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WORKING FAMILIES IN FINANCIAL CRISIS:
MEDICAL DEBT AND BANKRUPTCY

TUESDAY, JULY 17, 2007

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON COMMERCIAL
AND ADMINISTRATIVE LAW,
COMMITTEE ON THE JUDICIARY,
Washington, DC.

The Subcommittee met, pursuant to notice, at 1:15 p.m., in Room
2141, Rayburn House Office Building, the Honorable Linda
Sanchez (Chairwoman of the Subcommittee) presiding.

Present: Representatives Sanchez, Conyers, Johnson, Lofgren,
Delahunt, Watt, Cohen, Cannon, Jordan, and Franks.

Staff present: Susan Jensen-Lachmann, Majority Counsel; Daniel
Flores, Minority Counsel; and Adam Russell, Professional Staff
Member.

Ms. SANCHEZ. The Subcommittee on Commercial and Adminis-
trative Law will come to order.

Without objection, the Chair is authorized to declare a recess at
any point.

Before we begin with today’s agenda, we have some unfinished
business from our hearing, last Thursday, regarding Ms. Harriet
Miers. Having reviewed the pertinent part of the transcript from
the hearing, reviewed relevant precedents, and consulted with the
parliamentarian, the Chair is prepared to reconsider her ruling re-
garding the words of the gentleman from North Carolina.

Without objection, that hearing is hereby reconvened, and the
Chair’s ruling is vacated.

I recognize the gentleman from Utah, our distinguished Ranking
Member, to identify the words he believed to be unparliamentary.
Mr. Cannon?

Mr. CANNON. Thank you, Madam Chair.

The Committee has provided a transcript. I think the easiest way
to identify the words 1s by identifying the lines in the transcript,
which I think should be sufficient for our purposes.

So on page 51 of the Committee transcript, beginning with line
1205 and continuing down through line 1224, and then on the fol-
lowing page, beginning with line 1239 and continuing through line
1242,

Mr. WATT. Madam Chair?

Ms. SANCHEZ. I would recognize the gentleman from North Caro-
lina and ask if he wishes to ask unanimous consent to withdraw
those words.

o))
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Mr. WATT. I do ask unanimous consent to withdraw the words
identified by Mr. Cannon.

Mr. CANNON. Madam Chair, resuming the right to object.

Mr. WATT. He has shown me the words, and I have reviewed
them. So I ask unanimous consent to withdraw them.

Ms. SANCHEZ. Thank you. The gentleman asks unanimous con-
sent.

The gentleman from Utah is recognized under his reservations.

Mr. CANNON. Thank you, Madam Chair.

First of all, I would like to thank you and also the staff for doing
a remarkably thoughtful job on resolving this concern.

Let me say that I really appreciate the passion of Mr. Watt. He
has been a dear friend. We have worked together on many, many
issues, including protecting voice-over protocol or voice on Net from
regulation. I think he is actually the father of the fact that we can
do Internet telephony without regulation and that through the
Committee or his Ranking Member he had the courage to bring an
amendment. And so, I reluctantly objected to his words the other
day and appreciate him as a person.

This is an issue that has encouraged a great deal of passion. And
I understand that. I just hope as we continue that the majority will
consider the evidence and proceed with calm rationality, which I
personally expect will mean that we move on to other issues rel-
atively soon.

Thank you, Madam Chair. And I withdraw my reservation.

Mr. WATT. Mr. Cannon?

Mr. CANNON. I yield to the gentleman.

Mr. WATT. Will the gentleman yield for a second?

Ms. SANCHEZ. The gentleman yields time.

Mr. CANNON. I would be pleased to yield.

Mr. WATT. I just wanted to say a few words, if it is okay with
the gentleman.

Mr. CANNON. Certainly.

Mr. WATT. First of all, I appreciate the spirit in which the gen-
tleman has proceeded. And I appreciate the spirit in which the
Chair of the Committee has proceeded. I operated in a legal frame-
work for 22 years before I came to this Committee. And there are
certain rules that applied there.

And I have been in this context for 15 years. And there are cer-
tain rules of process that apply here. Once I became aware that the
parliamentarian had decided that—had ruled or found that the
words I used were unparliamentary, I certainly didn’t hesitate to
seek to withdraw those words.

