements as to widows:

Transitional insured status requirements with respect to widow’s benefits

Proposed quarters required for widow

Year of husband’s death (or Present attaining age 72 in—
attainment of age 65, if earlier) quarters
required
1966 or before 1967 1968

5.
-l 5.

-1 5.
6 or more,

(#12) Basic benefits.—Men and women workers who would be eligible
under the above-described provisions for workers would receive a
basic benefit of $35 a month. A wife who is aged 72 or over (and who
attains that age before 1969) would receive one-half of this amount,
$17.50. No other dependents’ basic benefits would be provided under
these provisions.

Widows would receive $35 a month under the above-described
provision.

These provisions would become effective for the second month after
the month of enactment, at which time an estimated 355,000 people
would be able to start receiving benefits.
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(f) Retirement test

The bill would liberalize the retirement test provision in present
law under which benefits are decreased in relation to a beneficiary’s
earnings over $1,200 in a year. Under existing law, the first $1,200
a year is fully exempted, and there is a $1 reduction in benefits for
each $2 of annual earnings between $1,200 and $1,700 and for each
$1 of earnings thereafter. Under the bill, the first $1,800 a year
would be fully exempted and there would be a $1 reduction in benefits
for each $2 of earnings between $1,800 and $3,000 and for each $1 of
earnings thereafter. In addition, the amount of earnings a beneficiary
may have in a month and get full benefits for that month regardless
of his annual earnings would be raised from $100 to $150. These
changes are effective for taxable years ending after 1965.

The bill also exempts certain royalties received in or after the year
in which a person reaches age 65, from copyrights and patents ob-
tained before age 65, from being counted as earnings for purposes of
the retirement test, effective for taxable years beginning after 1964.

For 1966, an estimated 850,000 persons—workers and dependents—
either will receive more benefits under these provisions than they
would receive under present law, or will receive some benefits where
they would receive no benefits under present law.

(g) Wife's and widow’s benefits for divorced women

The committee’s bill would authorize payments of wife’s or widow’s
benefits to the divorced wife of a retired, deceased, or disabled
worker if she had been married to the worker for at least 20 years
before the date of the divorce and if her divorced husband was making
(or was obligated by a court to make) a substantial contribution to
her support when he became entitled to benefits, became disabled, or
died. .R. 6675 would also provide that a wife’s benefits would not
terminate when the woman and her husband are divorced if the marriage
has been in effect for 20 years. Provision is also made for the reestab-
lishment of benefit rights for a divorced wife, a widow, or a surviving
divorced wife who remarries and the subsequent marriage ends in
divorce, annulment, or in the death of the husband. These changes
are effective for the second month following the month of enactment.

(k) Continuation of widow’s and widower’s insurance benefits after
remarriage

Under present. law, a widow’s and widower’s benefits based on a
deceased worker’s social security earnings record generally stop when
the survivor remarries, with the result that some widows who would
like to remarry do not do so because if they did they would lose their
social security benefits. The bill provides that benefits would be
payable to widows age 60 or over and to widowers age 62 or over who
remarry. The amount of the remarried widow’s or widower’s benefit
would be equal to 50 percent of the primary insurance amount of the
deceased spouse rather than 82% percent of that amount, which is
payable to widows and widowers who are not remarried.

(¥) Adoption of child by retired worker

The bill would change the provisions relating to the payment of
benefits to children who are adopted by old-age insurance beneficiaries
to require that, where the child is adopted after the worker becomes
entitled to an old-age benefit, (1) the child must be living with the
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worker (or adoption proceedings have begun) in or before the month
when application for old-age benefits is filed; (2) the child must be
receiving one-half of his support for the entire year before the worker’s
entitlement; and (3) the adoption must be completed within 2 years
after the worker’s entitlement.

() Definition of child

The bill provides that a child be paid benefits based on his father’s
earnings without regard to whether he has the status of a child under
State inheritance laws if the father was supporting the child or had a
legal obligation to do so. Under present law, whether a child meets
the definition for the purpose of getting child’s insurance benefits based
on his father’s earnings depends on the laws applied in determining
the devolution of interstate personal property in the State in which the
worker is domiciled. This provision would be effective for the
second month after the month of enactment. It is estimated that
20,000 individuals (children and their mothers) will become immedi-
ately eligible for benefits under this provision.

2. COVERAGE CHANGES

The following coverage provisions were included:
(a) Physicians and interns
Self-employed physicians would be covered for taxable years ending

on or after December 31, 1965. Interns would be covered beginning
on January 1, 1966.

(6) Farmers

Provisions of existing law with respect to the coverage of farmers
would be amended to provide that farm operators whose annual gross
earnings are $2,400 or less (instead of $1,800 or less as in existing
law) can report either their actual net earnings or 663 percent (as
in present law) of their gross earnings. Farmers whose annual gross
earnings are over $2,400 would report their actual net earnings if over
$1,600, but if actual net earnings are less than $1,600, they may
instead report $1,600. (Present law provides that farmers whose an-
nual gross earnings are over $1,800 report their actual net earnings
if over $1,200, but if actual net earnings are less than $1,200, they
may report $1,200.)

(¢) Cash tips
The bill provides that cash tips received by a worker would be

covered as self-employment income. Effective as to taxable years
beginning after December 31, 1965.

(d) State and local government employees

Several changes made by the bill would facilitate social security
coverage of additional employees of State and local governments.

(e) Exemption of certain religious sects

Members of certain religious sects who have conscientious objections
to insurance (including social security) by reason of their adherence
to the established tenets or teachings of such sects could be exempt
from the social security tax on self-employment income upon applica-
tion accompanied by a waiver of benefit rights.



18 SOCIAL SECURITY AMENDMENTS OF 1965

(f) Nonprofit organizations

Nonprofit organizations, and their employees who concur, could
elect social security coverage effective retroactively for a period up to
5 years (rather than 1 year, as under present law). Also, wage credit
could be given for the earnings of certain employees of nonprofit
organizations who were erroneously reported for social security
purposes.

(9) District of Columbia employees
The bill provides for social security coverage of certain employees of
the District of Columbia (primarily substitute schoolteachers).

(h) Ministers
Social security credit could be obtained for the earnings of certain

ministers which were reported but which cannot be credited under
present law.

(a) Filing of proof

The bill extends indefinitely the period of filing of proof of support
for dependent husband’s, widower’s, and parent’s benefits, and for
filing - application for lump-sum death payments where good cause
exists for failure to file within the initial 2-year period.

(b) Automatic recomputation of benefits

Under the bill the benefits of people on the rolls would be recom-
puted automatically each year to take account of any covered earnings
that the worker might have had in the previous year and that would
increase his benefit amount. Under existing law there are various
requirements that must be met in order to have benefits recomputed,
in(clluding filing of an application and earnings of over $1,200 a year
after entitlement.

(¢) Military wage credits
The bill revises the present 1provision authorizing reimbursement of
the trust funds out of general revenue for gratuitous social security

wage credits for servicemen so that such payments will be spread
uniformly over the next 50 years.

(d) Extension of life of applications

The bill liberalizes the requirement in existing law that an applica-
tion for monthly insurance benefits be valid for only 3 months after
the date of filing, and for disability benefits 3 months before the
beginning of the waiting period. The bill would allow an application
to remain valid up until the time the Secretary makes a final decision
on the application.

(e) Overpayments and underpayments

The bill would make changes in the provisions of law relating to
overpayments and underpayments to facilitate the recovery of over-
?ayments and to provide specific authority, lacking in present law,
or the Secretary to settle all underpayments of benefits.

(f) Authorization for one spouse to cash a joint check

The bill would authorize the Secretary to make a temporary over-
payment so as to permit a surviving spouse to cash a benefit check
issued jointly to a husband and wife if one of them dies before the

3. MISCELLANEOUS
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check is negotiated; any overpayment resulting from the cashing of
the joint check would be recovered.

(9) Attorney’s fees

The bill incorporates a provision which would permit a court that
renders a judgment favorable to a claimant in an action arising under
the social security program to set a reasonable fee (not in excess of
25 percent of past due benefits which become payable by reason of the
judgment) for an attorney who successfully represented the claimant.
The Secretary would be permitted to certify payment of the fee to the
attorney out of such past due benefits.

(h) Tazx on certain corporations

The bill provides that when an employee works for a corporation
which is a member of an affiliated group of corporations and is then
transferred to another corporation which is a member of such group,
the total employer social security tax payable by the two corporations
for the years in which the employee is transferred will not exceed the
amount that would be paid by a single corporation. (Under present
law, such treatment is provided for the employee.)

(1) Waaver of 1-year marriage requirement

The bill provides an exception to the 1-year duration requirement
as to social security benefits for any widow, wife, husband, or widower
who was, in the month before marriage, actually or potentially en-
titled to railroad retirement benefits as a widow, widower, parent, or
disabled adult child.

4. FINANCING OF OASDI AMENDMENTS

The benefit provisions of H.R. 6675 are financed by (1) an increase
in the earnings base from $4,800 to $6,600 effective January 1, 1966,
and (2) a revised tax rate schedule.

The tax rate schedule under existing law and the revised schedule
provided by the House-passed bill and by the committee’s bill for
the OASDI program follow:

Contribution rates (in percent)
Employer and employee, each Self-employed
Year
Present House- Committee Present House- Committee
law approved bi. law approved bill
bill bill

3.625 3. 625 3. 625 5.4 5.4 5.4
4.125 40 3.85 6.2 6.0 5.8
4, 626 4.0 3.85 6.9 6.0 5.8
4, 625 4.4 4.45 6.9 6.6 6.7
4, 625 4.8 4.9 6.9 7.0 7.0
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5. ADDITIONAL BENEFIT PAYMENTS IN FIRST FULL YEAR, 1966
[In millions]

Total - - e ieeoeoo_._ $2, 620
7-percent benefit increase ($4 minimum in primary benefit) . ___________ 1,470
odification of earnings test._______.______________________________ 590
Reduced benefits for widows at age 60_ _ _ ____ _____ __ ... _________.___ 165
Benefits to persons aged 72 and over with limited periods in OASDI
employment._ . . L _________._ 140
Maodification of definition of disability...____________________________ 40
Improvements in benefits for children, total . _____.__.___.___________ 215
Child’s benefits to age 22 if inschool._ . ______._____________ 195
Benefits for children disabled after age 18 and before age 22.______ 10
Broadened definition of child. ._ ... ____________________________ 10

D. PuBrLic ASSISTANCE AMENDMENTS
1. INCREASED ASSISTANCE PAYMENTS

The Federal share of payments under all State public assistance
rograms is increased a little more than an average of $2.50 a month
or the needy aged, blind, and disabled and an average of about $1.25
for needy children, effective January 1, 1966. This is brought about
by revising the matching formula for the needy aged, blind, and
disabled (and for the adult categories in title XVI) to provide a
Federal share of $31 out of the first $37 (now twenty-nine thirty-fifths
(29/35) of the first $35) up to a maximum of $75 (now $70) per month
er individual on an average basis. The matching formula is revised
or aid to families with dependent children so as to provide a Federal
share of five-sixths (5/6) of the first $18 (now fourteen-seventeenths
(14/17) of the first $17) up to a maximum of $32 (now $30). A pro-
vision is included so that States will not receive additional Federal
funds except to the extent they pass them on to individual recipients.

Effective January 1, 1966. Cost: About $150 million a year.

2. TUBERCULAR AND MENTAL PATIENTS

The House bill removed the exclusion from Federal matching in
old-age assistance and medical assistance for the aged programs (and
for combined program, title XVI) as to aged individuals who are
Eatients in institutions for tuberculosis or mental diseases or who have

een diagnosed as having tuberculosis or psychosis and, as a result, are
patients in a medical institution. The House bill requires as a condition
of Federal participation in such payments to, or for, patients in
mental and tuberculosis hospitals certain agreements and arrange-
ments to assure that better care results from the additional Federal
money. The committee has amended this provision so as to make
the special provisions for Federal participation applicable solely to
payments for aged persons in menta{)institutions. The States will re-
" ceive additional Federal funds under this provision only to the extent
they increase their expenditures for mental health purposes under
public health and public welfare programs. The bill also removes
restrictions as to Federal matching for needy blind and disabled who
are tubercular or psychotic and are in general medical institutions.

Effective January 1, 1966. Cost: About $75 million a year.
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3. AID TO FAMILIES WITH DEPENDENT CHILDREN IN SCHOOL

The committee bill extends the optional provision of the States to
continue making payments to dependent children who have attained
age 18 but continue in school up to age 21. Present law calls for
regular attendance at a high school or vocational school. The com-
mittee bill would extend this to attendance at a college or university.

Effective after enactment. Cost: Negligible.

4. PROTECTI¥E PAYMENTS TO THIRD PERSONS

The House bill included a provision for protective payments to
third persons on behalf of old-age assistance recipients (and recipients
on combined adult program, title XVI) unable to manage their mone y
because of physical or mental incapacity. The committee bill would
extend the same provision for protective payments to the programs
of aid to the blind and aid to the permanently and totally disabled.

Effective January 1, 1966.

5. INCOME EXEMPTIONS UNDER PUBLIC ASSISTANCE

(a) Old-age assistance

The committee’s bill increases earnings exemption under the old-
age assistance program (and aged in combined program) so that a
State may, at its option, exempt the first $20 (now $10) and one-half
of the next $60 (now $40) of a recipient’s monthly earnings.

Effective January 1, 1966. Cost: About $1 million first year.

(b) Aid to families with dependent children
The committee has added an amendment which allows the State,
at its option, to disregard up to $50 per month of earned income of
any three dependent children under the age of 18 in the same home.
Effective July 1, 1965. Cost: $1.3 mallion for first full year of
operation,

(¢) Aid to the permanently and totally disabled

The committee bill adds an exemption of earnings, at the option
of the State, for recipients of aid to the permanently and totally
disabled. As in the case of the aged, the first $20 per month of
earnings and one-half of the next $60 could be exempted. In addition,
any additional income and resources could be exempted as part of
an approved plan to achieve self-support during the time the recipient,
was undergoing vocational rehabilitation.

(d) Old-age and surviors insurance (retroactive increase)

The bill adds a provision which would allow the States to disregard
so much of the OASDI benefit increase (including the children in
school after 18 modification) as is attributable to its retroactive
effective date.

(e) Economic Opportunity Act earning exemption

H.R. 6675 also provides a grace period for action by States that have
not had regular legislative sessions, whose public assistance statutes
now prevent them from disregarding earnings of recipients received
under titles I and II of the Economic Opportunity Act.



22 SOCIAL SECURITY AMENDMENTS OF 1965

(f) Income exempt under another assistance program

The committee bill adds a provision that any amount of income
which is disregarded in determining eligibility for a person under one of
the public assistance programs shall not be considered in determining
the eligibility of another individual under any other public assistance
program.

6. DEFINITION OF MEDICAL ASSISTANCE FOR AGED

H.R. 6675 modifies the definition of medical assistance for the aged
50 as to allow Federal sharing as to old-age assistance recipients for the
month they are admitted to or discharged from a medical institution.

Effective July 1, 1965. Cost: About $2 million.

7. JUDICIAL REVIEW OF STATE PLAN DENIALS

The House bill provides for judicial review of the denial of approval
by the Secretary of Health, Education, and Welfare of State public
assistance plans and of his action under such programs or non-
compliance with State plan conditions in the Federal law. The
committee bill would add an amendment setting a time limit on the
Secretary’s calling of a hearing and substitutes language providing
the more traditional terminology as to the ‘‘substantial evidence rule.”



III. GENERAL DISCUSSION OF PROVISIONS SHOWING
DIFFERENCE IN HOUSE BILL

A. Heavre Care

For almost 5 years this committee has given active consideration to
ways of providing help for old people who need assistance in meeting
medical costs. As may be recalled, in 1960 the 86th Congress, after
very careful and exhaustive review of the situation and many pro-
posed solutions, concluded that Federal legislation was necessary.
The result was the formulation and enactment of the medical assistance
for the aged program, more popularly referred to to as the Kerr-Mills
program. At that time it was the view of the committee that such a
program should be undertaken to determine whether it would or could
adequately meet the national need. It has now been 5 years since
enactment of the 1960 Social Security Amendments and there has
been opportunity to evaluate the implementation of the medical assist-
ance for the aged program and to formulate a judgment as to the extent
to which this national problem is being met. Although the committee
believes that the Kerr-Mills legislation as a whole has been very bene-
ficial to the needy aged in our country, it has now concluded that the
overall national problem of adequate medical care for the aged has
not been met to the extent desired under existing legislation because
of the failure of some States to provide coverage and services to the
extent anticipated. The committee, therefore, has concluded that a
more comprehensive Federal program as to both persons who can
qualify and protection afforded is required.

A threefold approach to meet this national problem has been
developed. First, since the committee believes that Government
action should not be limited to measures that assist the aged only
after they have become needy, the committee recommends more ade-
quate and feasible health insurance protection under two separate but
complementary programs which would contribute toward making
economic security in old age more realistic, a more nearly attainable
goal for most Americans. In addition, the committee recommends,
as will be discussed later in this report, a strengthening of the medical
assistance provisions of the Social Security Act so that adequate medi-
cal aid may be provided for needy people.

The first of the two insurance programs consists of protection
against the costs of hospital and related care. This hospital insur-
ance plan would be financed through a new special tax separate from
existing social security taxes; and the contributions collected would be
kept entirely separate from the funds of the existing program in a
new Federal hospital insurance trust fund. The proposed hospital in-
surance would be financed through the new tax contributions during
the individual’s working lifetime with benefits available at age 65.

In past amendments to the Social Security Act, when new programs
have been developed or when significant changes have been made to

23
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meet a national need, the Congress has followed the practice of extend-
ing the new or enhanced benefits not only to those who will become
eligible for them in future years but also to the individuals then cur-
rently on the rolls. This has been done, of course, with the knowledge
that the current beneficiaries on the rolls have not made contributions
specifically for the increased benefits or the new benefits then being
provided. Of course, this means that the benefits going to the already-
retired group, represent in a sense an ‘‘unfunded” liability which has
to be met out of future contributions. However, the practice has
always been to cover the present beneficiaries. Basic to it is the
recognition that the problem which such new legislation is designed
to meet exists not only for those who will become eligible in the future
but equally for present beneficiaries. It may be noted that the same
practices are often followed under private pension plans; namely, to
extend benefit liberalizations to existing pensioners on the rolls
when doing so for future pensioners.

The second of the two insurance programs is a voluntary supple-
mentary medical insurance plan that would cover a substantial part
of the cost of physicians’ services and a number of other health items
and services not covered under the hospital insurance program. At
the beginning the voluntary supplementary plan. would be financed
through monthly premiums of $3, and through equal matching con-
tributions from Federal Government general revenues. The com-
bined coverage of the two insurance plans would result in protection
for the elderly of a quality that only a few older people can now
afford. Most elderly people can be expected to have the protection
of both of these insurance programs.

The provision of insurance against the covered costs would enccur-
age participating institutions, agencies, and individuals to make the
best of modern medicine more readily available to the aged.

The bill specifically prohibits the Federal Government froni exercis-
ing supervision or control over the practice of medicine, the manner
in which medical services are provided,.and the administration or
operation of medical facilities. Further, the bill specifically provides
that a beneficiary may obtain services from any participating institu-
tion, agency, or person who undertakes to provide him with the
services. The responsibility for, and the control of, the care of the
beneficiaries rests with the hospitals, extended care facilities, the bene-
ficiaries’ physicians, ete.

In establishing the complementary plans for medical care for the
aged in this bill, no special recognition is being given to the lower
rate of hospital utilization which might be experienced by aged persons
under comprehensive health care plans. However, it is not the inten-
tion of the committee by this action to adversely affect those organi-
zations which provide and operate comprehensive health care services.
On the other hand, it is the hope of the committee that the develop-
ment of comprehensive health care plans be encouraged.

1. BASIC PLAN—HOSPITAL INSURANCE

(@) Eligibility for protection under the basic plan
The Froposed basic hospital insurance would be provided (on the

basis of a new section in title IT of the act) for people aged 65 and
over who are entitled to monthly social security benefits or to an-
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nuities under the Railroad Retirement Act (the administration and
financing of benefits for railroad retirement beneficiaries are discussed
in sec. (e) p. 38). In addition, people who are now aged 65 or will
reach age 65 within the next few years and who are not insured under
the social security or railroad programs would nevertheless be covered
under the basic plan. In July 1966, when the program would become
effective, about 17 million people aged 65 and over who are eligible
for social security or railroad retirement benefits, and about 2 million
aged who would be covered under a special transitional provision,
would have the proposed basic hospital insurance.

