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limitation of 4% proposed by the President is expected

to cause the assignment rate to drop significantly.

In addition, the $250 cap would apply only to covered
charges. Physician billings over the Medicare-recognized
level are not considered covered and thus would not be
credited towards the $250 limit.









THE WHITE HOUSE

WASHINGTON

March 9, 1976

MEMORANDUM FOR: PAUL O'NEILL
ART QUERN

FROM: SPENCE JOHNSON

SUBJECT: Major risk health insurance discussion
points

This memorandum outlines some of the preliminary key findings
and assumptions gained from a review of the feasibility

of providing major risk (catastrophic) health insurance

to the general population by a mandate to employers or
health insurance companies. Much of this information was
gained from two meetings: insurors (both the Blues and
commercials) on February 23rd, and business and industry
(both national associations and specific corporations) on
March 4th.

The main purpose of these meetings was to attempt to establish
the availability of major risk health insurance and the market-
ing trends. It is immediately evident that major risk insurance
is readily available to all covered groups and that the insurors
are actively expanding their marketing efforts. For the pur-
poses of our discussion catastrophic coverage includes any
health insurance structure that provides a limit on insured
out-of-pocket liability with outer limits of $100,000 to
$250,000 and usually based on a high basic or major medical
program.

The marketing trends for major risk health insurance are very
positive. A recent survey by HIAA shows that 76% of all
employees covered under new major medical benefit policies

by their member companies have maximum limits of $100,000

or more. This compares with 29% in 1973 and 1% in 1970.

About 85 million persons are covered under group major

medical policies and 50% have maximum benefits of $100,000

or more as compared with 27% in 1973.

Also, Blue Cross and Blue Shield plan to offer catastrophic
to the éntire working population of the nation and have en-
rolled six million people during the last year. 1In addition,
Prudential has undertaken the marketing of a new major risk
insurance program. At the same time business is very re-



ceptive to these programs and their interest is limited
only by labor's continued negotiation ¥or first dollar
coverage.

It is clear that the availability of reasonably priced
catastrophic insurance for groups is not a problem and
that there is no market imperfection.

Other findings include:

1) The problem in availability occurs in employer
groups under 25, individuals, and the working
uninsured. Free standing catastrophic is opposed
here because of the actuarial concept that it must
be based on high basic and major medical coverage.
Also, the major problem for these catagories is
the availability of reasonably priced basic
coverage. An option here may be the establish-
ment of state-wide pools for high basic and
major medical coverage and then the insurors
will be willing to write the catastrophic coverage.

2) There is a belief that free standing major risk
insurance will promote higher cost. Although this
concept has validity, it undoubtedly will occur
anyway. Under current conditions insurance com-
panies are basing their catastrophic programs on
a solid foundation of first dollar coverage with
minimal deductibles. Therefore, the consumer
will have unlimited coverage and there will be
no disincentives in this system to reduce utiliza-
tion.

3) A Presidential initiative through employers or
insurors will only help those with basic coverage,
and would be viewed as only cosmetic tinkering with
the system. In essence he would be solving a non-
problem.

4) The President now faces a real danger that the
Congress will pass his Medicare catastrophic pro-
posal without cost sharing, in the fall. Also,
it is not unlikely that the Senate would tack on
the Long-Ribicoff Health Insurance proposal for o
catastrophic coverage. The danger here is the jifvam?g
problem of the dropping deductible. Fe ‘



5) A preferred method of implementing a major risk
insurance problem would be with income related
deductibles. Relatively high deductibles
($1,500 to $2,000) in lieu of first dollar
coverage are desirable but nearly impossible
to trade off under the current health insurance
structure. Also, this exceeds the regulatory
involvement the President has in mind.

In summary, a mandated major risk insurance program

through employers and insurors is unnecessary given the
increased availability, acceptability and marketing trends
of catastrophic coverage. Such a program would benefit
those who least need it, the majority of the working popu-
lation covered by high basic and major medical programs.

A more serious problem exists with groups under 25, indi-
viduals, and the working uninsured. A serious danger
exists that the Congress will pass the President's Medicare
catastrophic proposal without cost sharing, as well as
adding on a Long-Ribicoff type proposal. Finally, cost

and utilization will continue to become even more serious
factors under the current health insurance structure which
will offer coverage ranging from first dollar to a

$100,000 to $250,000 limit with no utilization disincentives.