There is one by-product of this that I wanted to comment on and
actually apologize for because some people have interpreted what
I said, although having reviewed the words that I said, I never said
what people have interpreted as.

Some people have interpreted what I said to be that I said that
the President of the United States was a liar. I want to make it
clear that that is not in the transcript, first of all.

And if it were in the transcript or to the extent that people inter-
preted what I had to say as saying that the President is a liar, I
want to make sure I apologize to the President for that because the
President is a personal friend of mine. And I don’t want anybody
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left \lzvith the impression that I think the President in general terms
is a liar.

So I appreciate the gentleman yielding. And I will yield back to
the gentleman.

Mr. CANNON. I thank the gentleman.

And let me point out that having known the gentleman for years
and having had many, many courtesies on this Committee ex-
tended to me by the gentleman, I want to reaffirm his words that
his intentions were not, as has been characterized in some cir-
cumstances.

And, Madam Chair, I would also like to make just one other
point. That is that a Member of the full Committee who is not a
Member of this panel, Dan Lungren, got engaged in this issue early
and with some intensity. And I think his intentions were to main-
tain the integrity of this body.

I think he acted honorably. And I just want it to be clear. There
was an article in the newspaper that suggested I did things that
he actually did. And those are thoughtful things. And I thought he
ought to be credited with his position.

The fact is this is a complicated environment that we live in. The
rules are complicated. And unparliamentary speech differs from
one person to another. And I appreciate, again, the very gentle way
you have handled this issue and would yield back the balance of
my time,

Ms. SANCHEZ. I thank the gentleman.

And I thank the gentleman from North Carolina also for his
thoughtful remarks.

Hearing no objection, the words of the gentleman from North
Carolina that the gentleman from Utah has identified are with-
drawn.

And, without objection, those words are struck from the tran-
script and the record.

The Chair would remind all our Members that as we debate the
important and sensitive issues that come before this Subcommittee
we must all take care not to misdirect the strong feelings that
these issues can bring about toward our House and Senate col-
leagues or toward officials in the executive branch. I thank the
Members for their time and their patience.

And with that, the continuation of the Subcommittee hearing on
Commercial Administrative Law from last week is adjourned. And
we will now move on to today’s hearing.

Pursuant to notice, this hearing of the Committee on the Judici-
ary, Subcommittee on Commercial Administrative Law will now
come to order. I will now recognize myself for a short statement.

Today’s hearing will focus on one of the most critical challenges
facing hard-working American families, namely the financial con-
sequences of medical debt and how it all too often leads to bank-
ruptcy. Although our Nation is among the wealthiest in the world,
the United States is one of the few industrialized countries that do
not provide health care for all of its citizens, unlike most other in-
dustrialized nations.

Medicare and Medicaid cover only the elderly and indigent. Ev-
eryone else is responsible for finding their own insurance, the cost
of which has skyrocketed in recent years.
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Sadly, many American families cannot afford to pay for their
health insurance. Some simply earn too much money to qualify for
public health insurance but earn too little to afford private insur-
ance coverage. They are effectively caught in a catch-22, putting
many at risk of financial ruin.

As a result, many Americans are going without insurance. In
2005, for example, approximately 45 million or 15 percent of Amer-
icans had no health insurance. Even the insured face possible eco-
nomic disaster. Excessive premiums and deductibles, low coverage
caps, and uninsured medical conditions are just some of the rea-
sons why families that have health insurance risk financial ruin
should somebody get sick.

How is this crisis treating American families? Well, not very
well, I think. Studies show that many are skipping recommended
treatments, not filling critical drug prescriptions, postponing doctor
appointments, and cutting back on other essentials like food.

We know, particularly based on this Subcommittee’s last two
bankruptcy hearings, that Americans file for bankruptcy relief for
a vast variety of reasons. We learned, for example, that when a
major airline shirks its pension responsibilities and cuts wages, the
employees and retirees face possible financial ruin.