Included under the special provision would be all uninsured people
who have reached 65 before 1968. As to persons reaching 65 after
1967, they would have to have the quarters of coverage that are
indicated 1n the following table:

Quarters of coverage required for O ASI cash benefits as compared to hospital insurance

Men Women
Year attains age 65
OASI Hospital OASI Hospital
insurance insurance
1967 or before _ _ 6-16 0 6-13 0
1968 - 17 6 14 6
1969 18 9 15 9
1970_ — 19 12 16 12
1971__ - - 20 15 17 15
1972__ 21 18 18 (O]
1963 ... 22 b U O (I
1974 e e 23 (O J I R,
! Same as OASI.

As indicated in the table, by 1974 the number of quarters of coverage
required for cash benefits and hospitalization insurance benefits will
be the same and the ‘“‘transitional’”’ provision will phase out for those
reaching age 65 thereafter.

Together, these two groups comprise virtually the entire aged popu-
lation. The persons not protected would be Federal employees
who have actual coverage under the provisions of the Federal
ployees Health Benefits Act of 1959. The House bill would also have
excluded individuals and their wives who had the opportunity to
come under the Federal act but had not so elected. The committee
did not believe that the exclusion of this group was equitable. It
believes that actual coverage under the Federal employees program
should be the sole basis for exclusion. Others excluded would be aliens
who have not been residents of the United States for 10 consecutive
years, aliens who have not been admitted for lawful residence, and
persons convicted of certain subversive crimes.

Currently, 93 percent of the people reaching age 65 are eligible for
benefits under social security or railroad retirement and this percentage
will rise to close to 100 percent as the program matures. Thus, over
the long run virtually all older people will meet the insured- status
requirements for the proposed hospital insurance.
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(b) Benefits

Persons entitled to benefits under the hospital insurance plan would
be eligible to have payments made for inpatient hospital care and for
important additional benefits covering posthospital extended care,
posthospital home health services, and certain outpatient hospital
diagnostic studies. .

Benefits would be payable for covered hospital and related health
services furnished beginning July 1, 1966. Posthospital extended
care benefits would be effective January 1, 1967.

(1) Inpatient hospital benefits

The proposed inpatient hospital benefits would, except for an initial
deductible amount and a comsurance feature for days in excess of 60,
cover the cost of services provided by (or under arrangements with)
participating hospitals for up to 120 days in any one ‘‘spell of illness.”
This is an expansion of the limit of 60 days in the House bill to
recognize the need of those relatively few people who need protection
for necessary stays of long duration. The imposition of the co-
insurance after the 60th day is a safeguard against any possible abuse
of hospital utilization in these cases. A spell of illness would normally
begin with the day a beneficiary enters a hospital and end after the
beneficiary has remained out of a hospital and out of an extended
care facility for 60 consecutive days.

Inpatient services in psychiatric hospitals, which were included in
the voluntary supplementary plan in the House bill, have been
moved to the basic hospital plan under the committee’s bill. More-
over, the lifetime maximum of 180 days of psychiatric hospital care
under the House bill has been increased to 210 days. If a person is
in a psychiatric or tuberculosis hospital at the time he becomes entitled
to benefits, the days he has already been in the hospital would count
toward the 120-day limit on coverage of care in such a hospital during
a spell of illness. This provision is in keeping with the intent of the
basic plan to cover only the active phase of treatment and not to
cover 120 days of care for a person who may have been institutionalized
for years previously.

The deductible amount applicable to inpatient hospital services at
the beginning of the program would be $40 per spell of illness. The
deductible would be changed thereafter, but not before 1969, to keep
pace with increases in hospital costs. Each year, beginning in 1968,
the Secretary would determine the amount of the deductible applicable
for the succeeding year on the basis of the relationship between the
average amount paid per day for inpatient hospital services during
year preceding the determination and the rate for 1966. Increases in
the deductible amount would be made in $4 steps so that changes of a
few cents or even of a few dollars would not have to be made im-
mediately following each such change. (The House bill provided $5
steps but the committee has altered this in the interest of administra-
tive simplicity.) However, over a period of time these changes would
accurately reflect the changes in hospital costs. Small annual changes
would not only be an administrative problem, but they would also
increase the problems of keeping beneficiaries informed of the ap-
plicable deductible. The coinsurance which is initially set at $10 a
day (established by computing one-fourth of the inpatient hospital
deductible) for days in excess of 60 would be increased in the same way
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as the deductible amount if hospital costs increase. Tt, too, would
remain static until 1969,

Covered services.—The reasonable cost of service ordinarily provided
to inpatients by hospitals (other than certain other items discussed
subsequently), including new services and techniques as they are
adopted in the future, would be paid for. Services furnished to in-
patients by others under arrangements with a hospital could also be
covered if the arrangements call for billing for the services to be
through the hospital exclusively. Since the reasonable cost of the
services would be covered, hospitals would not be deterred, because of
nonpaying or underpaying patients in this aged group, from trying to
provide the best of modern care. The following are the major items
and services that would be paid for.

Hospital room and board would be paid in full in accommodations
containing from two to four beds. Payment would also be made for
private accommodations where their use is medically indicated—ordi-
narily only when the patient’s condition requires him to be isolated.
Where private accommodations are furnished for the patient's com-
fort, the payments would cover only the equivalent of the reasonable
cost of accommodations containing two to four beds; the patient would
pay the extra charges for the private room.

Nursing services ordinarily furnished by hospitals would be paid
for, but private duty nursing would not be covered.

Payments would not be made under the hospital insurance plan for
the services of physicians, except services provided by medical and
dental interns and residents in training under approved teaching
programs. Dental interns in training was an addition by the com-
mittee bill. Under the House bill, the exclusion of physician’s
services would also have excluded the services of radiologists, anes-
thesiologists, pathologists, and physiatrists and they only would have
been covered under the voluntary supplementary plan. The House
bill, however, provided that the services of nonphysician technicians
aiding such persons would be covered under the hospital insurance
plan.

The committee believes that it is not wise to separate the billing
for these medical specialities. Therefore, the committee bill provides
that where the services in radiology, anesthesiology, pathology, and
physiatry are arranged for and billed through a hospital they will be
covered under the basic hospital insurance plan. Conversely, where
the arrangement is that the specialist is not paid by or through the
hospital, reimbursement for the services will be made under the
voluntary supplementary plan.

Drugs and biologicals furnished to hospital patients for their use
while inpatients would be paid for under the House bill. Payment
would be provided for all drugs and biologicals which are listed in
the United States Pharmacopoeia or National Formulary or New
Drugs or Accepted Dental Remedies (except for any drugs and bio-
logicals unfavorably evaluated therein), or which are approved by
by the pharmacy and drug therapeutics committee (or equivalent
committee) of the medical staff of the hospital furnishing the drugs
and biologicals. (These publications have been compiled and are
maintained by the professional organizations concerned with the
proper use of drugs.) The committee has added the United States
Homeopathic Pharmacopoeia to the list of drug formularies to be
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used and specifies that drugs &? roved for listing in the approved
formularies, although not actualg)' listed, would be included. The
" alternative requirement of approval by a committee of the medical

staff of the hospital is in line with the recommendations of the Amer-
ican Hospital Kssociation, American Medical Association, American
Pharmaceutical Association, and the American Society of Hospital
Pharmacists. These organizations jointly have recommended that
hospitals adopt a formulary system based upon the functioning of a
pharmacy and drugs therapeutics committee of the medical staff of
the hospital as a means of protecting the hospital’s patients against
drugs of poor quality. Innovation and the use of new drugs would
not be discouraged because such ho(sipital committee could adopt for
use any new drugs which it approved.

The committee did hear testimony that some of the drugs frequently
administered in hospitals are combination drugs. While the principal
ingredient of the combination drug may be listed in the formularies
specified in the bill, the other ingredients, of secondary importance, are
often not and, thus, the drug is excluded. The committee bill would
provide for the inclusion of such a combination drug if the principal
ingredient, or ingredients, are listed in an approved formulary.

The intent of the provisions for determining which drugs and
biologicals are covered is to permit payment for all drugs and biologi-
cals which medical and medically related organizations have evaluated
and selected as being proper for use in the course of good patient care.

There will be a deductible in an amount equal to the cost of the first
3 pints of blood furnished for an individual during a spell of illness.
The difference between the cost of the blood to the hospital and the
charge to the beneficiary would be deducted from the payments the
proposed program would otherwise make to the hospital. Thus the
hospital would not make a profit on the blood for which it charges a
beneficiary. The committee included this deduction provision in the
interest of the voluntary blood replacement programs, which encour-
age donations of blood by waiving charges for blood which the patient
arranges to replace. The limitation of the deduction to 3 pints of
blood was made in view of the problems aged people would have in
securing replacement of, or paying for, large quantities of blood.

Supplies and appliances would be paid for under the hospital in-
surance plan when they are a necessary part of the covered inpatient
hospital services a patient receives. For example, the use of a
wheelchair, crutches, or prosthetic appliances could be paid for as
part of hospital services but payment for hospital services would not
cover furnishing these items to the patient for use after his discharge.
(However, the cost of using these items after hospitalization might
be paid for if needed as part of the posthospital extended care he
might receive or it might be provided under a plan for his home
health services.) Items supplied at the request of the patient for his
convenience, such as television rental in hospitals, would not be paid
for under the program.

Conditions of participation.—The committee’s bill lists conditions
that hospitals must meet in order to participate in the proposed pro-
gram. These conditions for participation are included to provide
assurance that participating institutions are safe, that they have
facilities and organization necessary for the provision of adequate
care, and that they exercise their responsibility to discourage improper
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and unnecessary utilization of their services and facilities. The
inclusion of these conditions is designed to support the efforts of the
various professional accrediting organizations sponsored by the med-
ical andp hospital associations, health insurance plans, and other
interested parties to improve the quality of care in hospitals. To
allow payments to institutions for services of lower quality than are
now generally acceptable might reduce the incentive for establishing
high-quality institutions or for maintaining high standards where
they now exist. .

In order to participate in the program, hospitals would be required
to be licensed (of course, certification or approval where such pro-
cedures are State or local law equivalents to licensing would meet
this requirement) and satisfy conditions specified in the bill relating to
clinical records, medical staff bylaws, and utilization review. They
would also have to meet certain other specified requirements. The biil
authorizes the Secretary to prescribe such further requirements as the
Secretary finds necessary in the interest of health and safety. The
health and safety requirements prescribed by the Secretary (including
any requirements requested by a State which are higher than those
prescribed for other States), cannot, however, be more strict than the
comparable conditions prescribed for accreditation of hospitals by the
Joint Commission on Accreditation of Hospitals. Thus, the Secretary
could, for example, require participating gospitals to maintain tissue
committees which reexamine the condition of the organs removed
during surgery and to meet other conditions which the health profes-
sions consider necessary to good patient care, but the Secretary could
ilOt lset the hospital standards above the professionally established
evel.

Hospitals accredited by the Joint Commission on Accreditation of
Hospitals would be conclusively presumed to meet all the conditions
for participation, except for the requirement of utilization review.
(If the Joint Commission adopts a requirement for utilization review,
the Secretary could accept accreditation by the Joint Commission as
sufficient evidence that a hospital meets all the requirements of the
law.) Linking the conditions for participation to the requirements
of the Joint Commission. provides further assurance that only pro-
fessionally established conditions would have to be met by providers
of health services which seek to participate in the program.

The conditions of participation: for psychiatric and tuberculosis
hospitals would be similar to those for other hospitals, though differing
in some respects due to their different purpose. To provide assurance
that the program while paying for active treatment in psychiatric and
tuberculosis hospitals would avoid paying for care that is merely
custodial, the conditions of participation require that the hospital be
accredited by the Joint Commission on Accreditation of Hospitals,
that its clinical records be sufficient to permit the Secretary to deter-
mine the degree and intensity of treatment furnished to beneficiaries,
and that it meet staffing requirements the Secretary finds necessary
for carrying out an active treatment program. A distinet part of an
institution can be considered a psychiatric and tuberculosis hospital
if it meets the conditions even though the institution of which it is a
part does not; and if the distinct part meets requirements equivalent
to accreditation requirements, it could qualify under the program even
though the institution is not accredited.
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The committee recognizes that there will be emergency situations
where an individual who is eligible for hospital insurance benefits will
go or be taken to a hospital that does not participate in the program.
For example, an accident victim might have to be taken immediately
to the nearest hospital, either for outpatient diagnosis and treatment
or for admission as an inpatient. The committee’s bill would permit
the payment of benefits for emergency hospital diagnostic services or
inpatient care in such cases until 1t is no longer necessary from a medi-
cal standpoint to care for the patient in a nonparticipating institution.
To be paid under the program for its services, the nonparticipating
hospital, like participating hospitals, would have to agree not to charge
the patient amounts (except the deductibles and coinsurance) in addi-
tion to the program’s payments for covered services. The committee
has added a provision for emergency services in a hospital outside the
United States when it is closer or substantially more accessible than
comparable facilities in the United States. A further qualification is
that the patient has to be physically present within the United States
when the emergency which necessitated the hospitalization occurred.

Christian Science sanatoriums that are operated or listed and certi-
fied by the First Church of Christ, Scientist, in Boston, could partici-
pate in the program as ‘‘hospitals.”” The participation of these
mnstitutions and the payment for items and services furnished by them
would be subject to such conditions, limitations, and requirements as
may be provided in regulations. In general, however, the committee
intends that payments to Christian Science sanatoriums would cover
costs of services ordinarily furnished by these sanatoriums to patients
which are comparable to those for which payment could be made to
hospitals and intends these sanatortum services to be a substitute
for, and not an addition to, medical services that might be furnished
to a person if his religious beliefs were not contrary to the use of the
usual facilities. Coverages and exclusions applicable to hospital care
would also apply in these institutions. For example, the services of
a Christian Science nurse would be covered unless her duties are those
of a private duty nurse or attendant; similarly, the services of a Chris-
tian Science practitioner, who is the Christian Science counterpart of
the physician, would not be paid for since physician’s services are not
paid for under the hospital insurance plan. Payment would only be
made for bedfast patients who, except for their religion, would have
to have been admitted to a hospital.

(2) Posthospital extended care benefits

Care in an extended care facility will frequently represent the next
a[;})roprlate step after the intensive care furnished in a hospital and
will make unnecessary what might otherwise possibly be the continued
occupancy of a high-cost hospital bed which is more appropriately
used by acutely ill patients.

The posthospital extended care benefits which would be provided un-
der the hospital insurance plan would cover care in qualified extended
care facilities in cases where the patient was hospitalized for 3 or more
consecutive days and then transferred to the facility for continued care
of the same illness within 14 days of his hospital discharge. Under
the House bill, a patient who meets the hospital-transfer requirement
and who is then discharged from the extended facility to his home
could again receive extended care benefits in the same spell of illness
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without being hospitalized again if he is readmitted to the same facilit
within 14 days after discharge. The committee amended this provi-
sion so that the individual could be readmitted to any participating
facility within 14 days. In some cases, there might not be an available
bed in the original extended-care facility. The hospital-transfer re-
quirement is intended to help limit the payment of the extended-care
benefits to persons for whom such care may reasonably be presumed
to be required in connection with continued treatment following in-
patient hospital care and makes less likely unduly long hospital stays.
This requirement also helps to assure that before a patient is admitted
to an extended care facility his medical condition and needs will
have been adequately medically appraised. Immediate transfer from
a hospital to a posthospital extended care facility is not required
because, in some instances, care in such a facility might be found to
be needed, for example, only after a trial at convalescent care at the
patient’s home proves unsuccessful. Similarly, the period of extended
care services may be interrupted briefly and then resumed, if neces-
sary, without hospitalization preceding the readmission to a partici-
pating facility.

Payments could be made for up to 100 days of care in extended
care facilities during any one spell of illness. The payments made for
each day beyond the 20th day of the patient’s stay in a facility would
be reduced by a coinsurance amount paid by the patient equal to $5
a day, initially, computed on the basis of one-eighth of the deductible
for in-patient hospital services. In later years it will increase in the
same manner as the hospital coinsurance if costs increase.

The House bill provision allowing for the conversion of unused hospi-
tal days into extended care days has been eliminated. However, 100
days of extended care, regardless of the length of hospitalization,
would be available under the committee bill as opposed to as few as
20 days under the House bill.

Covered services.—The program would cover the items and services
generally furnished by posthospital extended care facilities. These in-
clude room and board in two- to four-bed accommodations, nursing
care, physical, occupational and speech therapy, and such drugs as are
ordinarily furnished by the facility to its in-patients. In addition,
payment could be made for the medical services of interns and residents
in training and other diagnostic and therapeutic services furnished in-
patients of the extended care facility by a hospital with which it has an
agreement for the transfer of patients and exchange of medical records.
Payment would also be made for physical, occupational, and speech
therapy furnished by a party other than the facility if furnished under
arrangements which provide for payment for therapy to be made
through the facility. In no case could payment be made for any serv-
ice, drug or other 1tem which could not be paid for under the hospital
insurance program if furnished in a hospital. Neither could pay-
ment be made for services not generally provided by posthospital ex-
tended care facilities. For example, under this rule the use of an
operating room would not be covered in the case of an extended care
facility since operating rooms are not generally maintained as part of
such facilities.

Conditions for participation.—A posthospital extended care facility
could be an institution, such as a skilled nursing home, or a distinct
part of an institution, such as a ward or wing of a hospital or a section
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of a facility another part of which might serve as an old-age home. To
assure that there will be no unnecessary barriers to the transfer of pa-
tients between hospital and extended care facilities when the attending
physician determines the transfer is medically appropriate, a par-
ticipating facility would be required (except as noted in the next
paragraph) to have an agreement with a hospital for the transfer of
patients and interchange of medical records. The requirement for a
transfer arrangement does not mean that a patient would have to be
transferred between a hospital and extended care facility which have
such an arrangement with each other in order to qualify for extended
care benefits. A transfer arrangement with any hospital would qualify
the facility so that a patient’s posthospital extended care would be
paid for if he was admitted from any hospital.

Where an extended care facility has attempted, in good faith, to
arrange a transfer agreement with nearby hospitals, but failed, the
State agency could waive the requirement for a transfer agreement
if the agency finds that the facility’s participation is in the public
interest and essential to assuring extended care to older people in the
particular community.

Extended care facilities would also be required to satisfy a number
of conditions necessary for an institutional setting in which high-
quality convalescent and rehabilitation care can be furnished. These
include conditions relating to the provision of around-the-clock nurs-
ing services with at least one registered nurse employed full time,
the availability of a physician to handle emergencies, the maintenance
of appropriate medical policies governing the facility’s skilled nursing
care and related services, methods and procedures for handling drugs,
and utilization review. In addition to the conditions specified in the
bill, the Secretary would be authorized to prescribe such further re-
quirements to safeguard the health and safety of beneficiaries as he
may find necessary.

The committee added to the House bill a provision under which
Christian Science nursing homes operated, or listed and certified by
the First Church of Christ, Scientist, in Boston, Mass., could par-
ticipate in the program as extended care facilities. The participation
of these institutions and the payment for items and services furnished
by them would be subject to such conditions, limitations, and require-
ments as may be provided in regulations. It is expected that in
formulating these regulations, the Secretary of Health, Education,
and Welfare would take into account similar objectives to those of
the parallel provisions for the coverage of Christian Science sanatorium
services.

(3) Posthospital home health care benefits

Payments would be made for visiting nurse services and related
home health services when furnished in accordance with a plan estab-
lished and periodically reviewed by a physician. The proposed pay-
ments would be made only for a patient who is under the care of a
physician and confined to his own home (except when he is taken
elsewhere to receive services which cannot readily be supplied at
home). Since the nature and extent of the care a patient would re-
ceive would be planned by a physician, medical supervision of the home
health services furnished by paramedical personnel—such as nurses
or physical therapists—would be assured.
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Up to 175 visits by home health personnel would be paid for during
a spell of illness and any subsequent period before a new spell of illness
begins. Such visits would have to occur during a l-year period
following the patient’s discharge from a hospital or extended care
facility. The House bill provided 100 visits, but the committee
believed that this alternative to costly institutional care should be
extended to some degree. To be eligible for home health benefits,
the beneficiary would have to have been an inpatient in a hospital
for at least 3 days or in an extended care facility and a home health
plan for his care would have to be developed by a physician and steps
would have to be taken to implement the plan within 14 days after
his discharge.

A “visit”’ would be defined in regulations. It is contemplated, for
example, that ordinarily one visit would be charged each time home
health personnel furnish a covered service to the patient. For
instance, a visit would be charged each time a therapist would go to
the patient’s home to furnish speech therapy. If a beneficiary had a
visit from a speech therapist and a visiting nurse in_the same day,
two visits would be charged. Similarly, if the patient were to be
taken to a hospital to receive outpatient therapy that could not be
furnished in his own home—hydrotherapy, for example—and also
receive speech therapy and other services at the hospital in the course
of the same visit, two or more visits might be charged.