Attachments:

A - Number and Trend of Persons having Catastrophic
Coverage (HIAA)

B - Attendees, Insuror Meeting, February 23, 1976

C - Attendees, Business and Industry Meeting,
March 4, 1976










































THE WHITE HOUSE INFORMATION

WASHINGTON

March 26, 1976

MEMORANDUM FOR: THE PRES NT

FROM: JIM CANNO

SUBJECT: Catastro Cc Health Insurance
' Initiative

You directed HEW, OMB and the Domestic Council to
evaluate mandated catastrophic health insurance
coverage through private market mechanisms for the
non-age population. A report of the review under-
taken by HEW by Secretary Mathews is attached.

Questions involving the availability, trends and
marketing problems in the provision of catastrophic
health insurance were examined in meetings with

the insurance industry and business. 1In addition,
the Department conducted its own investigation of
these issues. :

Sufficient information has been obtained to reach
conclusions on some of these key questions.

The findings show that there has been rapid expansion
of catastrophic coverage recently and there are no
market imperfections that would tend to slow the rate
of that expansion. 1In fact, most likely less than

1% of the population would benefit from a federal
mandate requiring catastrophic coverage. Although
these indications are very positive there is a
problem with insurance coverage for low income
persons and individuals with a high medical risk.

I concur with Secretary Mathews that a Federal mandate
for catastrophic insurance coverage, either through the
employer or the insurance company, is not necessary.




THE SECRE_:TARY OF HEALTH, EDUCATION. AND WELFARE
WASHINGTON,D.C.20201

MAR 19 1976

MEMORANDUM FOR THE PRESIDENT

SUBJECT: Catastrophic Health Insurance Initiative

You asked the Department, OMB and the Domestic Council to investigate
possible initiatives in catastrophic health insurance coverage for
the non-aged population using the private market mechanisms. This
review has been undertaken under Departmental auspices. Though
incomplete, sufficient information has already been obtained to

reach conclusions about some of the key questions which stimulated
the review.

Two meetings have been held to date: one with the insurance industry
and the other with business. They are summarized at Tab A. Broad
governmental participation was obtained at these meetings (OMB,
Domestic Council, Council of Economic Advisors, Commerce, Labor,
Small Business Administration and the Federal Insurance Administration
of HUD). The key questions involved the availability, trends and
market problems, if any, in the provision of catastrophic health
insurance protection. The findings were as follows:
. There has been a rapid expansion of catastrophic coverage in
recent years. A recent survey reported that gver 75 percent
of new policies being written have lifetime limits on benefit
payments in excess of $100,000 and, increasingly, limits are
being raised to $250,000 or removed altogether. This contrasts
with the situation five years ago when benefit limitations of
$10,000-$25,000 or 30-60 days of hospitalization were quite
common.

. There are no market imperfections that would tend to slow the
rate of expansion. All major insurors offer plans which would
meet the definition of catastrophic coverage.*

/

* The two most common definitions used are: {3
<

1. A plan with high annual or lifetime benefits, e.q., RN

$100,000 or more; -,

2. A plan that has a maximum out-of-pocket liability, i.e., waives -
all patient cost-sharing after deductibles or coinsurance have
reached a predetermined level, e.g., $1000-$2000 per family,
per year, '
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Page 2 ~- Memorandum for the President

. Probably less than one percent of the population would benefit
from a Federal mandate requiring catastrophic coverage.

. Although improvements in providing catastrophic coverage are
evident, there are still groups who have difficulty obtaining
any kind of health insurance. These are employees of very
small business, the non-employed, and the self-employed. These
individuals often have high health risks and/or they are low-
income, and are in the greatest need of assistance; but cata-
strophic coverage would do little to help them. Protection
for this group need be approached from a broader perspective.

We will be meeting on March 25 with representatives of organized
labor to add to what we have already learned. However, from our
discussions to date, and from what we know about labors position,

a national catastrophic health insurance plan will be viewed by many
knowledgeable critics as an inappropriate response to the real
problem of financial access to health care.

Accordingly, we believe that a Federal initiative to insure the
availability of catastrophic coverage for the vast bulk of the
employed population is not warranted at this time. There is, however,
reason to be concerned about the rising costs of health insurance and
health care plus the problems of access to care for the low income
and high risk population. We will continue to explore possible
solutions to these problems as well as continue to follow the develop-
ments in catastrophic coverage.

/8/David Mathews

Secretary

Attachments:
Tab A - Report on meetings with health insurors and business.