This past May, we learned how the sub-prime mortgage industry
is pushing more and more American home owners into bankruptcy.
Today we will hear about a watershed study examining the role of
illness and other medical factors contributing to bankruptcy. One
of the shocking findings of this study is that nearly 50 percent of
consumer debtors have had a major illness or health problem that
propelled them into bankruptcy.

I would be remiss if I did not recognize the leadership of Chair-
man Conyers in drawing attention to this important issue and
thank him for his efforts to bring about legislative change. It is my
sincere hope that today’s hearing will help us better understand
the extremely serious consequences of medical debt and serve to
galvanize us to work toward finding solutions.

To help us learn more about this important issue, we have six
witnesses with us this afternoon. We are pleased to have Professor
Elizabeth Warren, Leo Gottlieb professor of law at Harvard Law
School; Ms. Donna Smith, health care activist; Dr. David Himmel-
stein, associate professor of medicine at Harvard Medical School;
Mr. Clifford White, director of the Executive Office for U.S. Trust-
ees; Professor Todd Zywicki, George Mason University School of
Law; and Mr. Mark Rukavina, executive director of the Access
Project.

I look forward to hearing today’s testimony.

And at this time, I would like to recognize my colleague, Mr.
Cannon, the distinguished Ranking Member of the Subcommittee,
for his opening remarks.

Mr. CANNON. Thank you, Madam Chair.

I would like to extend a warm welcome to all of our witnesses
and appreciate your being here today. We also have many people
in the audience that have deep concerns about these issues. And
I talked with some of them a little earlier. And we hope that some
of their questions will be answered here today as well.
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The question of whether the medical debt is causing, pardon me,
many of the bankruptcies in the country is one that has been stir-
ring since we passed the Bankruptcy Abuse Prevention and Con-
sumer Protection Act in 2005. At that time, Professors Warren and
Himmelstein published results of their study on this issue.

According to them, up to 54.5 percent of personal bankruptcies
were caused by medical issues. But those alleged results have been
hotly debated since publication. For example, Professor Dranove of
the Kellogg School of Management at Northwestern University
along with his co-author, Michael Millenson has argued that the
Warren and Himmelstein study failed to demonstrate a causal rela-
tionship between medical spending and anything even approaching
half of bankruptcies.

By Dranove’s and Millenson’s analysis, the study’s data does
show a causal link to medical expenses in only 17 percent of per-
sonal bankruptcies. They further suggest that even in that 17 per-
cent of cases, the study had not established that medical debt was
the most important cause of bankruptcy.

Dranove and Millenson also highlighted that the Warren and
Himmelstein’s preferred solution, that is, national health insur-
ance, was actually unlikely to quell any crisis in medical debt
bankruptcy. Other academics, including Professor Zywicki of
George Mason University School of Law and Professor Heriot of the
University of San Diego School of Law also questioned the positions
of Professors Warren and Himmelstein.

I look forward to hearing more about this debate from Professors
Warren and Himmelstein and Zywicki. I also look forward to hear-
ing from the executive office of the United States Trustees. To my
knowledge, the executive office has not directly criticized the War-
ren or Himmelstein study, but the executive office does have data
of its own based on its review of official bankruptcy numbers.

I look forward to hearing about that data and whether the execu-
tive office believes the bankruptcy reform law is working for debt-
ors with medical debt. I hope that it suggests that the BAPCPA is
working, given the flexibility we left in the bankruptcy code for
courts to take into account special circumstances such as medical
conditions.

I have to admit I am skeptical of figures claimed by Professors
Warren and Himmelstein, and I doubt that the information we
hear today will definitively resolve the debate. But this is a very
important issue to me and to America.

I would like to understand better the degree to which bankruptcy
code may or may not be adequately serving the families and indi-
viduals beset by medical debt, which is an absolutely clear prob-
lem, whether it is 17 percent or less or 50 percent or more. The
fact is that medical debt is a significant problem in America.

This is not, I don’t think, the environment to deal with national
health care. Although I understand there is some strongly held
opinions on that issue. Rather, this is a place where we need to
look at the bankruptcy act and see what can be adjusted or done
to accommodate the needs of Americans, whatever the percentage
of causality is. And certainly, health care is a significant issue.