Covered services.—The proposed posthospital home health payments
would meet the cost of part-time or intermittent nursing services, phy-
sical, occupational, and speech therapy, and other related home health
services furnished by visiting nurse agencies, hospital-based home
health programs and similar agencies. More or less full-time nursing
care would not be paid for under the home health benefits provision.
Payments could be made for services furnished by other parties
under arrangements with such agencies—the services of an independ-
ent physical therapist and interns and residents in training of an
affiliated hospital, for example.

To the extent permitted in regulations, the part-time or intermittent
services of a home health aide would also be covered. The duties of
the home health aide which would be covered are comparable to those
of a nurse’s aide in the hospital who would have had training and
experience that is not ordinarily possessed by lay people—for example,
training and experience in giving bed baths to ‘ﬁ’ and bedfast patients.
Often, the home health aide services are essential if the patient is to
be cared for outside a hospital or nursing facility. Food service
arrangements, such as those of meals-on-wheels programs, or the serv-
ices of housekeepers would not be paid for under the home health
provisions.

While the home health patient would have to be homebound to be
eligible for benefits, provision is made for the payment for services
furnished at a hospital or extended care facility or rehabilitation cen-
ter which requires the use of equipment that cannot ordinarily be
taken to the patient in his home. Insome cases special transportation
arrangements may have to be made to bring the homebound patient
to the institution providing these special services. The transporta-
tion itself would not be paid for. If he is furnished other services at
the hospital or facility at the same time, these too could be paid for,
even though they are of a kind that could be furnished in the patient’s
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home. But such services would be covered only if they are furnished
under arrangements which provide for billing through the home health
agency. For example, if 1t is necessary, because of the size of the
equipment involved, to take the patient to a hospital to give him
physical therapy and while at the hospital he receives speech therapy,
benefits could be paid for both services, but only if the home health
agency takes responsibility for arranging and billing for all the services.

Conditions for participation.—The conditions for participation of
home health agencies are designed primarily to assure that participat-
ing agencies are basically suppliers of health services. The proposal
would cover visiting nurse organizations as well as agencies specifically
established to provide a wide range of organized home health services.
It would also cover home health services provided by a community
hospital. In order to participate, the home health agency or organiza-
tion would, in addition to meeting certain other requirements, either
have to be publicly owned or be a nonprofit organization exempt from
Federal taxation, or it would have to be licensed and satisfy staffing
requirements and other standards and conditions prescribed by regula-
tion. It is the understanding of the committee that organizations
providing organized home care on a profit basis are presently non-
existent. However, the language of the bill permits covering such
agencies if they come into being, are licensed, and meet the high
standards which the present nonprofit agencies offering organized
care meet.

The committee added to the House bill a provision under which
a Christian Science nursing service operated, or listed and certified,
by the First Church of Christ, Scientist, in Boston, Mass., could
participate in the program as a home health agency. Their participa-
tion and the payment for items and services furnished by them would,
like payments for Christian Science sanatoriums and nursing homes,
be subject to such conditions, limitations, and requirements as may
be provided in regulations.

(4) Out-patient hospital diagnostic benefits

Finally, payment could be made for tests and related services—other
than those performed by physicians—that are ordinarily furnished by
a participating hospital to its outpatients for the purpose of diagnostic
study. Payments could also be made for such service furnished by
others under arrangements with the hospital that provide for the
billing to be through the hospital. Where the services are furnished
outside the hospital, they would have to be furnished in facilities
operated by or under the supervision of the hospital or its organized
medical staff. (Diagnostic tests performed in a physician’s office
would, like other physicians’ services, generally be covered under the
vk(l)lurl;t&lj)' supplementary plan unless part of a routine physical
checkup.

A deductible amount equal to one-half the deductible amount appli-
cable in the case of in-patient hospital services would be applied against
payments for out-patient hospital diagnostic services furnished by the
same hospital during a 20-day period. The deductible would be $20
initially (one-half of $40). It will rise in the same manner as the
hospital deductible if hospital costs rise in future years.

‘The committee was concerned that, under the House bill, there
would be differences in the extent to which the patient’s expenses
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for diagnostic services would be reimbursed depending on whether
the services were rendered in an out-patient section of a hospital
and covered under the hospital insurance plan or furnished in a
physician’s office and reimbursed under the supplementary plan.
The $20 deductible amount under the hospital insurance plan in some
cases creates a financial incentive for a beneficiary to obtain diagnostic
services in a physician’s office—in cases where, for example, such
services would not be subject to any deductible because the individual
has already satisfied the $50 deductible requirement under the sup-
plementary plan;in other cases, the incentive could be in the direction
of using hospital facilities.

The committee’s bill would minimize the differences in reimburse-
ment in these cases by providing for payment of 80 percent, rather
than 100 percent, of the cost (above the deductible) of out-patient
hospital diagnostic studies and by counting amounts paid toward
the out-patient deductible under the basic plan as an incurred expense
under the supplementary plan. The House bill would, also, have
allowed the crediting of the out-patient diagnostic deductible against
the in-patient hospital deductible under certain circumstances.
This provision has been eliminated in the committee bill.

(¢) Method of payment

The bill provides that the payment to hospitals and other providers
of services shall be equal to the reasonable cost of the services and
that the methods to be used and the items to be included in determin-
ing the cost shall be developed in regulations of the Secretary in
accordance with the provisions of the bill. The regulations may pro-
vide for payment of the costs of services on a per diem, per unit, per
capita, or other basis, may provide for the use of estimates in differ-
ent circumstances, may provide for the use of estimates of cost of
particular items or services, and may provide for the use of charges
or a percentage of charges where this method reasonably reflects the
cost.

The appropriate basis of payment for hospital services when pay-
ment is made by public or private agencies has been the subject of
extended and painstaking consideration for more than a decade. Gov-
verning principles have been developed which have attained a large
measure of agreement. It is the intent of the bill that in framing reg-
ulations full advantage should be taken of the experience of private
agencies in order that rates of payment to hospitals may be fair both
to the institutions, to the contributors to the hospital insurance trust
fund, and to other patients. In framing the regulations the Secretary
and his staff will consult with the organizations that have developed
these principles as well as with leading associations of providers of
services.

Similar principles can without undue difficulty be developed to
establish fair basis of payment to extended care facilities and home
health services agencies.

The cost of hospital services varies widely from one hospital to
another and the variations generally reflect differences in quality
and intensity of care. The same thing is true with respect to the cost
of the services of other providers. The provision in the bill for
payment of the reasonable cost of services is intended to meet the
actual costs, however widely they may vary from one institution to
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another, except where a particular institution’s costs are found to be
substantially out of line with those of institutions similar in size,
scope of services, utilization, and other relevant factors.

Although payment may be made on various bases the objective,
whatever method of computation is used, will be to approximate as
closely as practicable the actual cost (both direct and indirect) of
services rendered to the beneficiaries of the program so that under any
method of determining costs, the costs of services of individuals
covered by the program will not be borne by individuals not covered,
and the costs of services of individuals not covered will not be borne
by the program. The basis for the computation of the cost of bene-
ficiartes may vary by institution. The most usual hospital cost re-
imbursement procedures now in use by plans that pay for in-patient
services are based on the average per diem cost of the patients in the
institution to which payment is made, adjusted to reflect the provisions
of the plan. Some institutions, however, base their charges to the
public on careful cost ascertainment or accounting and change their
charges only when there is a change in the cost of the service involved.
In these and other appropriate cases reimbursement would be per-
mitted on the basis of the ratio of cost to charges for the services
actually received.

In other institutions some of the charges are set according to
prevailing rates in the area, or are based on other considerations and
not solely on the actual costs of the particular items and services
rendered. Except where a close correlation of cost and charges would
be shown, other methods would have to be applied to achieve equita-
ble reimbursement.

The concept of reasonable cost and the principles and methods for
translating this concept into practice in individual circumstances are
of concern to consumers, providers of service, insuring organizations,
and State and Federal governmental programs.

In the determination of reasonable costs of services consideration

should be given to all necessary and proper expenses incurred in render-
ing the services, including normal standby costs. Reasonable costs
should include appropriate treatment of depreciation on buildings and
equipment (taking into account such factors as the effect of Hill-
Burton construction grants and practices with respect to funding of
depreciation) as well as necessary and proper interest on capital
mdebtedness.
_ Many hospitals engage in substantial educational activities, includ-
ing the training of medical students, internship and residency pro-
grams, the training of nurses, and the training of various paramedical
personnel. Educational activities enhance the quality of care in an
institution, and it is intended, until the community undertakes to bear
such education costs in some other way, that a part of the net cost of
such activities (including stipends of trainees as well as compensation
of teachers and other costs) should be considered as an element in the
cost of patient care, to be borne to an appropriate extent by the
hospital insurance program.

Identifiable expenses for medical research, on the other hand, over
and above the costs closely related to normal patient care, would not
be met from the trust fund. Available research funds are generally
ample to support important basic medical research.

In some cases, the charges hospital patients pay include a share of
the cost of rendering services to free and part-pay patients as well as a



SOCIAL SECURITY AMENDMENTS OF 1065 37

share of uncollectible bills. The committee has given careful consid-
eration to the question of the effect that the proposed program would
have on charges to other paying patients. The 1nsurance system will
reduce the losses of hospital income from bad debts or for care of free
or part-pay aged patients which might otherwise be included in charges
to other paying patients by paying the full cost, except for the deduct-
ible and coinsurance, for substantially all patients over 65. Under the
public assistance programs now existing and even more as they would
exist under the provisions of this bill, the Federal Government will
make a very substantial contribution toward the medical care of the
needy of all ages. Under the bill more of the needy could be aided under
the Federal-State assistance programs. Further, the proposed amend-
ments would require, under the medical assistance and maternal and
child health and crippled children programs of the Social Security
Act, the payment of the reasonable costs of covered hospital services.
This will assist hospitals in reducing income deficits arising out of
providing hospital care to persons unable to pay for care.

These provisions, taken in combination with the hospital insurance
system under part A of title XVIII, will appreciably reduce the need
of hospitals to charge their paying and prepaying patients more than
the cost of their services in order to compensate for care rendered to
other patients without charge or at less than cost. The bill will thus
make a contribution toward rationalizing the distribution of hospital
costs and relieving voluntary insurance and prepayment systems, as
well as those patients who pay for services at the time when they are
rendered, of some part of the burden they now bear for indigent and
charity patients.

In paying reasonable costs it should be the policy of the insurance
program to so reimburse a hospital or other provider that an account-
ing may be made at the end of each cost period for costs actually
incurred.

(d) Financing

The hospital insurance program would be financed through a
separate payroll tax that would be paid by employees, employers,
and the self-employed, except as to railroad retirement eligibles whose
benefit financing 1s discussed elsewhere. The proceeds of this tax
would be earmarked to a newly established hospital insurance trust
fund, which means that these funds will be kept completely separate
from the taxes which support the present social security program.
The earnings base of the new tax would be the same base as that for
the social security tax so that the recordkeeping tasks of employers and
the Government would be left largely unaffected by the establishment
of a separate contribution for hospital insurance. To assure that the
hospital insurance contributions are clearly identified as such to
contributors, the bill requires that the withholding forms, W-2’s, show
what percentage of the worker’s total tax payment was withheld to
finance the cost of the proposed hospital insurance. Hospital insur-
ance benefits and administrative expenses would be paid only from the
hospital insurance trust fund.

The complete separation of hospital insurance financing and benefit
payments is intended to assure that the hospital insurance program
will in no way impinge upon the financial soundness of the old-age,
survivors, and disability insurance trust funds. A separate annual re-
port will be required on the operation of the hospital insurance pro-
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gram. Furthermore, identifying the contribution as a hospital insur-
ance contribution will tend to increase the contributor’s sense of
financial responsiblity for the benefits provided.

Under the proposed schedule of contribution rates, the fund would
be sufficient to cover all the costs of the hospital insurance benefits (and
administration) for persons entitled to social security or railroad re-
tirement benefits. The schedule of contribution rates is the same for
employers, employees, and self-employed persons and is as follows:

Perceny Percent
1966. o __. 0.32511976-79_ . o ____ 0. 65
1967-70__ ____ . ___.. .50 {1980-86. . _ __________ .. _______ 75
1971-72_ ... .55 | 1987 and after__ ____._________ 85

As will be explained in greater detail later in this report, the sched-
ule of contribution rates is based on conservative estimates of cost.
The cost estimates also use the assumption that, while earnings will
continue to rise in the future as they have in the past, the annual limi-
tation on taxable earnings will not be increased beyond the increase
provided for in the committee’s bill ($6,600).

The cost of providing hospital and related posthospital insurance
benefits to people who are not social security or railroad retirement
beneficiaries would be met from general revenues.

(e) Coverage of railroad workers

The committee has added provisions to the bill which, subject to
amending the Railroad Retirement Tax Act to establish a wage base
which would finance the hospital benefits in a reasonably adequate
manner, would make changes in the administration of hospital
insurance benefits as to beneficiaries under the railroad retirement
program. This amendment was suggested in a letter to the chairman
of the committee from the chairman of the Committee on Labor and
Public Welfare who said he had been advised by the chairman of the
Railroad Retirement Subcommittee that such an amendment of the
House bill “would correct an unwarranted departure from the agree-
ment of long standing between the Secretary of Health, Education,
and Welfare and the Railroad Retirement Board, and unwarranted
departure from the congressional policy of long standing to conver
upon the Railroad Retirement Board jurisdiction for the adminis-
tration by the Board of all types of benefit programs for railroad
employees, their dependents and survivors.”’

The House bill provides that the hospital insurance taxes imposed
under the Federaf) Insurance Contributions Act (which applies to
earnings covered under social security) would be imposed on railroad
workers and employers in the same amount and in the same manner
as hospital insurance taxes on workers and employers covered under
social security.

Under the committee amendment, the taxes of the hospital insur-
ance benefits program would be levied under the Railroad Reitrement
Tax Act, with increases in the schedule of railroad retirement tax
rates equal to the tax rates of the hospital insurance benefits program.
Through the operation of the financial interchange provisions, the
hospital insurance system would receive income from the railroad
retirement account equal to the amount of the hospital insurance
taxes on railroad employment which would be payable if such employ-
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ment were covered directly under the hospital insurance system (as
in the House bill) and would reimburse the account for the hospital
insurance benefits paid from the account. If railroad retirement
employment had been covered directly, the hospital insurance sys-
tem would have paid such benefits with respect to people receiving
railroad retirement benefits. The application of the financial inter-
change to hospital insurance benefits would be an extension of the
financial interchange provisions which now apply to old-age, survivors,
and disability insurance benefits.

The committee amendment also authorizes the Railroad Retirement
Board to enter into agreements with Canadian hospitals and with
hospitals devoted primarily to railroad employees, for the purpose of
providing hospital insurance benefits for railroad retirement bene-
ficiaries.

These amendments to the railroad retirement provisions of the bill
would become effective only after the enactment of amendments to
the Railroad Retirement Tax Act increasing the maximum amount
of monthly compensation taxable under that act to an amount equal
to or in excess of the one-twelfth of the maximum annual earnings
creditable under the hospital insurance program. (Under present
law the maximum amount of earnings taxable under the railroad re-
tirement program is $450 a month; under the bill, the maximum
annual earnings creditable under the social security and hospital in-
surance programs would be $6,600—$550 a month.) The amend-
ments would become effective January 1, 1966, if the above-mentioned
increase in the monthly compensation creditable under the railroad
retirement program is in effect at the tine and had been enacted by
October 1965, or would become effective on January 1 of any subse-
quent year if the increase was in effect on October 1 of the imine-
diately preceding year. If these financing conditions are not met,
the financing and administration provided in the House bill will be
in effect.

Under the financial interchange provisions discussed above the
amounts of taxes which the railroad retirement account will have to
transfer to the hospital insurance trust funds will be based upon the
$6,600 social security tax base provided in the committee’s bill.
Making the amendments to the railroad retirement provisions of the
bill contingent upon the railroad retirement tax base being made
comparable to the hospital insurance tax base assures, on the whole,
that the funds which are to be transferred to the hospital insurance
trust funds under the financial interchange provisions will be obtained
under the proposed increase in the railroad retirement contribution
schedule.

2. VOLUNTARY SUPPLEMENTARY PLAN

(a) Ehgibiity and enrollment under the voluntary supplementary plan

The proposed supplementary insurance would be available to all
people age 65 and over (whether or not they are social security or
railroad retirement beneficiaries) who are residents of the United
States and either are citizens or aliens admitted for permanent resi-
dence who have had 10 years of continuous residence. Enrollment
in the supplementary plan would be on a voluntary basis.

Under the committee-approved bill, the term supplementary medi-
cal insurance, rather than supplementary health insurance, is used
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in order to more precisely characterize the benefits under the supple-
mentary plan as being primarily coverage of the costs of physicians’
services. The committee-approved bill would also advance the
effective date in the House-passed bill for the supplementary plan
by 6 months—from July 1, 1966, to January 1, 1967—in order to
allow additional time for preparing to administer this program.

In general for a person attaining age 65 in the future, an eligible
person could enroll during the period beginning with the third month

receding the month in which he attains age 65 and ending 7 months
ater. Under the House bill, the supplementary insurance would be
effective with the first day of the third month following the month in
which he enrolls (but not earlier than the effective date.for benefit
payments under the program). The committee bill modifies this
provision so that the insurance coverage would begin more promptly
provided the beneficiary subscribes without undue delay beyond the
point at which he was first eligible. The insurance would take effect
with the month the individual attains age 65 if he enrolls before that
month. If he enrolls in the month in which he attains age 65, the
insurance would take effect with the following month; if he enrolls
the month following the month in which he attains age 65, it would
take effect with the second month following the month of enrollment;
if he enrolls more than 1 month following the month in which he
attains age 65, the insurance would take effect with the third month
following the month in which he enrolls.

A special enrollment period would be available at the beginning of
the program for people who have already reached 65 by June 30, 1966.
Under the committee bill this enrollment period would begin on
April 1, 1966 and end on September 30, 1966. Coverage under the
supplementary insurance for people who enroll during this period
would begin with January 1, 1967. Individuals who are eligible to
enroll during this initial general enrollment period but fail to do so
could enroll at any time before April 1, 1967, if the Secretary deter-
mines that there was good cause for the individual’s failure to enroll.
However, if an individual enrolls under the latter provision, his
coverage could not begin until the sixth month after he enrolls.
Monthly premiums would be collected in advance for each month
during which an individual was covered under the program.

There would be a general enrollment period between October 1 and
December 31 of 1968 and during the comparable period i1 every even-
numbered year thereafter. A person who enrolls in a general enroll-
ment period would get protection effective with the July 1 following
the general enrollment period.

No one could enroll for the first time more than 3 years after the
close of the first enrollment period open to him and 10 one could
reenroll unless he does so in a general enrollment period which begins
within 3 years of the date his previous enrollment was terminated.
A person could reenroll only once.

The limitations on enrollment and reenrollment such as those recom-
mended are made in order to reduce the possibility of people enrolling
in the program when their health deteriorates, thus increasing costs by
covering people during periods of ill health who chose not to be
covered during periods of good health.

The Secretary also is authorized to enter into an agreement with any
State which, before January 1, 1968, elects to have certain of its money
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payment public recipients covered by the supplementary plan. States
would be permitted to decide whether to request enrollment of the
money payment recipients of old age assistance or such recipients
who are 65 years of age and older who are receiving money payments
under the combined program, title XVI, or to decide to request
coverage for all the aged among the money payment recipients under
title I, IV, X, XIV, and XVI. Excluded from coverage under
this arrangement are those persons who are entitled to receive a
benefit under the old-age, survivors, and disability insurance sys-
tem, or the Railroad Retirement Act. The State would pay, in
behalf of each individual who is to be enrolled, the premium charge
that is determined by the provisions of the bill. Those recipients
of public assistance money payments who become 65 years of age
on or after January 1, 1968, and who are eligible to enroll individually
may have their monthly premium charges paid by the public as-
sistance agency with Federal financial participation. However,
the committee believes that it is not practicable at this time to
authorize States to cover recipients of medical assistance for the
aged through vendor payments under an agreement or to make
premium payments in their behalf.

The bill provides that under certain circumstances, the State public
welfare agency may act as the carrier in the State for the administra-
tion of those provisions with respect to individuals who are receiving
money payments under public assistance programs, whether such indi-
viduals are covered by the agreement or not.

The agreement may also include provisions for transfer of public
assistance funds to another carrier, if the State is not serving as a car-
rier, so that the insurance benefits and deductibles, coinsurance, and
other items met by the State under its public assistance plans can be
merged for purposes of paying providers of medical care.