Tab B -~ Selected statistical information on health insurance coverage.
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CATASTROPHIC HEALTH INSURANCE
Report on Meeting with Health Insurors (2/23/76) and Business (3/4/76)

Meeting with Health Insurors

Key issues identified and discussed:

1. Catastrophic coverage is already available to a vast majority of
the population. (According to the Health Insurance Association
of America, in 1974 approximately 146 million out of 188.5 million,
or 77 percent of the under age 65 population, had such coverage.)

2. Significant improvements, particularly in the past five years,
have been made to improve major medical coverage by:

- expanding the limits of liability to $100,000 or more
(HIAA estimates in 1975 that 50 percent of the 85 million
persons insured under commercial health insurance groups
contracts had maximum benefits of $100,000 or more com-
pared to 27 percent in 1973 and ahout 1 percent in 1970).

- placing limits on beneficiary out-of-pocket liability
(HIAA estimates approximately one-third of those insured
under group contracts have built in out-of-pocket limits.
Three years ago this type of coverage was virtually non-
existent.)

- providing more generous reimbursement for covered services.
(One set of statistics furnished by HIAA showed that 40.5
percent of employees had coverage for full payment of semi-
private room compared to 22.8 percent in. 1970.)

Although some individuals could still incur catastrophically

high out-of-pocket expenses even if insured under a major medical
contract, depending on the benefit package, reimbursement levels,
and liability limits, the estimated percentage is very low.
Unfortunately, there are no recent statistics indicating degree
of out-of-pocket liability for health services related to type

of health insurance coveragde.

3. Although improvements in providing catastrophic coverage are
evident, there are still groups who have difficulty obtaining
any kind of health insurance. These are employees of very
small business, the non-employed, and the self-employed. These .
individuals often have high health risks and/or they are low-
income. Premium levels necessary to insure them must therefore
be high and their ability to finance those premiums is very
limited.
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Meeting with Business

A Federal mandate requiring that catastrophic coverage be under-
written and made universally available will do little good for
those working in larger firms since such coverage is typically
already available. Unless premiums are subsidized, such a
mandate would not help those in greatest need, because the low-
income and high health risk will not be able to afford it.

A mandate for catastrophic coverage, even with subsidy, would
probably not be very popular because the purchaser prefers
coverage with low or no cost-sharing. The health insurance
product has evolved in this country by first providing coverage
for hospital care; second coverage for medical care; and third
coverage for catastrophic health care costs. Making catastrophic
coverage available before basic hospital and medical care coverage
is contrary to insurance industry selling and consumer buying
patterns.

Key issues identified and discussed:

l.

Big business typically provides catastrophic coverage to

employees in one form or another through various insuring arrange-—
ments. Any mandate requiring a specific structure for cata-
strophic protection will likely afford little, if any, better
protection for these employees, but will require an administrative
restructuring of existing contracts.

Any business with 10 or more employees should have access to
health insurance which includes catastrophic coverage. Typically,
any business regardless of size should have access to coverage
unless the employee group represents an unusually high risk.

In spite of this, according to Small Business Administration

. figures, 12-14 million employees of small businesses have no

health insurance through their employment.

Small businesses hiring skilled workers typically offers a good
health insurance package, because this fringe benefit is necessary
to compete in the labor market. Low-skilled workers in small
business are typically the ones without adequate health insurance
coverage.
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Increasing costs of fringe benefits, especially health insurance,
are causing employers to rethink theiﬁ hiring practices by
limiting numbers of full-time employees, asking for more over-
time, and/or hiring part-time employees.

The experience-rating concept for setting premium levels was
generally favored over community-rating. Large business,
especially, believes company supported activities such as drug
abuse and alcoholism and direct delivery services such as a
company physician have a favorable impact on utilization which
in turn is rewarded through experience-rating. This would not
be the case through community-rating.

Business is primarily concerned about rising health care costs,
which in turn are driving up premiums. The feeling is that
individual companies, regardless of size, can do little to
control costs except to get involved in broader community
activities, such as health planning.

Business is generally opposed to catastrophic health insurance
except in the context of comprehensive coverage. In fact, the
Washington Business Group on Health and National Asscciation
of Manufacturers have already come out with this position.