(b) Benefits under the voluntary supplementary plan

The voluntary supplementary plan would provide protection that
builds upon the protection provided by the hospital insurance plan. It
would cover physicians’ services, additional home health visits, and a
variety of other health services, not covered under the hospital insur-
ance plan. The beneficiary would pay the first $50 of expenses he
incurs each year for services of the type covered under the plan.
Above this deductible amount, the plan would pay 80 percent of the
reasonable costs in the case of services provided by an institution or
home health agency and 80 percent of reasonable charges for other
%oyered,services, with normally 20 percent being paid Ey the bene-

ciary.

Benefits under the supplementary plan would be provided for:

(1) Medical and other health services. These would include:

(a) Physicians’ services, including surgery, consultation,
and home, office, and institutional calls;

(b) Chiropractors’ services and podiatrists’ services;

(¢) Services and supplies of the kind which are incidental
to physicians’ services furnished in their offices or hospital
out-patient departments;

(d) Diagnostic X-ray and laboratory tests and other
diagnostic- tests;

(¢) Xray, radium, and radioactive isotope therapy;

49-643 0—65—pt. 1———4
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(f) Surgical dressings, splints, casts, and other devices for
reduction of fractures and dislocations;

(¢) Rental of durable medical equipment, such as iron
lungs, oxygen tents, hospital beds, and wheelchairs;

(h) Prosthetic devices (other than dental) which replace
all or part of an internal body organ;

(t) Ambulance services with limitations;

(7) Braces and artificial legs, arms, and eyes.

@) H70me health services for up to 100 visits during a calendar
year (without a requirement of prior hospitalization).

The committee bill includes physicians’ services within the defini-
tion of medical and other health services, rather than listing them
separately as the House bill does and adds coverage of the services
of chiropractors and podiatrists. Under the committee bill, phy-
sicians’ services would include certain services performed by a doctor
of dentistry or of dental or oral surgery, which would not be included
under the House bill. Only surgery related to the jaw or a contiguous
structure, and the reduction of fractures of the jaw or facial bones
would be covered under this change made by the committee so that
the cost of surgical services which may alternately be performed by
a qualified physician or dentist would be covered whether a member
of either profession performed the service. The committee bill also
makes it _clear that itenis, supplies, services of aids, etc., that are
incidental to physicians’ personal services would be covered in the
hospital, clinic, home, or office and regardless of whether the bills
are rendered by the hospital, the physician, or both. For example,
the change would make it clear that a laboratory test would be
covered whether performed in the physician’s office or whether
the physician sends the specimen to an independent laboratory and
regardless of whether the physician or the laboratory bills the patient.
If the west is performed in an independent laboratory, standards con-
tained in the committee bill, which are described below, relating to
laboratory services of independent laboratories would apply.

As mentioned previous{)y, under the committee biﬁ), in-patient
psychiatric hospital services would be transferred to the basic plan
rather than being under the supplementary plan as in the House bill.

The $50 deductible would be applied on a calendar year basis, except
that expenses the individual incurred in the last 3 months of the pre-
ceding calendar year would be counted as satisfying the deductible
if they had been counted toward the deductible in that year. This
special carryover provision would avoid requiring persons with sub-
stantial costs at the end of 1 year to meet the deductible perhaps early
in the next year as though they had had no prior bills. As mentioned
previously, under the committee-approved bill the out-patient hospital
diagnostic deductible under the basic plan would be regarded as an
incurred expense for purposes of the supplementary plan—i.e., it
would count toward satisfying the $50 deductible and, where the $50
deductible has been met, 1t would count as an expense for which the
supplementary plan would make payment. In this way out-patient
hospital services and other out-patient services would be covered on a
comparable basis.

There would be a special limitation on benefits for expenses in con-
nection with treatment of mental, psychoneurotic, and personality dis-
orders of a person who is not a hospital in-patient. During any year,
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a maximum of $312.50 or 62% percent of the expenses involved, which-
ever is smaller, would be considered incurred expenses—that is, ex-
penses used in calculating benefit payments. The effect of this pro-
vision is to limit payment under the plan to a maximum of $250 (80
percent of $312.50) or half of the incurred expense (80 percent of 62%
percent of the expense), whichever is less. ,

Ambulance services would be covered only where other methods of
transportation are not feasible due to the individual’s condition, and
only to the extent provided in regulations. 1t is the intention of the
committee that transportation by ambulance be covered only if (a)
normal transportation would endanger the health of the patient and
(b) the individual is transported to the nearest hospital with appro-
priate facilities or to one in the same locality, and under similar re-
strictions, from one hospital to another, to the patient’s home or to
an extended care facility.

Covered home health services and the conditions of participation
for home health agencies would be the same as under the hospital in-
surance plan. There would, however, be no requirement, as there is
in the hospital insurance plan, that benefits be paid only when the
patient was previously hospitalized.

Under the committee bill, diagnostic tests performed in a laboratory
which is independent of a physician’s office or a hospital would be
covered under the supplementary plan onuy if the laboratory is licensed
under applicable State or local law or meets standards for such
licensing and if it meets such other health and safety requirements as
the Secretary finds necessary. The laboratory a physician maintains
for performing diagnostic tests in connection with his own practice
would be exempt from these standards but if the phyisician runs a
laboratory which performs diagnostic work referred by other physi-
cians the laboratory would be subject to these standards. The
committee believes these requirements, which are not included in the
House bill, are necessary to assure that only laboratory services of
acceptable quality are paid for under the program.

(¢) Method of payment under the voluntary supplementary plan

Under both the House bill and the committee bill, after the in-
dividual has incurred the $50 deductible amount, the plan would pay
80 percent of the reasonable costs of or the reasonable charges for the
covered services. In the case of services furnished by, or under
arrangements made by, hospitals, extended care facilities, and home
health agencies, payment would be 80 percent of reasonable costs
and would be made to the provider of services by the carrier ad-
ministering the benefits under the supplementary plan.

In all other cases, except in the case of certain group practice plans,
payment would be 80 percent of reasonable charges and would be
made by the carrier to the beneficiary unless the beneficiary assigned
the benefits to the person or organization which furnished the covered
services. The committee bill would provide group-practice prepay-
ment plans with the alternative of having the program pay 80 percent,
of the reasonable cost of the covered services they furnish (including
physicians’ services) rather than 80 percent of the reasonable charges.
The committee believes this change is desirable to accommodate
group-practice prepayment plans. Under such plans there is usually
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no charge for a specific service, the physician being paid by the plan
on a salary or other basis unrelated to reimbursement for a specific
service. Among the bases permitted for reasonable cost determina-
tion is the calculation of costs on a per capita basis—the one which
the group-practice prepayment plans generally use for their members.

Reasonable cost, as defined for purposes of reimbursement under
the supplementary plan, would be the same as under the hospital in-
surance plan. The carriers administering the benefits under the sup-
plementary plan would, under the terms of their contracts with the
Secretary, have to take such action as may be necessary to assure that
where payment is on a cost basis, the cost is reasonable cost. In gen-
eral, under the supplementary plan a provider of services (a covered
hospital, extended care facility, or home health agency) could charge
a beneficiary the $50 deductible and 20 percent of the reasonable
charges (in excess of the $50 deductible) for the covered services.

Where payment by the program is on the basis of charges (for phy-
sicians’ services and medical and other health services not furnished
by providers of services), the carriers would take action to assure
that the charge on which the reimbursement is based is reasonable and
is not higher than the charge used for reimbursement on behalf of
the carriers’ own policyholders or subscribers for comparable services
and under comparable circumstances. In addition, where payment is
on the basis of an assignment, the reasonable charge would have to be
accepted as the full payment. The Committee has inserted into the
bill the House reportll)anguage that, in determining reasonable charges,
the carriers would consider the customary charges for similar services
generally made by the physician or other person or organization
furnishing the covered services, and also the prevailing charges in the
locality for similar services.

The committee believes that the use by carriers of certain existing
mechanisms and procedures will help in the determination of whether
a charge is reasonable. For example, procedures established by State
or local medical societies for resolving fee disputes are regularly utilized
by carriers. Such arrangements could be used not only to settle
questions between carriers and physicians but also between patients
and physicians when the patient believes that an incorrect charge
has been made. Also, the use of relative value scales, where they
have been agreed upon, is helpful in establishing a reasonable rela-
tionship between payments for various medical procedures. And,
where service benefit plans, for payment for physicians’ services,
serve as carriers under the program, the use of the same agreed-upon
fee schedules that are employed in their own programs may be helpful
in avoiding the possibility of disputes regarding fees.

(d) Financing

Both the House bill and the committee bill establishes a premium of
$3 a month initially for individuals who enroll under the supplemen-
tary plan. Since the minimum increase in cash social security benefits
provided under the bill for retired workers 65 and over would be $4 a
month ($6 a month for man and wife who are both 65 and are receiving
benefits based on the same earnings record), the minimum benefit
increase would fully cover the amount of monthly premiums for the
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supplementary plan. Under the House bill, persons enrolling who
are entitled to monthly social security or railroad retirement benefits
would have the premiums deducted from their monthly benefits. The
committee-approved bill adds a similar provision for withholding
the premiums of an enrolled individual from the annuity he receives
under the civil service retirement system or another retirement
system administered by the Civil Service Commission. If the wife
of such an individual 1s also enrolled, and he agrees, her premium
may also be withheld from his monthly annuity. (Of course, in
any case enrollment in the plan is voluntary.) Deducting the pre-
mium from monthly benefits would help keep collection costs to a
minimum. The method of collecting premiums for those who are
not entitled to monthly benefits would be prescribed by the Secretary.
People who are entitled to monthly benefits but who, because they
have not retired, may not actually receive them or those who may
receive only a part of them could estimate the amount by which
premiums will exceed the amount of their benefits and could pay in
advance the required additional amount to the Secretary. If advance
payment is not made in these cases, the Secretary would specify the
payment procedure. It is expected that the annual calculation of
adjustment in benefits needed where a beneficiary has worked in the
prior year would take into account the premiums owed and paid in
connection with the supplementary plan.

Provision is made for the Secretary to adjust the premium amounts
supporting the program if medical or other costs rise, but there would
be no increase in premiums before 1968, and increases would be made
not more often than every 2 years after 1968. To take into account
the higher cost of insuring an older individual, premiums payable by
a person who enrolled later than the first period when enrollment was
open to him or who reenrolled after his enrollment was terminated
would be increased by 10 percent for each full year he could have
been but was not enrolled. ‘

There would be a contribution from Federal general revenues equal
to the aggregate premiums payable by enrollees. In addition, under
the House-passed bill, funds could be appropriated in fiscal year 1966
and remain available through the next fiscal year as repayable ad-
vances (without interest) to the trust fund in order to provide an
operating fund at the beginning of the program and to provide a
contingency reserve. The committee-approved bill modifies this
provision, to take account of the later effective date of the supple-
mentary plan and to provide greater flexibility as to the time of the
appropriation. The appropriation would be available through the
calendar year 1968. The amount that would be appropriated for
this purpose would be $18 per person eligible to enroll at the beginning
of the supplementary program, January 1, 1967.

A new separate trust fund would be established—the Federal sup-
plementary medical insurance trust fund. All premiums and Gov-
ernment contributions for the supplementary program would be
paid into the fund and all benefits and administrative expenses would
be paid from the fund.
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8. GENERAL PROVISIONS RELATING TO THE BASIC AND VOLUNTARY
SUPPLEMENTARY PLANS

(a) Conditions and limitations on payment for services
(1) Physicians’ role

The committee’s bill provides that the physician is.to be the key
figure in determining utilization of health services—and provides that
it is a physician who is to decide upon admission to a hospital, order
tests, drugs and treatments, and determine the length of stay. For
this reason the bill would require that payment could be made only
if a physician certifies to the medical necessity of the services fur-
nished. If services are furnished over a period of time to be specified
in regulations, recertification by the physician would be necessary.
Delayed physician certifications and recertifications, accompanied by
medical and other evidence, to the extent provided by regulations,
could be accepted in lieu of timely certifications and recertifications
when, for example, the patient was unaware of his eligibility for the
benefits when he was treated.

In the case of in-patient hospital services for which payment would
be made, the bill would require that a physician certify that the serv-
ices were required for an individual’s medical treatment, or that in-
patient diagnostic study was medically required and that the services
were necessary for such purpose. The first physician recertification
in each case of in-patient hospital services furnished over a period of
time would be required no later than the 20th day of the period. In
the case of out-patient hospital diagnostic services, a physician would
have to certify that the services were required for diagnostic study.

In the case of posthospital extended care a physician would have to
certify that the care was required because the individual needed ski led
nursing care on a continuing basis for a condition with respect to
which he was receiving in-patient hospital services prior to transfer
to the extended care facility or for a condition which arose after such
transfer and while the individual was still in the facility for treatment
of the condition or conditions for which he was receiving such in-
patient hospital services.

In the case of home health services, a physician would have to cer-
tify that the services were required because the individual was confined
to his home. He would also have to certify that the individual needed
{except for receipt of special treatment at a medical institution)
skilled nursing care on an intermittent basis or physical or speech
therapy. In the case of home health services, the intermittent nursing
care or the physical or speech therapy would have to be for treatment
of a condition for which the individual had received in-patient hospital
services or posthospital extended care.

The committee recognizes that there often is a significant difference
between treatment provided in mental and tuberculosis hospitals and
the treatment provided in other hospitals. Often the care in such
institutions is purely custodial, and it is the intent of the bill to cover
only active care intended to cure patients in such hospitals and not to
cover cutodial care. Therefore, the bill would require that a physician
make specific certifications before payment could be made for in-
patient hospital services furnished in either a psychiatric hospital or a
tuberculosis hospital. In the case of in-patient: hospital services
furnished in a psychiatric hospital for the psychiatric treatment of an
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individual, a physician would have to certify that the psychiatric
services could reasonably be expected to improve the condition for
which the treatment was necessary or that in-patient diagnostic study
was medically required and in-patient psychiatric hospital services
were necessary for such purposes. In the case of in-patient tubercu-
losis hospital services a physician would have to certify that the services
were required to be given on an in-patient basis for the treatment of an
individual for tuberculosis and that the treatment could reasonably be
expected to either improve the condition for which the treatment was
necessary or render the condition noncommunicable.
(2) Utilization review

The committee is particularly concerned that the utilization and
review function is carried out in a manner which protects the patients
while at the same time making certain that they remain in the hospital
only so long as is necessary, and that every effort be made to move
them from the hospital to other facilities which can provide less
expensive, but equal, care to meet their current medical needs.
pay its benefits in full. The committee expects that the patient’s

The provisions of the committee’s bill with respect to mechanisms
for the review of utilization of services follow the kind of recommen-
dations for utilization review that have been made by private study
groups, State and National medical societies, and State agencies.

Hospitals and extended care facilities participating in the program
would be required to have in effect a utilization review plan providing
for a review of admissions to the institution, length of stays, and the
medical necessity for services provided with the objective of pro-
moting the efficient use of services and facilities. The review would
ordinarily be carried out-by a staff committee of the institution,
which would have to include two or more physicians but which could
also include other professional personnel such as registered nurses
and medical social workers. Alternatively, the review could be con-
ducted by a similar group outside the institution—preferably one
established by the local medical society and some or all of the hos-
pitals and extended care facilities in the locality. In some circum-
stances the review committee would have to be one outside the insti-
tution—for example, where the small size of the institution or, in
the case of an extended care facility, the lack of an organized medical
staff makes it impracticable for the institution to have a properly
functioning staff committee. As mentioned previously, if and when
the Joint Commission on the Accreditation of Hospitals adopts a
utilization review requirement for accreditation, the Secretary could
accept accreditation by the Joint Commission as sufficient evidence
that a hospital meets the requirements of the law.

Under a utilization review plan, timely review would have to be
made of each case in which a beneficiary stays in the institution for an
extended period. Regulations would provide the institution some lee-
way in determining when the review would have to be carried out, and
the point at which a review would be most appropriate might vary
with the diagnosis and treatment involved. Where timely reviews are
not being made, the Secretary could, in lieu of terminating the agree-
ment under which the institution participates in the program, make a
decision that with respect to that institution the program would make
payment only for the first 20 days of a beneficiary’s stay in the case of
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a hospital, or only for days up to a specified number (to be specified
in regulations) in the case of an extended care facilitg. ]

The attending physician would have to be offered an opportunity
for consultation before there could be a finding that a beneficiary’s
further stay in the institution is not medically necessary, by the phy-
sician members of the review group; and the individual, the mnstitution
and the attending physician would have to be promptly notified of any
such finding. Where such a finding has been made, the program
could not make payment for services furnished the patient after the
third day following the day on which the institution received notice
of the finding. )

Under the committee’s bill, various organizations participating
in the administration of the program could have a role in facilitating
utilization review. State agencies could provide consultative serv-
ices to assist in the establishment of utilization review procedures and
in evaluating their effectiveness. Under the hospital insurance plan,
public or private organizations nominated by providers must assist
in the application of safeguards against unnecessary utilization.
Carriers administering benefits under the voluntary supplementary
plan would determine compliance with the utilization review require-
ment; assist in the establishment of review groups outside hospitals;
assist hospitals, extended care facilities and others who furnish cov-
ered services to develop procedures relating to utilization practices;
and make studies of such procedures and methods for their improve-
ment.

(b) Exclusions from coverage

The committee’s bill would exclude certain health items and serv-
ices from coverage under both the hospital insurance and the voluntary
supplementary medical insurance programs in addition to any excluded
through the operation of other provisions of the bill. For example,
the bill would bar payment for health items or services that are not
reasonable and necessary for the treatment of illness or injury or to
improve the functioning of a malformed body member. Thus, pay-
ment could be made for the rental of a special hospital bed to be used
bg' a patient in his home only if it was a reasonable and necessary part
of a sick person’s treatment. Similarly, such potential personal com-
fort items and services as massages and heat lamp treatments would
only be covered where they contribute meaningfully to the treatment
of an illness or injury or the functioning of a malformed body mem-
ber. Expenses for custodial care would also be excluded.

The proposed insurance programs would not pay for any item or
service furnished an individual if neither the individual nor any
other person (such as a prepayment plan) has a legal obligation to pay
for or provide the services. (Under the provision, the third-party lia-
bility statute 42 U.S.C. 2651-2653 would not apply.) Free chest
X-rays provided by health organizations, for example, would not be
covered. Where health expenses are charged the patient by a member
of the patient’s household or by an immediate relative, no payment
would be made. However, a person of little means would not be
barred from payment under the insurance programs because he met the
test of medical indigency and was otherwise eligible to receive medical
assistance under a public assistance program. Furthermore, if a
person received his care on some prearranged basis toward which he
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prepaid, the program provided for under the title would nevertheless
pay its benefits in fuﬁ. The committee expects that the patient’s
prepayment arrangement would be adjusted appropriately in consid-
eration of the fact that the program met part of the patient’s health
costs. Under the House-passed bill, except in such cases as the
Secretary may specify, no payment would be made for items and
services which are paid for directly or indirectly by a governmental
entity. The committee-approved bill modifies this provision to make
it clear that no person would be denied benefits because he was also
covered under a State or local government employee health benefits
plan.

Payments would only be made for items and services provided in
the United States, the Commonwealth of Puerto Rico, the Virgin
Islands, Guam, and American Samoa. Payment would not be made
for items and services required as a result of war or an act of war
which occurs after the effective date of the individual’s coverage under
the proposed program.

Payments would not be made for routine physical examinations or
for eyeglasses, hearing aids, or the fitting expenses or other costs in-
curred in connection with their purchase. The committee bill pro-
vides a specific exclusion of routine dental care to make clear that the
services of dental surgeons covered under the bill are restricted to
complex surgical procedures. Thus, payment would be made under
the supplementary plan for the physician’s services connected with
the diagnosis of a specific complaint and the treatment of the ailment,
but a routine annual or semiannual checkup would not be covered.
Similarly, the diagnosis and treatment by an ophthalmologist of, say,
cataracts would be covered but the expenses of an eye examination to
determine the need for eyeglasses and charges for prescribing and
fitting eyeglasses or contact lenses would not be covered. Similarly,
too, routine dental treatment——filling, removal, or replacement of
teeth or treatment of structures directly supporting teeth—would not
be covered. Neither would payment be made for orthopedic shoes
or other supportive devices for the feet.

Expenses for cosmetic surgery would not be covered except where
incurred in connection with the prompt repair of an accidental injury
or to improve the functioning of a malformed body member. For
exaimnple, cosmetic surgery could be paid for when furnished in con-
nection with the treatment of a severely burned person.

Payment would not be made for health items and services to the
extent that payments have been made, or can reasonably be expected
to be made, for them under a workmen’s compensation law. The
Secretary would prescribe regulations to govern the making of pay-
nients where a beneficiary’s status under workmen’s compensation has
not been ascertained. Iyayment would be made under the insurance
plans on the condition that repayment would be made if information
1s received that a workmen’s compensation payment for the health
care has been made.

(¢) Admanzstration of health insurance provisions

Overall responsibility for administration of the hospital insurance
and voluntary supplementary medical insurance programs would rest
with the Secretary of Health, Education, and Welfare, but State
agencies and private organizations opcrating under agreements with
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the Secretary and private carriers or public organizations operating
under contracts with the Secretary would have a major administrative
role. In addition to using such organizations under the conditions
described below, the Secretary would be authorized to purchase or
contract separately for services such as auditing or cost analysis.

(1) Advisory and review groups

The committee’s bill provides for the establishment of a Health
Insurance Benefits Advisory Council to advise the Secretary on gen-
eral administrative policy matters and on the formulation of regula-
tions in connection with the hospital insurance program and supple-
mentary medical insurance program, including regulations relating
to conditions of participation for providers. The Advisory Council,
appointed by the Secretary, would consist of a chairman and 15 mem-
bers including persons outstanding in hospital, medical, and other
health activities and at least one representative of the public. The
members could not include regular Federal Government employees.

The bill also provides for the establishment of a National Medical
Review Committee to study the utilization of hospital and other medi-
cal care and services with a view to recommending changes in the way
covered care and services are used and in the administration of the
basic and supplemental plans.

The committee'is required to make an annual report of its recom-
mendations to the Secretary, and he is required to transmit the report
to the Congress.

The committee is to be composed of nine persons, one of whom the
Secretary would designate as chairman. The members are to be
selected from people who are representative of organizations and
associations of professional people in the field of medicine and other
people who are outstanding in the field of medicine or related fields
and a majority of the committee are to be physicians and at least one
member will represent the general public. Regular Federal Govern-
ment employees could not be members of the committee.

(2) Conditions of participation

In formulating specific conditions of participation necessary for
health and safety, the Secretary would consult with appropriate gov-
ernmental agencies and private organizations. The bill specifically
requires consultation with appropriate State and local agencies and
national listing or accrediting bodies. The committee would expect
that the Secretary would consult with the Joint Commission on the
Accreditation of Hospitals as well as with associations of providers
of services. Such consultations should be helpful in the development
of policies, operational procedures and administrative arrangements
of mutual satisfaction to all parties interested in the basic and supple-
mentary plans. Such consuﬁation would provide additional assurance
that varying conditions of local and national significance are taken
Into account.

(83) Agreements to participate
An eligible hospital, extended care facility, or home heslth agency
could participate in the programs if it filed with the Secretary an
agreement not to charge any beneficiary for covered services for which
payment would be made under the program and to make adequate pro-
vision for refund or erroneous charges. Of course, a provider could
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bill a beneficiary for deductible and coinsurance amounts, for the first 3
pints of blood furnished him during a spell of illness, and for the por-
tion of the charge for a private room or services supplied at the pa-
tient’s request and not paid for under the program.

An agreement could be terminated by either the provider of services
of the Secretary of Health, Education, and Welfare. Beneficiaries
would be protected from an abrupt termination of an agreement by a
provider by the requirement that notice must be given by the provider
to the Secretary and to the public. The length of time between the
notice and the point at which the termination becomes effective may be
specified in regulations (but the length of time cannot be longer than
6 months).

The Secretary could terminate an agreement only after reasonable
notice and only if the provider (a) does not comply with the provi-
sions of the agreement or of the law and regulations, (b) is no longer
eligible to participate, or (¢) fails to provide data needed to determine
what benefit amounts are payable or refuses access to financial records
for verification of bills. The Secretary would be required to give
reasonable notice and opportunity for hearing to a provider of services
before making a final determination that the provider does not qualify
to participate under the program or before terminating an agreement
with the provider. The final administrative decision is subject to
judicial review.

(4) Role of the States

The committee’s bill provides for State agencies, operating under
an agreement with the Secretary, to determine whether a provider of
services—a hospital, extended care facility, or home health agency—
meets the conditions for participation in the program, and having
determined that the provider meets the conditions, to certify the fact
to the Secretary. State agencies would also determine whether inde-
pendent laboratories meet the conditions which are required for
coverage of laboratory services under part B. The Secretary would
be required to use the services of State health departments or other
appropriate State or local agencies in this way wherever the State
agency is able and willing to perform this administrative function.
In addition, the Secretary would be authorized to use such agencies
for the following additional functions:

(@) Rendering consultative services to providers to assist them
to establish and maintain necessary fiscal records and otherwise
to meet the conditions for participation and to provide informa-
tion necessary to derive operating costs so as to determine
amounts to be paid for the providers’ services;

(b) Rendering consultative services to providers and medical
societies to assist in the establishment and testing of utilization
review procedures.

To illustrate a consultative function a State agency could perform
to assist providers to qualify, it could assist an extended care facility
to establish a transfer agreement with a participating hospital.

The Secretary could select also either public or private organiza-
tions participating in administration of the programs to perform the
consultative functions mentioned in (@) and (4), above. This would
enable him to select the organization which he finds can most capably
carry out these functions in the specific situation.
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State agencies would be reimbursed for the costs of activities the
perform in the program. As in the cooperative arrangements wit!
State agencies in the social security disability program, reimbursement .
to State agencies for hospital insurance benefits activities would meet
the agency’s related costs of administrative overhead as well as of
staff. In recognition of the need for coordination of the various
programs in the States that have to do with payment for health care,

uality of care, and the distribution of health services and facilities,
ghe Federal hospital insurance trust fund would pay a fair share
of the State agency’s costs attributable to planning and coordination
of the functions to be performed under the terms of the agreements,
with those other activities for which the agency is responsible which
relate to public and private programs for the provision of health
services similar to those for which payment may be made under the
proposed program.

(8) Role of public and private organizations

The committee’s bill provides a considerable role for the participa-
tion of private organizations in the administration of both the hospital
insurance plan the the supplementary plan.

Under the hospital insurance plan, groups of providers, or associa-
tions of providers on behalf of their members, could nominate a
national, State, or other public or private agency or organization which
they wished to have serve as a fiscal intermediary between themselves
and the Federal Government. While it is expected that most providers
would want to nominate a private organization, the bill would also
permit nomination of a pub{i)c agency (a State public health agency,
for example) by providers which wished to have such an agency serve
as fiscal intermediary.

A member of an association whose nominated organization or agency
had been selected as a fiscal intermediary could elect to receive pay-
ment from another intermediary which %ad been selected (provided
that the other organization or agency agrees) or could elect to deal
directly with the Secretary.

The organization or agency serving as a fiscal intermediary under
part A would, under agreement with the Secretary, determine the
amount of payments due upon presentation of provider bills and
make the payments. The gecretary would be permitted to enter
into agreement with a nominated organization only if he finds that
this would be consistent with effective and efficient administration
and that the organization is able and willing to assist in the applica-
tion of safeguards against unnecessary utilization of covered services,
and only if the organization agrees to furnish him with such of the
information it gathers in carrying out the agreement as he finds
necessary. The agreement may include provision for the agency or
organization to perform one or more of certain administrative duties
other than the payment function. These would include providing
consultative services to assist providers to establish and maintain
necessary fiscal records and otherwise to qualify as providers of serv-
ices, serving as a center for communicating with providers, making
audits of provider records, and performing related functions. The
Government would provide advances of funds to the agencies or or-
ganizations for purposes of benefit payments and as a working fund
for administrative expenses, subject to account and settlement on a
cost-lncurred basis.
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The committee believes that medical benefits under the supplemen-
tary program in part B should be administered by the private sector.
Private insurers, group health plans, and voluntary medical insurance
plans have great experience in reimbursing physicians. Administra-
tion of other benefits under part B would be handled as is found
most efficient and convenient to beneficiaries and persons providing
health services.

The House-passed bill requires the Secretary, to the extent possible,
to enter into contracts with carriers under which the carriers would
perform specified administrative functions or, to the extent provided
n the contracts, secure the performance of these functions by other
organizations. These functions include: Determining the amount of
payments due providers and other persons, and making the payments;
auditing records of providers; determining whether providers meet the
utilization review requirements under the program; assisting providers
and other persons to develop procedures relating to utilization prac-
tices, and studying the effectiveness of such procedures; assisting in
the application of safeguards against unnecessary utilization of covered
services and in the establishment of review groups outside hospitals;
serving as a channel of communication of information relating to the
program’s administration; and otherwise assisting in the administra-
tion of the supplementary plan.

Under the House bill, organizations nominated by providers of
services (hospitals, extended care facilities, and home health agencies)
could be used by the Secretary to reimburse these institutions and
agencies on a reasonable cost basis for services covered under part A,
and carriers would be used to make payments for services covered
under part B, including payments to providers of services on a cost
basis and for doctors bills on a reasonable charge basis. In addition,
the House bill specifies that, except as otherwise provided, the Secre-
tary may perform any of his functions directly or by contract.

he committee bill would permit a distribution of part B functions
among carriers, organizations with which part A agreements are in
effect, and contractors performing services in behalf of the Secretary
in & way that is most efficient and convenient for hospitals and bene-
ficiaries. These changes would eliminate the need for organizations
selected to pay doctors’ bills on a charge basis to acquire experience in
paying hospitals on & cost basis. But as under House language, it
would still be required that, to the extent possible, doctors would be
paid through carriers. Under the committee changes, nominated
organizations having experience with cost reimbursement could de-
termine the amounts of payments and make such payments whether
under part A or part B. In the absence of a suitable nominated
organization, the Secretary could contract out all or part of this serv-
ice or handle the function directly. Also, the committee bill would
permit the Secretary to use carriers under part B to make payments
only for services that are paid for on a charge basis unless the carrier
is also an organization which is capable of handling payments for
services on a cost basis.

The Secretary would be permitted to enter into contracts with car-
riers without regard to provisions of law relating to competitive bid-
ding. However, he could enter into such a contract only if he found
that the carrier would perform efficiently and effectively and if the
carrier met such requirements as to financial responsibility, legal
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authority, and such other matters as the Secretary found pertinent. It
is your committee’s intent that the Secretary shall, to the extent pos-
sible, enter into contracts with a sufficient number of carriers, selected
on a regional or other geographical basis, to permit comparative analy-
sis of their performance. The contracts would have to provide that
the carrier would take action to assure that the charges and costs of
services for which the supplementary plan may make payment are
reasonable. The carrier would also have to maintain such records and
furnish such information and reports as the Secretary finds necessary
and, in addition, would have to establish procedures for fair review
of beneficiary complaints regarding disallowed requests for payment
and requests where the amount of payment is in controversy.

The contracts would be for a term of at least 1 year, and could be
made automatically renewable. A contract would provide for payment
of the carrier’s cost of administration (including advances of funds
for such purposes), as the Secretary determined to be necessary and
proper for carrying out the functions covered by the contract. The
Secretary could terminate a contract, after reasonable notice and
opportunity for a hearing, if he found that the carrier had failed to
substantially carry out the contract or was carrying it out in a manner
inconsistent with the efficient administration of the supplementary
medical insurance program.

The bill broadly defines a carrier with which the Secretary could
contract as a voluntary association, corporation, partnership, or other
nongovernmental organization lawfully engaged in providing, paying
for, or reimbursing the cost of, health services under group insurance
policies or contracts, or similar group arrangements, in consideration
of premiums or other periodic charges payable to the carrier. It is
intended that a group of carriers will meet this definition and be
eligible to enter into a contract with the Secretary. The definition
would specifically include a health benefits plan duly sponsored or
underwritten by an employee organization. With respect to hospitals,
extended care facilities, and home health agencies, the definition also
includes a public or private organization which is nominated by pro-
viders of services and which participates in administration of the
hospital insurance plan. In addition, a State welfare agency which
buys into the program for aged welfare recipients could act as the
carrier for its recipients (if it met the other conditions of participation
as a carrier),

In the performance of their contractual undertakings, the carriers
and fiscal intermediaries would act on behalf of the Secretary, carrying
on for him the governmental administrative responsibilities imposed
by the bill. The Secretary, however, would be the real party in
interest in the administration of the program, and the Government
would be expected to safeguard the interests of his contractual repre-
sentatives with respect to their actions in the fulfillment of commit-
ments under the contracts and agreements entered into by them with
the Secretary.

(6) Appeals
_ The committee’s bill provides for the Secretary to make determina-
tions, under both the hospital insurance plan and the supplementary

plan, as to whether individuals are entitled to hospital insurance bene-
fits or supplementary medical insurance benefits and for hearings by
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the Secretary and judicial review where an individual is dissatisfied
with the Secretary’s determination. Hearings and judicial review are
also provided for where an individual is dissatisfied with a determina-
tion as to the amount of benefits under the hospital insurance plan if
the amount in controversy is $1,000 or more. (Under the supple-
mentary plan, carriers, not the Secretary, would review beneficiary
complaints regarding the amount of benefits, and the bill does not
provide for judicial review of a determination concerning the amount
of benefits under part B where claims will probably be for substan-
tially smaller amounts than under part A.) Hospitals, extended
care facilities, and home health agencies would be entitled to hearing
and judicial review if they are dissatisfied with the Secretary’s deter-
mination regarding their eligibility to participate in the program. It
isintended that the remedies provided by these review procedures shall
be exclusive.

4. ACTUARIAL COST ESTIMATES FOR THE HOSPITAL INSURANCE SYSTEM

(@) Summary of actuarial cost estimates

The hospital insurance system established by the committee-
approved bill has an estimated cost for benefit payments and adminis-
trative expenses that is in long-range balance with contribution
income. It is recognized that the preparation of cost estimates for
hospitalization and related benefits is much more difficult and is
much more subject to variation than cost estimates for the cash
benefits of the old-age, survivors, and disability insurance systen.
This is so not only because the hospital insurance program would be
newly established, with no past operating experience, but also because
of the greater number of variable factors involved in a service benefit,
program than in a cash benefit one. However, the committee believes
that the cost estimates are made under very conservative assumptions
with respect to all foreseeable factors.

It is essential, in the view of the committee, that the developing
operations of this new program should be carefully studied as they
occur in the immediate future, so that the Congress and the executive
branch can be kept as well informed as possible and as quickly as
is feasible. Under these circumstances, the committee agrees with
the suggestion which has been made that there should be a small con-
tinuing actuarial sample (of perhaps 0.1 percent of all eligible individ-
uals), whose experience can be followed as promptly and as thoroughly
as if the system related to only about 20,000 persons (under which
circuinstances, it would be possible to make many complete studies of
the experience as rapidly as it develops, without the disadvantages
from a time standpoint of handling the vast amount of data that
arises for the millions of persons protected by the full program). In
this connection, it will be essential for carriers involved in the
processing and payment of claims to supply the necessary actuarial
information promptly and in adequate fashion for the actuarial
analyses to be made.
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(b) Financing policy
(1) Financing basis of committee-approved bill
The contribution schedule contained in the committee-approved
bill, as contrasted with that in the House-approved bill, for the
hospital insurance program and the corresponding maximum earnings
bases are as follows:

Earnings base Employer-employee Self-employed rate
rate (percent (percent)

Calendar year

Committee-] House- |[Committee-| House- |Committee-| House-
approved | approved | approved | approved | approved | approved
bill bill bill bill bill bill

$6, 600 $5, 600 0. 65 0.70 0.325 0.35
6, 600 5, 600 1.00 1.00 .50 .50
6, 600 6, 600 1.10 1.00 .56 .50
6, 600 6, 600 1.20 1.10 .60 .65
6, 600 6, 600 1.30 1.20 .66 .60
6, 600 6, 600 1.50 1. 40 .75 .70
6, 600 8, 600 1.70 1.60 .85 .80

The hospital insurance program would be completely separate from the
old-age, survivors, and disability insurance system in several ways,
although the earnings base would be the same under both programs.
First, the schedules of tax rates for old-age, survivors, and disability
insurance and for hospital insurance are in separate subsections of
the Internal Revenue Code (unlike the situation for old-age and
survivors insurance as compared with disability insurance, where
there is a single tax rate for both programs, but an allocation thereof
into two portions). Second, the hospital insurance program has a
separate trust fund (as is also the case for old-age and survivors
insurance and for disability insurance) and, in addition, has a sepa-
rate Board of Trustees from that of the old-age, survivors, and
disability insurance system. Third, the bill provides that income tax
withholding statements (forms W-2) shall show the proportion of the
total contribution for old-age, survivors, and disability msurance and
for hospital insurance that 1s with respect to the latter. Fourth, until
the railroad retirement system has at least as large a maximum earn-
ings base as does the hospital insurance program, this program would
cover railroad employees directly in the same manner as other covered
workers, and therr contributions would go directly into the hospital
insurance trust fund and their benefit payments would be paid
directly from this trust fund (rather than directly or indirectly through
the railroad retirement system), whereas these employees are not
covered by old-age, survivors, and disability insurance (except in-
directly through the financial interchange provisions); thereafter, the
Railroad Retirement Board would administer the hospital insurance
program for railroad employees and annuitants, and the financial
mterchange provisions would be operative, just as they are for the
cash benefits programs. Fifth, the financing basis for the hospital in-
surance system would be determined under a different approach than
that used for the old-age, survivors, and disability insurance system,
reflecting the different natures of the two programs (by assuming
rising earnings levels and rising hospitalization costs in future years
instead of level-earnings assumptions and by making the estimates
for a 25-year period rather than a 75-year one).
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(2) Self-supporting nature of system

Just as has always been the case in connection with the old-age,
survivors, and disability.insurance system, the committee has very
carefully considered the cost aspects of the proposed hospital insur-
ance system. In the same manner, the committee believes that this
program should be completely self-supporting from the contributions
of covered individuals and employers (the transitional uninsured
group that would be covered by this program would have their benefits,
and the resulting administrative expenses, completely financed from
general revenues, according to the provisions of the bill). Accord-
ingly, the committee very strongly believes that the tax schedule in
the law should make the hospital insurance system self-supporting
over the long range as nearly as can be foreseen, as well as actuarially
sound.

(3) Actuarial soundness of system

The concept of actuarial soundness as it applies to the hospital
insurance system is somewhat similar to that concept as it applies to
the old-age, survivors, and disability insurance system (see discussion
of this topic in a following section), but there are important differences.

One major difference 1n this concept as it applies between the two
different systems is that cost estimates for the hospital insurance
program should desirably be made over a period of only 25 years in the
future, rather than 75 years as in connection with the old-age, sur-
vivors, and disability insurance program. A shorter period for the
hospital insurance program is necessary because of the greater diffi-
culty in making forecast assumptions ?(;r a service benefit than for a
cash benefit. Although there is reasonable likelihood that the num-
ber of beneficiaries aged 65 and over will tend to increase over the
next 75 years when measured relative to covered population (so that a
period of this length is both necessary and desirable for studying the
cost of the cash benefits under the old-age, survivors, and disability
insurance program), it is far more difficult to make reasonable assump-
tions as to the trends of medical care costs and practices for more
than 25 years in the future.

In starting a new program such as hospital insurance, it seems
desirable to the committee that the program should be completely
in actuarial balance. In order to accomplish this result, the committee
has developed a contribution schedule that will meet this requirement,
according to the underlying cost estimates.

(¢) Hospitalization data and assumptions
(1) Past increases in hospital costs and in earnings
Table A presents a summary comparison of the annual increases in
hospital costs and the corresponding increases in wages that have
occurred since 1954 and up through 1963.
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TaBLE A.~—Comparison of annual increases in hospitalization costs and in earnings

[In percent}

Increase over previous year

Calendar year

Average wages | Average daily

in covered hospitalization
employment costs
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1 Rate of increase compounded annually that is equivalent to total relative increase from 1954 to 1963.

The annual increases in earnings are based on those in covered
employment under the old-age, survivors, and disability insurance
system as indicated by first quarter taxable wages, which by and
large are not affected by the maximum taxable earnings base. The
data on increases in hospitalization costs are based on a series of
average daily costs (including not onlv room and board, but also other
charges), prepared by the American Hospital Association.

The annual increases in earnings have fluctuated somewhat over
the 10-year period, although there have not been very large deviations
from the average annual rate of 4.0 percent; no upward or downward
trend over the period is discernible. The annual increases in hospital
costs likewise have fluctuated from year to year around the average
annual rate of 6.7 percent; the increases in the last 2 years were
relatively low as compared with previous years.

Hospital costs then have been increasing at a faster rate than earn-
ings. The differential between these two rates of increase has
fluctuated widely, being as high as somewhat more than 5 percent in
some years and as low as a negative differential of about 1 percent in
1956 (with the next lowest differential being a positive one of about 1
percent in 1962). Over the entire 10-year period, the differential
between the average annual rate of increase in hospital costs over the
average annual rate of increase in earnings was 2.7 percent.