' INSURORS
MEETING ON CATASTROPHIC HEALTH INSURANCE
February 23, 1976
Chart Room

INVITED PARTICIPANTS

INSURORS

Blue Cross Association

Gerald Green
Jim Hutchinson
Alan Richards

Equitable

Morton Miller

Health Insurance Association of America

Les Hemry
Paul Hawkins
Dave Robbins

National Association of Blue Shield Plans

Bill Ryan
Mike McDonald
Charles Sonneborn

Prudential

Jack Kittredge

GOVERNMENT
White House
Grady Means

Domestic Council

Spencer Johnson
Sarah Massengale



1 Office of Management and Budget

Vic Zafra
Lynn Ethridge

Council of Economic Advisors

June O'Neill

Department of Commerce

Patricia Gwaltney

Federal Insurance Administration

Robert Hunter

Department of Health, Education, and Welfare

Stuart Altman
Peter Fox

Don Nicholson
Ron Klar

Gene Moyer
Mel Blumenthal

R
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BUSINESS
MEETING ON CATASTROPHIC HEALTH INSURANCE
Thursday, March 4, 1976
Chart Room

INVITED PARTICIPANTS

National Associations

Chamber of Commerce - Rose Wooden

National Federation of Independent Business - James Sheahan
National Manufacturers' Association - Brenda Ballard
Washington Business Group on Health - Willis Goldbeck

Corporations

American Can - John Prescott
Comsonic - Warren Braun

Coopers and Lybrand - Bill McHenry
Exxon - Henry Chase

Ford - Jack Shelton

General Motors - Tony deShaw
Goodyear - Dick Martin

Honeywell - Glen Skovholt
Sherwin~Williams - Robert Carpenter
U.S. Steel - Frank Beebe

Government

White House - Grady Means

Domestic Council - Spencer Johnson and Sarah Massengale
Office of Management and Budget - Vic Zafra and Lynn Ethridge
Council of Economic Advisors - June O'Neill .
Department of Commerce - Particia-Gwaltney
Department of Labor - Martin Nemerow
Small Business Administration - Anthony Stasio and Joe Gwoyer
Federal Insurance Administration - Robert Hunter
Department of Health, Education and Welfare - Stuart Altman
Peter Fox
Don Nicholson
Stu Schmid
‘Ron Klar
Gene Moyer
Mel Blumenthal
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- HEALTH INSURANCE COVERAGE: SELECTED STATISTICS

Extent of Health Insurance Coverage

° 80 percent of the under-65 population have private coverage
for hospital services

° 77 percent have private coverage for surgical and other
inhospital physician services

° 60 percent of the U.S. population have some private out-of-
hospital physician services coverage

° 90 percent of the U.S. population has some coverage under a
private insurance plan or a public program such as Medicaid.

Protection Against High Medical Expenses

Some plans offer little real protection against high medical expenses.
For example, a plan might pay for only 60 days in the hospital. More
comprehensive protection covering a broader array of services and

paying higher total amounts is usually provided as a policy component
labeled "major medical" coverage. Benefit limits under such coverage
range from $10,000 upwards; in some cases there are no limits at all.

° 60 percent of the U.S. population has some type of major
medical coverage.

° 75 percent of employees who have any group coverage at all have
major medical coverage.

Since 1972 there has been a pronounced trend toward higher benefit

limits among group major medical plans.

° 50 percent of persons with major medical coverage have benefit
limits of $100,000 or more, compared to 20 percent five years ago.

° 75 percent of group plans recently updated provide for $100,000
or more in benefits.

In addition to major medical coverage, which typically provides pro-
tection against catastrophic illness, other forms of health insurance
provide equal or better protection. Examples of these type plans are
health maintenance organizations (HMOs) and insurance structures
which provide generous benefits for hospital and hospital-related
medical care, even though ambulatory care may be excluded.
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e Approximately 10 percent of our under age 65 population have
coverage under HMOs or high basic plans.

Out-of-pocket expense limits. Major medical coverage typically
carries a 20 or 25 percent coinsurance provision. Consequently,
there remains some risk of financial catastrophe regardless of how
high the benefit limit might be. (With a 20 percent coinsurance
stipulation, a $100,000 benefit limit is reached when total expenses
are $125,000; out-of-pocket liability is $25,000.)

In recognition of this, most of the larger insurance carriers have
recently begun making available a provision limiting out-of-pocket
liability to some specific sum, usually $1,000 to $2,000, and the
trend is clearly in the direction of expanding this feature.

° Over 25 percent of employees with group coverage are now
protected by a maximum liability provision, compared to
almost none only three years ago.