The committee was advised by the Department of Health, Educa-
tion, and Welfare that, in the future, earnings are estimated to increase
at a rate of about 3 percent per year. It is much more difficult to
predict what the corresponding increase in hospital costs wili be. It
would appear that, at the least, hospital costs would increase about 2
percent per year more than earnings for a few years and that, at the
most, this differential rate would be 3 percent per year. It is recog-
nized, of course, that these “minimum’’ and “maximum’’ assumptions
result in a relatively wide spread in the cost estimates for hospital
insurance proposals if the estimates are carried out for a number of
years into the future.

e A e Tl
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(2) Assumptions underlying original cost estimates for the admin-
wstration’s bill, H.R. 3920 and S. 880, 88th Conyress (the
King-Anderson bill)

By way of background to the development of the cost estimates for
the hospital insurance system that would be established by the
committee-approved bill, there follows a discussion of cost estimates
on the administration’s proposals in the 88th Congress and in this
Congress.

The actuarial cost estimates for H.R. 3920 and S. 880, 88th Con-
gress, made at the time of its introduction in 1963 were presented in
detail—as to assumptions, methodology, and results—in Actuarial
Study No. 57 of the Social Security Administration.

In considering the hospitalization-benefit costs in conjunction with a
level-earnings assumption for the future, it is sufficient for the pur-
poses of long-range cost estimates merely to analyze possible future
trends in hospitalization costs relative to covered earnings. Accord-
ingly, any study of past experience of hospitalization costs should be
made on this relative basis. The actual experience in recent years
has indicated, in general, that hospitalization costs have risen more
rapidly than the general earnings level, with the differential being
in the neighborhood of 3 percent per year—2.7 percent in the last 10
years.

A major consideration in making cost estimates for hospitaliza-
tion benefits, then, is how long and to what extent this tendency of
hospital costs to rise more rapidly than the general earnings level will
continue in the future, and whether or not 1t may in the long run be
counterbalanced by a trend in the opposite direction. Some factors
to consider are the relatively low wages of hospital employees (which
have been rapidly ‘“‘catching up’’ with the general leve ofy wages and
obviously may be expected to “‘catch up” completely at some future
date, rather than to increase indefinitely at a more rapid rate than
wages generally) and the development of new medical techniques and
procedures, with resultant increased expense.

In connection with this factor, there are possible counterbalancing
factors. The higher costs involved for more refined and extensive
treatments may be offset by the development of out-of-hospital
facilities, shorter durations of hospitalization, and less expense for
subsequent, curative treatments as a result of preventive measures.

‘Also, 1t is possible that at some time in the future, the productivity

of hospital personnel will increase significantly as the result of changes
in the organization of hospital services or for other reasons, so that, as

in other fields of economic activity, the general wage level might in-

crease more rapidly than hospitalization prices in the long run.
Perhaps the major consideration in making and in presenting these
actuarial cost estimates for hospitalization benefits is that—unlike
the situation in regard to cost estimates for the monthly cash benefits,
where the result is the opposite—an unfavorable cost result is shown
when total earnings levels rise, unless the provisions of the system
are kept up to date (insofar as the maximum taxable earnings base
and the dollar amounts of any deductibles are concerned). The reason
for this result is that, as indicated in Actuarial Study No. 57, the
fundamental assumption -was made that hospitalization costs would
rise at the same rate over the long run as the total earnings level; how-
ever, contribution income would rise less rapidly than tne total earn-
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ings level unless the earnings base is kept up to date. Under these
conditions, it is necessary that the base be kept up to date with the
changes in the general level of earnings, since contributions depend on
the covered earnings level, and this level is dampened if the earnings
base is not raised as earnings go up. Accerdingly, it was necessary in
the actuarial cost estimates for hospitalization benefits in Actuarial
Study No. 57 to assume either that earnings levels will be unchanged
in the future or that, if wages continue to rise (as they have done in
the past), the system will be kept up to date insofar as the earnings
base and the deductibles are concerned.

The basic assumption underlying the actuarial cost estimates in
Actuarial Study No. 57 was that the relationship between earnings and
hospital costs would, on the average, be the same into the future as in
the 1961 experience. Alternatively and equivalently, these assump-
tions meant that earnings and hospital costs will rise, on the average,
at the same rate in the future and that the earnings base will be ad-
justed proportionately with changes in the earnings level.

(8) Alternative assumptions for hospitalization-benefits cost esti-
mates

One alternative basis for the assumptions that have just been
discussed would assume the continuation into the long-range future of
recent trends in the relationship between hospitalization costs and the
general wage level, while at the same time assuming that there would
be no change in the maximum earnings base under the system.

In the recent past, the general earnings level has increased at a
rate of about 4 percent a year, while hospital costs have risen about
7 percent a year, so that there is a differential of about 3 percent.
Assuming the continuation of these trends into the indefinite future
and assuming, at the same time, no change in the maximum earnings
base would have the following effects:

(1) Eventually hospitalization costs would exceed 100 percent
of the earnings of all workers in the country—let alone, of taxable
earnings.

(2) Virtually everyone entitled to cash benefits under the
system would have the maximum benefit prescribed under the

- law, since they would have their benefits figured on the maximum
creditable earnings. The earnings of the lowest paid part-time
;)vorkers would eventually rise to the present maximum earnings

ase.

(3) The cash benefits of the system would be only a very small
proportion of a person’s previous earnings.

(4) As a percentage of taxable payroll, the cost of the cash-
benefits portion of the system would be considerably lower than
1t 1s presently estimated to be—to the extent of about 1% percent
of taxable payroll. '

Such an assumption was not used in the cost estimates because it is
considered to be completely unrealistic—and could be considered an
“Impossible” one. It is inconceivable that hospital prices would rise
indefinitely at a rate faster than earnings because eventually indi-
viduals—even currently employed workers, let alone older persons—
could not afford to go to a hospital under such cost circumstances.
. As a numerical example, consider a full-time male worker now earn-
ing the “typical” amount of $20 per day, or $5,200 per year. The
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average daily cost for hospitalization (including not only room and
board, but also other charges) for persons of all ages is about $40,
currently, or twice the average daily wage. If wages increase 4 per-
cent per year, and if hospital costs increase 7 percent per year—
indefinitely into the future—then the following situation will occur:

Item At present In 20 years In 50 years
Averagedaily wage_ __._______________________________________ $20 $43. 82 $142.13
Average daily hospitalizationcost__.____________._.___ - $40 $154. 79 $1,178.28
Ratio of haspital cost to average daily wage (percent) 200 353 829
Proportion of wage covered by $6,600 base (percent)___________ 100 54 18

Consideration of the foregoing figures indicates that, whereas the
cost of a hospital day now averages about 2 days’ wages, then in
50 years if the assumed trends take place, the cost of a hospital day
will be over 8 days’ wages. Quite obviously, it is an untenable
assumption that there can be a sizable differential between the in-
crease in hospitalization costs and the increase in earnings levels that
will continue for a long period into the future.

(4) Assumptions underlying original cost estimates for the admin-
istration’s bill, H.R. 1 and S. 1, 89th Congress (the King-
Anderson bill)

The Advisory Council on Social Security Financing, which was
appointed in 1963 and completed its work by the end of 1964, con-
sidered the subject of hospitalization benefits and made significant
recommendations in this field that were quite similar to the corre-
sponding provisions contained in the administration’s bill, H.R. 1 and
S. 1, 89th Congress, introduced in January 1965. Further details on
the recommendations of the Advisory Council and on the cost assump-
tions that it suggested may be found in its report ‘““The Status of
the Social Security Program and Recommendations for Its Improve-
ment’’ (app. V, 25th Annual Report of the Board of Trustees, H. Doc.
No. 100, 89th Cong.).

The Advisory Council stressed that the assumptions used in esti-
mating hospital insurance costs should be conservative (i.e., where
judgment issues arise, they should be resolved in a direction that
would yield a higher cost estimate). The assumptions suggested by
the Advisory Council were that the estimated 1965 hospitalization
costs should be assumed to increase in the future in relation to total
earnings rates by a net differential of 2.7 percent per year for the first
5 years after 1965, with this differential then being assumed to de-
crease to zero over the next 5 years; thereafter, earnings are assumed
to rise at an annual rate that 1s 0.5 percent greater than the increase
in hospitalization costs.

The cost estimates made for H.R. 1 and S. 1 (as contained in
Actuarial Study No. 59 of the Social Security Administration) were
on the same basis as to hospitalization-cost assumptions as recom-
mended by the Advisory Council. The long-range cost estimates
were developed on the basis that the base figure for average daily
hospitalization costs would be 1963 (since the cost estimates for both
the cash benefits and the hospitalization benefits are founded on this
basic assumption). This, in turn, meant that there was also the
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coordinate assumption that the earnings base would, in the future,
keep up to date with what $5,600 represented in 1963.

(6) Assumptions as to relative trends of hospitalization costs and
earnings underlying cost estimate for commitiee-approved

bill and for House-approved bill—H.R. 6675
As indicated previously, the committee very strongly believes that
the financing basis of the new hospital insurance program should be
developed on a conservative basis. For the reasons brought out
previously, the cost estimates should not be developed on a level-
earnings basis, but rather they should assume dynamic conditions as
to both earnings levels and hospitalization costs. Accordingly, it
seems appropriate to make cost projections for only 25 years in the

future and to develop the financing necessary for only this period -

(but with a resulting trust fund balance at the end of the period equal
to about 1 year’s disbursements). Although the trend of beneficiaries
aged 65 and over relative to the working population will undoubtedly
move in an upward direction after 25 years from now, it seems
impossible to predict what the trend of medical costs and what
hospital-utilization and medical-practice trends will be in the distant
future.

Accordingly, for the purposes of the cost estimates in this report, the
assumptions as to the relative trend of hospitalization costs as com-
pared with the general earnings level have been modified somewhat as
compared with the relatively conservative assumptions recommended
by the Advisory Council. The same differential of hospital costs
over earnings for the first 10 years is used, but thereafter the assump-
tion is made that these two elements increase at the same rate (rather
than having a negative one-half of 1 percent annual differential, as in
the Advisory Council recommendations). In other words, the basis
of the hospitalization cost trends used in the cost estimates of this
report are on a more conservative basis than recomimended by the
Advisory Council and, in fact, are more conservative than those used
by the insurance business for its estimates for proposals of this type.
The assumptions as to the relative trends of hospitalization costs and
wages as used here are the same as those used for the cost estimates
for the House-approved bill.

(6) Assumptions as to hospital utilization rates underlying cost
estimates for committee-approved bill and for House-
approved bill—H.R. 6675

It should be pointed out that the hospital utilization assumptions
for the cost estimates prepared by the Social Security Administration
and also those in this report have always been founded on the hypoth-
esis that current practices in this field will not change relatively more
in the future than past experience has indicated. In other words,
no account is taken of the possibility that there will be a drastic
change in philosophy as to the best medical practices, so as, for
example, to utilize in-hospital care to a much greater extent than is
now the case.

The hospital utilization rates used for the cost estimates for the
various past proposals (H.R. 3920 and S. 880, 88th Congress; the
Advisory Council plan; and H.R. 1 and S. 1, 89th Congress) were the
same in all instances. In view of the fact that testimony of the
insurance business and the Blue Cross stated their belief that higher
utilization would develop (actually, by as much as 40 percent higher
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in the early years of operation), higher utilization rates have been
adopted than those used previously by the Social Security Adminis-
tration. The increase in the early-year utilization rates is about 20
percent. Half of this can be attributed to changing the previous
assumption of low-cost utilization rates in the early years to the
assumption of the intermediate-cost rates then; the latter were pre-
viously used only after the program would be in operation for a few
years and the beneficiaries would have better knowledge of the bene-
fits available. The other half of the increase in the utilization rates
can be said to represent a basic adjustment upward for all future
years, which can be viewed as a safety factor.

In other words, the current estimates can be considered to be
high-cost ones, as compared with the intermediate-cost ones formerly
used by the Social Security Administration. Another factor that may
be used to justify the higher utilization rates used in these cost esti-
mates is the somewhat greater amount of hospitalization which might
result from the availability of the physicians’ services benefits for
in-hospital cases made available under the supplementary medical
insurance program contained in the committee-approved biil.

(7) Assumptions as to hospital per diem rates underlying cost
estimates for House-approved bill and for committee-
approved bill—H.R. 6675

The average daily cost of hospitalization that is used in these cost
estimates is computed on the same basis as the corresponding figures
in Actuarial Study No. 59 of the Social Security Administration.
These per diem costs were in close agreement with what the Blue
Cross testimony indicated, although some 13 percent below the
estimates of the insurance business. The reason for the latter differ-
ential is that the insurance business did not make as large an allowance
for a lower average daily cost for persons aged 65 and over and for
hospital expenses that are not related to inpatients.

(d) Results of cost esttmates

(1) Summary of cost estimates for H.R. 1 and S. 1, 89th Congress,
under various cost assumptions

Table B summarizes the cost estimates that would be made for
H.R. 1 and S. 1, 89th Congress (the King-Anderson bill), under various
cost assumnptions that have been used in the past, and also under
those that are being used for the committee-approved bill. This
analysis is made, with a single plan as the base point, so as to show the
effect of the various assumptions. The variations shown arise from
changes in a number of the cost factors—the relative trend of hospitali-
zation costs as compared with earnings; the period over which the cost
estimates are made, and whether static or dynamic assumptions are
involved; and the hospital utilization rates.

In all the previous cost estimates, it was assumed that the maximum
taxable earnings base would be kept up to date, by periodic changes,
with changes in the general earnings level, and also that the same
would be true of any deductibles. In regard to the latter element,
many of the proposals had provisions calling for increases in the
deductible amounts as hospital costs increase in the future so that the
condition was thus satisfied; this is the case in connection with the
hospital and outpatient diagnostic deductibles and also the hospital
and extended care facility coinsurance in the committee-approved bill.



64 SOCIAL SECURITY AMENDMENTS OF 1965

With regard to the assumption that the earnings base would be kept
up to date in the future, the committee believes that this is not a con-
servative assumption, since it seems to bind future Congresses into
taking action in order to maintain the actuarial soundness of the hos-
pital insurance system. It should be emphasized that the actuarial
soundness of the cash benefits program under the old-age, survivors,
and disability insurance system does not at all depend upon an as-
sumption of the earnings base being adjusted upward when wages
rise (but rather, on the contrary, the actuarial status of the system is
improved under such circumstances. Accordingly, although the
committee believes that, under the likely conditions of rising wages
over the next 25 years, the earnings base will be adjusted upward
beyond the increase contained in the committee-approved bill (from
the present $4,800 to $6,600), the conservative assumption should be
made for the purposes of the actuarial cost estimates that no further
increases will occur after 1966.

TaBLe B.—Summary of cost estimates for hospital insurance benefits of H.R. 1
and S. 1, 89th Congress, under various cost assumpiions

Assumptions as to Assumptions as to relative trends of Estimated level-cost !
earnings base hospitalization costs and earnings

COST ESTIMATES PREPARED ON LONG-RANGE LEVEL-EARNINGS ASSUMPTIONS

(1) Keeps up to date with | Over the long range, hospitalization costs and | 0.67% (basis of Actuar-

what $5,600 was in earnings increase at same rate from 1961 on. ial Study No. 57, 1963).
1963.
2) Kee};])s up to date with | Past experience projected to 1965; in next 5 years, | 0.81% (basis of cost esti-
what $5,600 was in hospitalization costs, rise more rapidly than mates developed for
1963. earnings—by a total differential of 109%; there- 1964 legislation).
after, hospitalization costs and earnings rise at
same rate.

(3) Keeps up to date with | Past experience projected to 1965; hospitalization | 0.84%, (basis of cost esti-
what $5,600 was in costs rise more rapidly than wages by 2.7% for mates for Advisory
1963. 5 years; then this differential is reduced to zero Council and in Actu-
in next 5 years and after 1975 wages rise more arial Study No. 59,

rapidly than hospitalization costs ‘by 4% per 1965).
year.
(4) Keeps up to date with | Past experience projected to 1965; hospitalization | 0.87%.
what $5,600 was in costs rise more rapidly than wages by 2.7% for

1963 5 years; then this differential is reduced to zero
in next 5 years; after 1975, hospitalization costs
i and wages increase at same rate.
(5) Keeps up to date with { Same asin (4) oo oooo oo oo oo caaeo 0.90%.
what $5,600 would
be in 1966,

COST ESTIMATES PREPARED ON LONG-RANGE RISING-EARNINGS ASSUMPTIONS

(6) Same asin (8).____.._. Same 8510 (4) oo oot e 0.96%,.

(7) Remains at $5,600 Same a8 in (4) oo e 0.98%.
through 1970;
brought up to date
by increase to $6,600
in 1971 and increased
correspondingly
every 6th year there-

after.,

(8) Remains at $5,600 Same 88in (4) - oo oo e 1.09%.2
through 1970; in-
creases to $6,600 in
1971 and then re-
mains constant.

(9) $6,600 in 1966 and then | Same 88 iN (4) e oo oo oo oo e 1.08%.2
remains constant.

! Except for items (1) and (2), which are on a perpetuity basis, the figures are for the level-cost over a 25-
year period, expressed as a percentage of taxable payroll; includes margin so that trust fund balance at
end of period equals the disburseinents for that year.

.2 All the cost estimates for items (1) to (8) are based on the hospital utilization rates of Actuarial Study
No. 59 of the Social Security Administration. 1he level cost for itein (8) would be increased to 1.21%
umliﬁi1 ttl)le Pg(s]g}hal utilization rates of the estimates of this report, while for item (9) the corresponding figure
wo e 1.20%.

(RN,
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(2) Level-costs of hospital and related benefits

As shown in footnote 2 of table B, the level cost of the hospital
benefits that would be provided under H.R. 1 and S. 1, 89th Congress,
is 1.20 percent of taxable payroll, under the assumptions that the
earnings base would be the same as in the committee-approved bill and
would not change after 1966, and that both hospitalization costs and
general earnings will continue to rise during the entire 25-year period
considered in the cost estimates. The corresponding level cost of the
hospital and related benefits in the committee-approved bill is 1.31
percent of taxable payroll. The difference arises from several factors.
A higher cost arises for the committee-approved bill because the self-
employed contribute on a lower rate basis (i.e., at the employee rate
instead of 1% times the employee rate), because there are more insured
persons (due to the transitional insured status provisions for certain
persons aged 72 and over), and because of the inclusion of hospital
benefits beyond 60 days (with coinsurance). On the other hand,

“there is a lower cost under the committee-approved bill because of

the exclusion of prehospital home health services and because of the
higher earnings base, but this only partially offsets the factors men-
tioned in the previous sentence.

The level-equivalent of the contribution schedule in the committee-
approved bill (as described previously) is 1.32 percent of taxable
payroll. Accordingly, these estimates indicate that the hospital
insurance program 1s in actuarial balance under the assumptions
made (and described previously).

The estimated level-cost of the hospital and related benefits of
1.31 percent consists predominantly of the cost of the hospital benefits.
It does not seem feasible to attempt to subdivide the cost for the
hospital benefits and the extended care facility benefits between
these two categories. In the early years, virtually all of such costs
will be for hospital benefits. Perhaps only about $25 to $50 million
will be expended in 1967 for extended care facility benefits. In
later years, it seems quite possible that greater use of posthospital
extended care services will be made, thus tending to reduce the use
of hospitals. From a cost standpoint, then, it seems desirable to
consider hospital benefits and extended care facility benefits in combi-
nation, and it is estimated that the level-cost therefor is 1.26 percent
of taxable payroll. The level cost of outpatient hospital diagnostic
benefits is estimated at 0.01 percent of taxable payroll, with the cost
in the first full year of operations being about $10 million. Finally,
the estimated level-cost of the posthospital home health benefits
is 0.04 percent of taxable payroll, a ficure that allows for a considerable
expansion of these services in the future (with the cost in the first
full year of operations being estimated at less than $10 million.)

Table C indicates the changes in the actuarial balance of the hospital
insurance program due to various changes made in the committee-
approved bill, as compared with the House-approved bill.
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TsBLe C.—Changes in actuarial balance of hospital insurance system, cxpressed
in terms of estimated level-cost as percentage of taxable payroll, by type of change,
intermediate-cost estimate, House-approved bill and commitlee-approved bill,
based on 3.60 percent interest.

[Percent]

Item Level-cost
Actuarial balance under House-approved bill .. ____ . _________________ 0. 00
Earnings base of $6,600 in all future years. ____ . __ . __________.___.__ +.01
Revised contribution schedule_______________________________________ +.09
Inclusion of services of medical specialists - . ____________._________. —. 05
Increase in maximum home health services visits_ .. __._______________ —.01
Increase in maximum hospital benefit days__________________________. —. 04
Inclusion of psychiatric hospitals_ ___________________________________ —. 01
Transfer of outpatient diagnostic deductible to supplementary plan and

introduction of 20 percent coinsurance._ _ _ . . ___________ ... ______._ .02
Actuarial balance under committee-approved bill______________________ +.01

1 Radiologists, anesthesiologists, pathologists, and physiatrists.

As indicated previously, one of the most important basic assump-
tions in the cost estimates presented here is that the earnings base
is assumed to remain unchanged after it increases to $6,600 in 1966,
even though for the period considered (up to 1990) the general earn-
ings level 1s assumed to rise at a rate of 3 percent annually. If the
earnings base does rise in the future to keep up to date with the
general earnings level, then the contribution rates required would be
lower than those scheduled in the committee-approved bill. 1In fact,
if this were to occur, the steps in the contribution schedule beyond
the combined employer-employee rate of 1.1 percent would not be
needed. Furthermore, under the foregoing conditions, if the hospital
utilization experience followed the intermediate-cost assumptions
made previously in Actuarial Study No. 59 of the Social Security
Administration (increased by 10 percent for the estimates presented
in this report), and if all other conditions (such as the relationship of
hospitalization costs and general earnings) developed as they are set
forth in the assumptions, then it is possible that the combined
employer-employee contribution rate would not have to increase
beyond 1 percent.

(8) Number of persons protected on July 1, 1966

It is estimated that on July 1, 1966, the total population of the
United States (including American Samoa, Guam, Puerto Rico, and
the Virgin Islands) who are aged 65 and over will be 19.10 million
(after allowance for underenumeration in the census counts and in
population projections based thereon).

The total number of such persons who are estimated to be eligible
for the hospital and related benefits on the basis of insured status under
the old-age, survivors, and disability insurance system and the rail-
road retirement system is 16.90 million, of whom 16.08 million are
insured under old-age, survivors, and disability insurance only, 0.56
million are insured under railroad retirement only, and 0.26 million
are insured under both systems. Of the remaining 2.20 million,
about 1.95 million are estimated to be eligible for the hospital and
related benefits under the transitional provision on eligibility of
presently uninsured individuals, as contained in the committee-
approved bill. The remaining 250,000 persons are not- eligible for
hospital and related benefits because they are active or retired em-
ployees who are eligible for more comprehensive benefits under the
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Federal Employees Health Benefits Act of 1959 (200,000 persons),
because they are-alien residents who do not meet the residence and
other requirements, or because they are subversives.

The cost for the 1.95 million persons who would be blanketed in
for the hospital and related benefits is met from the general fund of
the Treasury (with the financial transactions involved passing through
the hospital insurance trust fund). The costs so involved, along with
the financial transactions, are not included in the preceding cost
analysis or in the following discussions of the progress of the hospital
insurance trust fund. A later portion of this section, however,
discusses these costs for the blanketed-in group.

(4) Future operations of hospital insurance trust fund

Table D shows the estimated operation of the hospital insurance
trust fund under the committee-approved bill. According to this
estimate, the balance in the trust fund would grow steadily in the
future, increasing from about $450 million at the end of 1966 to $1.9
billion 5 years %ater. Over the long range, the trust fund would
build up steadily, reaching $10.1 billion in 1990 (representing the
outgo for 1.0 years at the level of that time). The balance in the
trust fund at the end of each calendar year in the early years of
operation would be somewhat larger than shown in table D if the
appropriations from the general fund of the Treasury are made at
the beginning of each fiscal year (as a provision added by the com-
mittee-approved bill would permit). If this is done at the beginning
of fiscal year 1967 (on July 1, 1966), the balance in the trust fund at
the end of calendar year 1966 will be about $150 million higher.

Table D is based on the assumption that the hospital and related
benefits for railroad workers and annuitants will be administered
through the hospital insurance trust fund. However, if the maximum
earnings base under the Railroad Retirement Tax Act is increased to
at least that under the hospital insurance system, thereafter the
Railroad Retirement Board will administer these benefits and will
receive the contributions (at the same rate) from railroad workers.
At the same time, the financial interchange provisions which are
applicable under present law to the cash benefits would be operative
for the hospital and related benefits (the detailed operation and the
function of the financial interchange provision are explained in
par. (c)(6) of the section dealing with the actuarial cost estimates
for the old-age, survivors, and disability insurance system). As a
result, there would be no net financial effect on the hospital insurance
program whether or not such transfer of administration occurs.
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TasLE D.—Estimaled progress of hospital insurance trust fund

[In millions)
Contribu- | Benefit Adminis- | Interest | Balancein
Calendar year tions payments trative on fund fund at

expenses end of year

$1, 548 $1, 055 1§55 $15 $453

y , 358 71 15 805

3,025 2,574 77 29 1,208
3,120 2, 807 84 41 1,478

, 225 3, 92 48 1,599

3, 609 3,203 99 53 1,869
3,776 3,535 106 60 2,064
4,251 3,788 114 2,481
4,474 4,053 122 80 2, 860

4, 4,330 130 88 3,143

6, 569 5, 680 170 153 5,479

7, 540 7,341 220 252 8,188

9, 595 9,414 282 310 10, 098

! Including administrative expenses incurred in 1965.

Note.—The transactions relating to the noninsured persons who would be covered for the benefits of
this program, the cost for whom is horne out of the general funds of the Treasury, are not shown in the
ahove figures, The figures in this table are hased on the assumption that railroad wor'ers will he covered
directly by this program. (See table E for data on the basis that the Railroad Retirement Board will
administer their benefits.)

Under the circumstances of such a transfer, both the contributions
and the benefit payments made directly through the hospital insurance
trust fund would be lower than shown in table D. The extent of the
decrease in benefit payments and the size of the financial interchange
payments will depend on the extent to which persons eligible under
both the railroad system and the hospital insurance system choose to
receive their payments through the former. The financial results are
shown in table E under the extreme assumption that all dual eligibles
elect to receive benefits through the railroad system.

Not included in the figures 1n table E are any excesses of contribu-
tions collected by the railroad retirement system over the amount to
be credited, through the financial interchange, to the hospital insurance
trust fund; such excesses would result if the railroad retirement
earnings base is higher than that under hospital insurance. Con-
versely, the contributions collected by the railroad retirement system
could be slightly lower than the amount to be credited to the hospital
insurance trust fund if the two earnings bases are the same, since the
railroad retirement base is on a monthly basis, rather than an annual
one (for example, an individual earning $500 per month for 6 months
of a year and $600 per month for the other 6 months would have all
his wages covered under a $6,600 annual base, but not under a $550
monthly base). There could also be a difference if subsequently the
railroad retirement base were not increased as rapidly as any increases
that might occur in the hospital insurance base. In any event, the
hospital insurance trust fund receives the saine amount, and the rail-
road retirement account has either an excess or a deficit in this respect.

Also not included in table E are the benefit costs of certain services
furnished in Canada that are available only to railroad eligibles.
These have an estimated cost initially of about $200,000 per year,
financed entirely by the railroad retirement system, and are not
involved in the financial interchange transactions.
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TaBLE E.—Estimated financial results if railroad workers and annuitants receive
hospital and related benefits through railroad retirement account

{In millions]

Benefit
Contribu- payments Financial
Calendar year tions ! and ad- interchange
ministrative | payment 23
expenses ! 2

$29 $39 $10
48 84 36
50 90 40
50 94 4
50 99 49
54 103 49
55 106 51
59 109 50
60 113 53
60 115 55
74 116 42
75 116 41
85 114 29

1 Amounts involved in the financial interchange transactions.

2£Based on the assumption that all dual eligibles elect to receive benefits from the railroad retirement
system,

3 Payments from the hospital insurance trust fund to the railroad retirement account (shown on an ac-
crual basis).

(e) Cost estimate for hospital benefits for noninsured persons paid from
general funds

The committee-approved bill would provide hospital and related
benefits not only for beneficiaries of the old-age, survivors, and dis-
ability insurance system and the railroad retirement system, but
also for most persons aged 65 and over in 1966 (and for many of those
attaining this age in the next few years) who are not insured under
either of these two social insurance systems. Such benefit protection
would be provided to any person aged 65 and over on July 1, 1966,
who is not eligible as an old-age, survivors, and disability insurance
or railroad retirement beneficiary and who (a) is not an employee of
the Federal Government or a retired Federal employee enrolled for
health benefits under the Federal Employees Health Benefits Act of
1959, or the wife or widow of such an individual; (b) is not a member of
a subversive organization and has not been convicted of subversive
activities; and (¢) is a citizen or is an alien lawfully admitted for
permanent residence who has had at least 10 years of continuous
residence.

Persons meeting such conditions who attain age 65 before 1968
also would qualify for the hospital benefits, while those attaining age
65 after 1967 must have some old-age, survivors, and disability
insurance or railroad retirement coverage to qualify; namely, three
quarters of coverage (which can be acquired at any time after 1936)
for each year elapsing after 1965 and before the year of attainment of
age 65 (e.g., six quarters of coverage for attainment of age 65 in 1968,
nine quarters for 1969, etc.). This transitional provision “washes out”
for men attaining age 65 in 1974 and for women attaining age 65 in
1972, since the fully insured status requirement for monthly benefits
for such categories is then no greater than the special insured status
requirement.

The benefits for the ‘‘noninsured’”’ group would be paid from the
health insurance trust fund, but with reimbursement therefor from
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the general fund of the Treasury on a current basis, or even in advance
for the fiscal year, at the beginning thereof or at later dates.

The estimated cost to the general fund of the Treasury for the
hospital and related benefits for the noninsured group is as follows for
the first 5 calendar years of operation (in millions):

Cost to General

Calendar year: Treasury
1966 (last 6 months) __ _____ . ... $145
1967 oo e e e 285
1968 . e 280
1969 e 270
1070 o e e e mmm———m_ 265

The cost to the general fund of the Treasury decreases slowly for the

closed group involved. Offsetting, in large part, the decline in the

number of eligibles blanketed in is the increasing hospital utilization

Eer capita as the average age of the group rises and the increasing
ospitalization costs in future years.

5. ACTUARIAL COST ESTIMATES FOR THE VOLUNTARY SUPPLEMENTARY
MEDICAL INSURANCE SYSTEM

(@) Summary of actuarial cost estimates

The supplementary medical insurance system that would be
established by the committee-approved bill has an estimated cost for
benefit payments incurred and for administrative expenses that would
adequately be met during the first 2 years of operation (1967-68)
by the individual premium rates prescribed plus the equal matching
contributions from the general fund of the Treasury. Both contri-
butions and benefit payments would begin in January 1967. In sub-
sequent years, the committee-approved bill provides for appropriate
adjustment of the premium rates so as to assure that the program
will be adequately financed, along with the establishment of sufficient
contingency reserves. Alihough provision is made for an advance
appropriation from general revenues to provide a contingency reserve
during the period January 1967 through December 1968, it is believed
that this will not actually have to be drawn upon, but nonetheless it
serves as a desirable safeguard to the financing basis of the program.

Just as in the case of the hospital insurance system, it is essential
that the operating experience of a vast new program such as this
should be subject to prompt, thorough actuarial review and study.
Accordingly, the committee approves of the suggestion that has been
made for a small random sample of the eligibles to be maintained on
a current basis, so as to permit intensive study by the actuary without
the delay that would be inherent in attempting to obtain operating ex-
perience data for the entire group of persons covered under the system.

(b) Financing policy
(1) Self-supporting nature of system.

The committee has recommended the establishment of a supple-
mentary medical insurance program that can be voluntarily elected,
on an individual basis, by virtually all persons aged 65 and over in
the United States (excluding only those aliens who have not been
lawfully admitted for permanent residence or who have not had 10
continuous years of residence). This program is intended to be
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completely self-supporting from the contributions of covered indi-
viduals and from the equal-matching contributions from the general
fund of the Treasury. Initially (for the period January 1967 through
December 1968), the premium rate is established at $3 per month,
so that the total income of the system per participant per month will
be $6. Persons who do not elect to come into the system at as early
a time as possible will generally have to pay a higher premium rate
than $3. Under the committee-approved bill, the monthly premium
rate can be adjusted for future years after 1968, so as to reflect the
expected experience, including an allowance for a margin for con-
tingencies. All financial operations for this program would be
handled through a separate fund, the supplementary medical in-
surance trust fund.

The committee-approved bill also provides for establishment of an
advance appropriation from the general funds of the Treasury that
will serve as an initial contingency reserve in an amount equal to
$18 (or 6 months’ per capita contributions from the general funds of
the Treasury) times the number of individuals who are estimated
to be eligible for participation in January 1967 (an estimated 19.15
million persons). This amount, which is approximately $345 million,
would be appropriated, but it would not actually be transferred to
the supplementary medical insurance trust fund unless, and until,
some of it would be needed. This contingency amount would be
available only during the first 2 years of operations (January 1967
to December 1968), and any amounts actually transferred to the
trust fund would be subject to repayment to the general funds of the
Treasury (without interest).

(2) Actuarial soundness of system

The concept of actuarial soundness for the old-age, survivors, and
disability insurance system and for the hospital insurance system is
somewhat different than that for the supplementary medical insurance
program, In essence, the last system is on a ‘“‘current cost” financing
basis, rather than on a ‘long-range cost’” financing basis. The situa-
tions are essentially different because the financial support of the
supplementary medical insurance system comes from a premium rate
that is subject to change from time to time, in accordance with the
experience actually developing and with the experience anticipated in
the near future. The actuarial soundness of the supplementary med-
ical insurance program, therefore, depends only upon the ‘‘short-term”’
premium rates being adequate to meet, on an accrual basis, the benefit
payments and administrative expenses over the period for which they
are established (including the accumulation and maintenance of a
contingency fund).

(¢) Results of cost estimates

(1) Cost assumptions
Only a relatively small amount of data is available in regard to the
physicians’ services and other medical services that would be covered
by the supplementary medical insurance system. The cost estimates
used in determining the premium rate to be charged to individuals,
along with the matching Government contribution, have utilized
data from the experience under the Federal Employees Health Benefits
Act of 1959 for persons aged 65 and over, the experience under the
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Connecticut 65 program, and various information obtained by the
National Health Survey conducted on a periodic basis by the Public
Health Service of the Department of Health, Education, and Welfare.

The cost estimates have been made on a conservative basis—as
seems essential in a newly established program of this type for persons
aged 65 and over, most of whom have not previously had such insur-
ance. It is believed that the $6 total per capita income of the system
(from the premiums of the individuals and the matching Government
contributions) will be fully adequate to meet the costs of administra-
tion and the benefit payments incurred, as well as to build up a rela-
tively small contingency reserve. It is believed that there will be no
need to draw upon the advance appropriation that is provided from
general revenues. '

Two cost estimates have been presented in regard to the possible
per capita cost. Under the low-cost estimate, the benefits and admin-
istrative expenses will, on an accrual basis, represent about 70 percent
of the contribution income, whereas under the high-cost estimate, the
corresponding ratio will be almost 95 percent.

In an individual voluntary-election program such as this, it is im-
possible to predict accuratlt;{y in advance what proportion of those
eligible to participate in the program will actually do so. Accordingly,
the cost estimates have been presented on two bases—an assumed 80-
percent participation and an assumed 95-percent participation. Both
of these estimates assume that virtually all State public assistance
agencies will “buy in” for their old-age assistance recipients.

The same per capita cost has been used for the two participation
assumptions. It could be argued that with less than complete
coverage, such as the 80-percent assumption, there would be anti-
selection against the program and that thus a higher per capita cost
should be used. Although there may be some validity to tgis argu-
ment, there is the point on the other side of the question that those
who do not participate will consist, to a considerable extent, of un-
informed persons with low incomes who will not see the need or have
the foresight to participate. The per capita cost for this category
will not be significantly lower than the average. Furthermore, the
experience under group health insurance indicates that 75-percent
participation is adequate protection against antiselection.

It is recognized that there could be & very considerable element of
antiselection in an individual voluntary program, such as this, if the
insured person were required to pay the full cost. However, since,
under the supplementary medical insurance program, halt of the pre-
mium is paid from general revenues, the amount paid by the individual
is low enough to be very attractive to even theqowest cost groups.

If participation should fall to a very low level, the per capita cost
would rise substantially due to antiselection. In this event, however,
the initial contingency fund would be a correspondingly larger pro-
portion of the income received.

(2) Short-range operations of supplementary medical insurance

trust fund
Table F presents estimates of the operation of the supplementary
medical insurance trust fund for the first 2 years of operation, 1967-68.
Asindicated previously, four sets of estimates are given, under different
assumptions as to low- and high-cost estimates and as to low and high
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participation. A significant balance in the trust fund develops in
1967, because of the lag involved in making benefit payments, since
there are the factors of administrative processing and of the deductible
that must be met first before any benefits are payable. In this
respect, it will be noted that the income from premium payments by
individuals will go into the trust fund beginning in the early part of
January 1967, and the matching Government contributions will go
into the trust fund stmultaneously.

Under the low-cost estimates, the trust fund is estimated to have a
balance of $455 to $540 million at the end of 1967, and between $695
and $825 million at the end of 1968. On the other hand, under the
ilvi]%h-cost estimates, the balance in the trust fund at the end of 1967

ill be between $315 and $385 million, and will be about $50 million
higher at the end of 1968.

TaBLE F.—Estimated progress of supplementary medical insurance trust fund

[In millions)
Contributions
Benefit Adminis- Interest | Balance in
Calendar year payments | trativeex- | onfund |[fundatend
Partici- Govern- penses ! of year
pants ment

Low-cost estimate, 80-percent participation

1967 e e . $555 $555 $590 $75 $10 $455
1868 .. e 565 565 830 80 20 695

Low-cost estimate, 95-percent participation

1967 . $660 $660 $700 $60 $10 $540
1968. . iiieaaes 670 670 985 95 25 825

High-cost estimate, 80-percent participation

1067 e $555 $555 $705 $05 $5 $315
1968. o aeees 565 565 1,000 100 15 360

High-cost estimate, 95-percent participation

1967 . $600 $600 $835 3110 $10 $385
1968, ... 670 670 1,190 115 15 435

1 Administrative expenses shown include both those for the full year 1967 and such expenses as incurred
in 1965 and 1966.

Note.—Not included above is the advance appropriation from general revenues that is to provide a
contingency reserve during 1967-68 (to be used only if needed and to be repayable).

6. IMPROVEMENT AND EXTENSION OF KERR-MILLS MEDICAL
ASSISTANCE PROGRAM

(@) Background

The provision of medical care for the needy has long been a responsi-
bility of the State and local public welfare agencies. In fecent years,
the Federal Government has assisted the States and localities in carry-
ing this responsibility by participating in the cost of the care provided.
Under the original Social Security Act, it was possible for the States,
with Federal help, to furnish money to the needy with which they could
buy the medical care they needed. Since 1950, the Social Security
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Act has authorized participation in the cost of medical care provided
in behalf of the needy age(F, blind, disabled, and dependent children—
the so-called vendor payments.

Several times since 1950, the Congress has liberalized the provisions
of law under which the States administer the State-Federal program of
medical assistance for the needy. The most significant enactment was
in 1960 when the Kerr-Mills medical assistance for the aged program
was authorized. This legislation offers generous Federal matching to
enable the States to provide medical care in behalf of aged persons who
have enough income for their basic maintenance but not enough for
medical care costs. This program has grown to the point where
40 States and 4 other jurisdictions have such a program and over
246,000 aged were aided in March 1965. Furthermore, medical care
as a part of the cash maintenance assistance programs has also grown
through the years until, at this time, nearly all the States make
vendor payments for some items of medical care for at least some
of the needy.

The committee bill is designed to liberalize the Federal law under
which States operate their medical assistance programs so as to make
medical services for the needy more generally available. To accom-
plish this objective, the committee bill would establish, effective
January 1, 1966, a new title in the Social Security Act—‘Title XIX:
Grants to the States for Medical Assistance Programs.”

Under the House bill, after an interim period ending June 30, 1967,
all States would have to adopt the new program or lose Federal
matching as to vendor medical payments since the current provisions
of law would expire at that time. Under the committee bill the States
will have the option of participating under the new program or
continuing to operate under the vendor payment provisions of title I
(old-age assistance and medical assistance for the aged), title IV (aid
to families with dependent children), title X (aid to the blind), title
XIV (aid to the permanently and totally disabled), and title XVI
(the combined adult program). Programs of vendor payments for
medical care will continue, as now, to be optional with the States.

(b) State plan requirements

(1) Standard provisions
The provisions in the proposed title XIX contain a number of
requirements for State plans which are either identical to the existing
provisions of law or are merely conforming changes. These are:
S That a plan shall be in effect in all political subdivisions of the
tate.

That there shall be provided an opportunity for a fair hearing
for any individual whose claim for assistance is denied or not acted
upon with reasonable promptness.

That the State agency will make such reports as the Secretary
may from time to time require.

That there shall be safeguards provided which restrict the use
or disclosure of information concerning applicants or recipients
to purposes directly connected with the administration of the plan.

That all individuals wishing to- make application for assistance
under the plan shall have an opportunity to do so and that such
assistance shall be furnished with reasonable promptness.
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That in determining whether an individual is blind there shall
be an examination by a physician skilled in the diseases of the
eye or by an optometrist, whichever the individual may select.

That medical assistance will be furnished to individuals who
are residents of the State but who are absent therefrom.

(2) Addtions to standard provisions

In addition to the requirements for State plans mentioned above,
the committee bill contains several other plan requirements which
are either new or changed over provisions currently in the law.

The bill provides that there shall be financial participation by the
State equal to not less than 40 percent of the non-Federal share of the
expenditures under the plan and that, effective July 1, 1970, the finan-
cial participation by the State shall equal all the non-Federal share.
This provision was included to make certain that the lack of availa-
bility of local funds for financing of any part of the program not affect
the amount, scope, or duration of benefits or the level of administration
set by the State. Prior to the 1970 date, the committee will be will-
ing to consider other legislative alternatives to the provisions making
the entire non-Federal share a responsibility of the State so long as
these alternatives, in maintaining the concept of local participation,
assure a consistent statewide program at a reasonable level of ade-
quacy.

The bill contains a provision found in the other public assistance
titles of the Social Security Act that the State plan must include such
methods of administration as are found by the Secretary to be neces-
sary for the proper and efficient operation of the plan, with the addition
of the requirement that such methods must include provisions for
utilization of professional medical personnel in the administration of
the plan. It is important that State utilize a sufficient number of
trained and qualified personnel in the administration of the program
including both medical and other professional staff.

The committee’s bill would add a requirement that_the St n
include a description of the standards, methods, and a istrative
arrangements which affect quality of medical care that a State wi
use-fmradministering medical assistance. This amendment would give
no authority to the Department of Health, Education, and Welfare
with respect to the content of such standards and methods. In this
respect it is somewhat analogous to the requirement, which has been
in the public assistance titles since 1950 and which is included in the
new title XIX, requiring States to have an authority or authorities
responsible for establishing and maintaining standards for private
or 'Fublic institutions in which recipients may receive care or services.

he committee also added an amendment to require that, after
June 30, 1967, private and public medical institutions must meet
standards (which may be in addition to the standards prescribed
by the State) relating to protection against fire and other hazards
to the health and safety of individuals, which are established by the
Secretary of Health, Education, and Welfare. The committee as-
sumes that the standards prescribed by many States at the present
time will meet or exceed those prescribed by the Secretary.

The House bill provided that the State or local agency admin-
istering the State plan under title XIX shall be the same agency
which is currently administering either title I (old-age assistance) or
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that part of title X VI (assistance for the aged, blind, and the disabled,
and medical assistance for the aged) relating to the aged. Where the
program relating to the aged is State supervised, the same State
agency shall supervise the administration of title XIX.

The committee believes that the States should be given the oppor-
tunity to select the agency they wish to administer the program. A
number of witnesses appearing before the committee have expressed
the belief that the State health agency should be given the primar;
responsibility under -this program. The. committee bill leaves this

‘decision wholly to the States with the sole requirement that the de-
" termination of eligibility for. medical assistance be made by the State

or local ‘agency administering State plans approved under title I or
XVI. The committee agrees with the statement in the House report

" that the welfare agencies have “long experience and skill in deter-

. mination of eligibility.”

The committee bill also provides that if, on January 1, 1965, and

“on the date a State submits its title XIX plan, the State agency ad-

ministering. or supervising the administration of the State plan for the
blind under title X or title XVI of the Social Security Act is different
from the State agency administering or supervising the administration
of the new program, such blind agency may be designated to ad-
minister or supervise the administration of the portion of the title
XIX plan which relates to blind individuals. This would include
the eligibility determining function. In such case, the portion of the
title XIX plan administered or supervised by each agency shall be
regarded as a separate plan.

Current. provisions of law requiring States to have an agency or
agencies responsible for mtabli&)ing and maintaining standards for
the types of institutions included under the State plan have been con-
tinued under the bill. Your committee expects that these provisions
will be used to bring about progressive improvement in the level of
institutional care and services provided to recipients of medical as-
sistance. Standards of care in many medical institutions are not now
at a satisfactory level and it is hoped that current standards appli-
cable to medicaf,institutions will be improved by the State’s standard-
setting agency and that these standards will be-enforced by the appro-
priate State body.

Under provisions of the committee bill, the State plan must include
such safeguards as may be necessary to assure that eligibility for care
and services under the plan will be determined, and that such care and
services will be provided, in a manner consistent with simplicity of
administration and the best interests of the recipient. This provision
was included in order to provide some assurance that the States will
not use unduly complicated methods of determining eligibility which
have the effect of delaying in an unwarranted fashion the decision on
eligibility for medical assistance or that the States will not administer
the provisions for services in a way which.adversely affects the avail-
ability or the quality of the care to be provided. The committee
expects that under this provision, the States will be eliminating unre-
warding and unproductive policies and methods of investigation and
that they will develop such procedures as will assure the most effective
working relationships with medical facilities, practitioners, and sup-
pliers of care and service in order to encourage their full cooperation
and participation in the provision of services under the State plan.
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The committee hopes that there will be continuing evaluation of all
State plan requirements in relation to the basic objectives of the
legislation.

(¢) Eligibility for medical assistance

Under the committee bill, a State plan to be approved must include
provision for medical assistance for all individuals receiving aid or
assistance under State plans approved under titles I, IV, X, XIV,
and XVI. It is only if this group is provided for that States may
include medical assistance to the less needy.

Under the committee bill, medical assistance made available to per-
sons receiving assistance under title I, IV, X, XIV, or XVI must not
be less in amount, duration, or scope than that provided for persons
receiving aid under any other of those titles. In other words, the
amount, duration, and scope of medical assistance made available
must be the same for all such persons. This will assure comparable
treatment for all of the needy aided under the federally aided cate-
gories of assistance.

The bill provides furthermore that as States extend their programs
to include assistance for persons who come within the various cate-
gories of assistance except that their income and resources are suffi-
cient to meet their needs for maintenance, the medical assistance given
such individuals shall not be greater in amount, duration, or scope
than that made available for persons who are recipients of money pay-
ments. This was included in order to make sure that the most needy
in a State receive no less comprehensive care than those who are not
as needy.

Under the bill, if a State extends the program to those persons not
receiving assistance under titles I, IV, X, XIV, and XVI, the deter-
mination of financial eligibility must be on a basis that is comparable
as among the people who, except for their income and resources, would
be recipients of money for maintenance under the other public assist-
ance programs. Thus, the income and resources limitation for the
aged must be comparable to that set for the disabled and blind and
must also have a comparability for that set for families with children
who, except for their income and resources, would be eligible for
AFDC. The scope, amount, and duration of medical assistance
available to each of these groups must be equal.

The committee has amended the House bill, however, so that this
provision as to comparability does not apply in the case of services
in institutions for tuberculosis or mental diseases. Federal financial
participation is authorized only with respect to recipients aged 65
and over in mental and tuberculosis institutions so it would not be
appropriate to include them within the scope of this provision.

(d) Determination of need for medical assistance

The committee bill would make more specific & provision now in
the law that in determining eligibility for and the extent of aid under
the plan, States must use reasonable standards consistent with the
objectives of the titles. Although States may set a limitation on in-
come and resources which individuals may hold and be eligible for aid,
they must do so by maintaining a comparability among the various
categorical groups of needy people. Whatever level of financial
eligibility the State determines to be that which is applicable for the
eligibility of the needy aged, for example, shall be comparable to that
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which the State sets to determine the eligibility for the needy blind and
disabled; and must also have a comparability to the standards used
to determine the eligibility of those who are to receive medical assist-
ance as needy children and the parents or other relatives caring for
them.

Another provision is included that requires States to take into ac-
count only such income and resources as'(determined in accordance
with standards prescribed by the Secretary), are actually available
to the applicant or recipient and as would not be disregarded (or set
aside for future needs) in determining the eligibility for and the
amount of the aid or assistance in the form .of money payments for
any such applicant or recipient under the title of the Social Security
Act most appropriately applicable to him. Income and resources taken
into account, furthermore, must be reasonably evaluated by the States.
These provisions are designed so that the States will not assume the
availability of income which may not, in fact, be available or over-
evaluate income and resources which are available. Examples of in-
come assumed include support orders from absent fathers, which have
not been paid or contributions from relatives which are not in reality
received by the needy individual. '

The committee has heard of hardships on certain individuals by
requiring them to provide support and to pay for the medical care
needed by relatives. The committee believes it is proper to expect
spouses to supFort each other and parents to be held accountable for,\
the support of their minor children and their blind or permanently“
and totally disabled children even though 21 years of age or older. |
Such requirements for support may reasonably include the payment
by such relative, if able, for medical care. Beyond such degree of rela-
tionship, however, requirements imposed are often destructive and
harmful to the relationships among members of the family group.
Thus, States may not include in their plans provisions for requiring
contributions from relatives other than a spouse or the parent of a
minor child or children over 21 who are b{)ind or permanently and
totally disabled. Any contributions actually made by relatives or
friends, or from other sources, will be taken into account by the State
in determining whether the individual applying for medical assistance
is, in fact, in need of such assistance.

The bill also contains a provision designed to correct one of the
weaknesses identified in the medical assistance for the aged program.
Under the current provisions of Federal law, some States have en-
acted programs which contain a cutoff point on income which deter-
mines the financial eligibility of the individual. Thus, an individual
with an income just under the specified limit may qualify for all of
the aid provided under the State plan. Individuals, however, whose
income exeeds the limitation adopted by the State are found ineligible
for the medical assistance provided under the State plan even though
the excess of the individual’s income may be small. when compared
with the cost of the medical care needed. In order that all States
shall be flexible in the consideration of an individual’s income, the
committee bill requires that the State’s standards for determining eligi-
bility for and extent of medical assistance shall take into account, ex-
cept to the extent prescribed by the Secretary, the cost—whether in the
form of insurance premiums or otherwise—incurred for medical care
or any other type of remedial care recognized under State law. Thus,

R
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before an individual is found ineligible for all or part of the cost of his
medical needs, the State must be sure that the income of the individual
has been measured in terms of both the State’s allowance for basic
maintenance needs and the cost of the medical care he requires.

This determination must be made by the agency administering the
old-age assistance or combined adult program;i.e., the welfare agency.

The State may require the use of all the excess income of the indi-
vidual toward his medical expenses, or some proportion of that
amount. In no event, however, with respect to either this provision
or that described below with reference to the use of deductibles for
certain items of medical service, mnay a State require the use of income
or resources which would bring the individual’s income below the
amount established as the test of eligibility under the State plan.
Such action would reduce the individual beﬂ)w the level determined
by the State as necessary for his maintenance.

The bill contains several interrelated provisions which prohibit or
limit the imposition of any deduction, cost sharing, or similar charge,
or of any enrollment fee, premium, or similar charge, under the plan.

No deduction, cost sharing or similar charge may be imposed with
respect to inpatient hospital services furnished under the plan. This
provision is related to another provision in the bill which requires
States to pay reasonable costs for inpatient hospital services provided
under the plan. Taken together, these provisions give assurance that }
the hospital bill incurred by a needy individual shall be paid in full |
under the provisions of the State plan for the number of days covered
and that States may not expect to require the individual to use his
income or resources (except such income as exceeds the State’s main-
tenance level) toward that bill. The reasonable cost of inpatient
hospital services shall be determined in accordance with standards
approved by the Secretary and included in the State plan.

For any other items of medical assistance furnished under the plan,
a charge of any kind may be imposed only if the State so chooses, and
the charge must be reasonably related to the recipient’s income or his
income and resources. The same limitations apply in the case of any
enrollment fee, premium, or similar charge imposed with respect to
inpatient hospital services. The Secretary is given authority to issue
standards under this provision, which it 1s expected will protect the
income and resources an individual has which are necessary for his
nonmedical needs.

The hospital insurance benefit program included under other pro-
visions of the bill provides for a deductible which must be paid in
connection with the individual’s claim for hospitalization benefits.
The committee is concerned that hospitalization be readily available~
to needy persons and that the necessity of their paying deductibles :
or cost sharing shall not be a hardship on them or a factor which may }
prevent their receiving the hospitalization they need. For this rea- |
son, the committee’s bill provides that the States make provisions,
for individuals 65 years or older who are included in the new plan,
of the cost of any deductible or cost sharing imposed with respect to
individuals under the program established by the hospital insurance
provisions of the bill. y

A State medical assistance plan may provide for the payment in
full of any deductibles or cost sharing under the insurance program
established by part B of title XVIII. In the event, however, the
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State plan provides for the individual to assume a portion of such
costs, such portion shall be determined on a basis reasonably related
to the individual’s income, or income and resources and in conformity
with standards issued by the Secretary. The Secretary is authorized
to issue standards—under this provision which, it is expected, will
protect the income and resources of the individual needed for his

aintenance—to guide the States. Such standards shall protect the

/;;lcome and resources of the individual needed for his maintenance and
provide assurance that the responsibility placed on individuals to

i share in the cost shall not be an undue burden on them.

A Titles I and XVI authorizing the medical assistance for the aged
program now provide that the States may not impose a lien against
the property of any individual prior to his death on account of medical
assistance payments except pursuant to a court judgment concerning
incorrect payments, and prohibit adjustment or recovery for amounts
correctly paid except from the estate of an aged person after his death
and that of his surviving spouse. This provision, under the com-
mittee bill, has been broadened so that such an adjustment or recovery
would be made only at a time when there is no surviving child who is
under the age of 21 or who is blind or permanently and totally disabled .
(e) Scope and definition of medical services

“Medical assistance’” is defined under the bill to mean payment of
all or part of the cost of care and services for individuals who would if
needy, be dependent under title IV, except for section 406(a)(2), and
are under the age of 21, or who are relatives specified in section 406
(b)(1) with whom the child is living, or who are 65 years of age and
older, blind, or permanently and totally disabled, but whose income
and resources are insufficient to meet all their medical care costs.
The bill, as do current provisions of law, permits Federal sharing in
the cost of medical care provided up to 3 months before the month
in which the individual makes application for assistance. Thus, the
scope of the program includes not only the aged, blind, disabled, and
dependent children as defined in State plans, but also children under
the age of 21 (and their caretaker relatives) who come within the scope
of title IV, except for need and age, even though they may not be
defined as eligible under a particular State plan.

The House bill contains a list of services, the first five of which
the States are required to include in their plans, if they elect to
implement title XIX, and the remainder of which are optional with
the States. The required services are:

Inpatient hospital services.

Outpatient hospital services.

Other laboratory and X-ray services.

Skilled nursing home services.

Physicians’ services, whether furnished in the office, the
patient’s home, a hospital, or a skilled nursing home or elsewhere.

These minimum items of service are to become effective July 1, 1967,
for States having plans in effect; until then a State plan must include—
as now provided in titles I and XVI—some institutional, and some
noninstitutional services. '

The committee believed that some dental services should be required
as to individuals under the age of 21. The committee plan limits the
required ‘“skilled nursing home services” to individuals 21 or older
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and excludes from the definition of the required ‘‘in-patient hospital
services and” skilled nursing home services those services which are
in an institution for tuberculosis and mental diseases. This latter
amendment would help make it clear that it is optional rather than
mandatory for a State to include services for the aged in tuberculosis
or mental institutions.

Other items of medical service which the States may, if they wish,
include in their plans are:

Medical care or any other type of remedial care recognized
under State law, furnished by ﬂcensed practitioners within the
scope of their practice as defined by State law.

Home health services.

Clinic service.

Skill nursing home services (for persons under 21).

Private duty nursing service.

Dental service (for persons 21 or over).

In-patient hospital and skilled nursing home services for persons
65 or over in an institution for tuberculosis or mental diseases.

Physical therapy and related services.

Prescribed drugs, dentures, prosthetic devices, and eyeglasses
prescribed by a physician skilled in diseases of the eye or by an
optometrist, whichever the individual may select.

Other diagnostic, screening, preventive, and rehabilitative
services.

Any other medical care, and any other type of remedial care
recognized under State law, specified by the Secretary.

The States must pay the reasonable cost of in-patient hospital
services for the number of days of care provided under the plan.

Among the items of medicarservices which the States may include
is medical care, or any other type of remedial care recognized under
State law, furnished by licensed practitioners within the scope of
their practice as defined by State law. Under this provision, a State
may, it it wishes, include medical and remedial services provided by
chiropractors, optometrists, and podiatrists, and Christian Science
practitioners, if such practitioners and services are licensed by the
State.

If a State chooses to provide eyeglasses as a service under the plan,
the committee believes that the individual recipient should be free
to select either a physician skilled in diseases of the eye or an opto-
metrist to provide these glasses. Many small communities do not
have qualified ophthalmologists but do have optometrists who are
competent to provide, fit, or change eyeglasses.

In addition to the items specifically listed, the Secretary is author-
ized to define any other medical care or any other type of remedial care
recognized under State law which he believes might be provided by the
States and in which the Federal Government will participate
financially.

The State plan may not include any individual who is an inmate of
o public institution, except as a patient in a medical institution; nor
may it include any individual under the age of 65 who is a patient
in an institution for tuberculosis or mental diseases.

Under title XIX, it will be possible for States to give medical as—
sistance to persons 65 years of age and older who are in mental and
tuberculosis institutions and to otherwise eligible persons of any age

1
v

e

L



82 SOCIAL SECURITY AMENDMENTS OF 1965

+with a diagnosis of psychosis or tuberculosis and who are receiving
/ care in other medical institutions. Under the House bill, if the plan
. includes medical assistance for patients in institutions for mental
diseases or tuberculosis, various requirements are specified for in-
clusion in the State plan with respect to these individuals and various
other fiscal and other provisions are included. The committee has
amended the House bill so- that the special provisions will only apply
as to medical assistance to aged persons in mental institutions.
These provisions are identical with those included in title IT, part 3,
of the bill and are explained elsewhere in this report.

" Medical assistance provided under the bill may include payment for
care and services provided at any time within the month in which an
individual becomes eligible or ineligible for assistance, e.g., by attain-
ing a specified age. This avoids the administrative inconvenience of
having to segregate bills by the day of the month on which care or serv-
ices were provided and is consistent with the monthly pattern of bene-
fits under the other public assistance titles.

(f) Other conditions for plan approval

Title XIX requires that the Secretary approve any plan which
fulfills the plan requirements specified and described above and which
does not contain certain other conditions. Under these provisions, a
State plan may not include an age requirement of more than 65 years.
Effective July 1, 1967, States may not, under the provisions of your
committee bill, exclude any individual who has not attained the age
of 21 and is, or would, except for the provisions of section 406(a)(2)
be a dependent child under title IV. Thus, States will include within
the scope of their plan all children under the age of 21-—whether or
not they are atten(gng school or taking a program of vocational train-
ing—who would otherwise be within the scope of eligibility of a de-
pendent child as defined under title IV of the Social Security Act.
This provision was included in order to provide assurance that chil-
dren under the age of 21 will have their medical needs met if they
are either a member of a family receiving a money payment under
title IV of the Social ‘Security Act or a member of a family which has
the need and other characteristics described under title IV.

The Secretary would be prohibited from approving any plan which
imposed a residence or citizenship requirement that goes beyond those
now in title T and title XVI as they relate to the medical assistance
for the aged program. In addition, the Secretary is directed not to
approve any State plan for medical assistance if he finds that the ap-
proval and operation of the plan will result in a reduction in the level
of aid or assistance provided for eligible individuals under title I, IV,
X, X1V, or XVI. An exception is provided allowing States to reduce
such aid to the extent that assistance now provided under titles I, IV,
IX, XIV, and XVI is to be provided under title XIX. The reason
the committee recommends the inclusion of this provision is to make
certain that States do not divert funds from the provision of basic
maintenance to the provision of medical care. If the Secretary should
find that his approval of a title XIX plan would result in a reduction
of aid or assistance for persons receiving basic maintenance under the
public assistance titles of the Social Security Act (except as specified
above) he may not approve such a plan under title XIX. The com-
mittee recognizes the need and urgency for States to maintain, if not
improve, the level of basic maintenance provided for needy people
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under the public assistance programs. The provision is intended to
prevent any unwarranted diversion of funds from basic maintenance
to medical care.

(9) Financing of medical assistance

The committee bill provides for payments under title X1X, begin-
ning with the quarter commencing January 1, 1966. States with ap-
proved plans would receive an amount equal to the Federal medical
assistance percentage of the total amount expended during a quarter as
medical assistance under the State plan. This percentage is described

‘below. The amount expended as medical assistance for purposes of

Federal matching include expenditures for premiums under part B
of title XVIII for individuals who are recipients of money payments
under one of the Federal-State public assistance programs. This
may include payment of premiums for those individuals covered under
agreements between the State and the Secretary, and also for other
money payment recipients who are eligible under part B of title
XVIII. In addition, expenditures for other insurance premiums for
medical 