I might just say that in America on the broader issue rather
than the narrow issue of bankruptcy that in America we are under-
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going a most amazing process of transformation in the medical in-
dustry, something akin to what happened in the telecommuni-
cations industry a few years ago.

And when we join that broader debate about national health
care, we need to be thinking about not just what is hurting families
or what families can afford, but rather where we are going with
medical care and with innovation in medicine, which will pro-
foundly change—it has profoundly changed over the last couple of
years and will continue to profoundly change everything about the
way we practice medicine, how we find the cures and how we get
cures to people in America and throughout the world.

And with that, Madam Chair, I yield back.

Ms. SANCHEZ. I thank the gentleman for his statement.

I now would like to recognize Mr. Conyers, the distinguished
Member of the Subcommittee and the Chairman of the Committee
on the Judiciary for his opening statement.

Chairman CONYERS. Thank you, Madam Chairperson and the
Ranking Member.

And Trent Franks is with us, as well as Zoe Lofgren, Bill
Delahunt, Mel Watt, Steve Cohen. And sitting silently with us is
Dr. Steve Kagen from Wisconsin, whose interest in this subject
matter has brought us here.

Members of the Committee and to our distinguished panelists
and those of you who have come in to witness this hearing, it is
really very difficult to separate the health care crisis in this coun-
try from the particular subject matter of medical bankruptcy be-
cause they are very much tied together. Because we start off with
something that I got from Paul Farmer, a doctor and anthropolo-
gist whose book, “Pathologies of Power,” has just come to my atten-
tion.

And what he suggests is that there is a violence more than guns
and personal physical. There is a thing called structural violence.
That is that you are in a system where things are so bad that the
statistics and the outcome are going to be quite bad as well. And
you can’t get out of it. The odds are very strong that it won’t
change much, except for a very brave few.

I mean, you think of a few people, Oprah Winfrey. I mean, she
was against the odds and succeeded. And there are other examples.
The former owner of BET comes to my mind.

But mostly, you are trapped in where you find yourself. And so
that the bad statistics on health care, longevity, birth, death at
birth, the birth rate. All these things come in on you.

And what happens is that I am beginning to take the attitude
that medical bankruptcy is one of the consequences in America, not
just of being poor because—as Michael Moore established and
Donna Smith can tell us more about that—the people he was talk-
ing with were people of middle-income level who had health insur-
ance. And so, we are beginning, or at least I am beginning, to look
at this from a little bit different view.

Health care should be a human right for everybody certainly in
this country, the wealthiest in recorded history. And yet because
the way the system is set up, a broken health care delivery system,
bankruptcy, not only which tears up families and creates stress
and suffering, but then we begin to find that there are a lot of peo-
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ple too courageous that don’t go into bankruptcy and then they ex-
perience another setback of suffering.

And so, we have, for example, in Michigan we have people now
being hit by health care experiences that could have never been an-
ticipated. They were working at one of the big three automobile
companies. They had health care.

As a matter of fact, I used to have people tell me that H.R. 676,
Universal Health Care, is great, except I am with UAW and Ford,
so, I mean, quite frankly, we got a pretty good deal. Well, they are
not saying that any more.

As a matter of fact, their unions are endorsing the measure be-
cause the name of the game is when you go into—you start negoti-
ating—and where did they ever get these contracts where—have
you ever entered into a contract where after a year or so you come
back to the person that you made the agreement with and say,
“Well, that contract is off, my friend. We have got a—we have got
a—things went bad, very bad this year. Our bottom line is hem-
orrhaging. And so, you have got to rewrite that contract”? Why, you
would be laughed at.

And yet, our automobile companies in Michigan are doing that
to our workers saying, “If you don’t, we will go before a bankruptcy
judge,” Mr. White, “and we will end up giving—he will end up giv-
ing you a much worse situation, a worse deal than we would give
you. We will have then cut your health care benefits, your pension
benefit, the whole works, plus you will be out of a job to boot be-
cause we are planning to relocate somewhere else and not have to
worry about the United Automobile Workers.”

And so, I am looking at bankruptcy from that light. And I look
forward to hearing from the witnesses because, as my friend said,
this is the first hearing on that subject. And we are looking at how
bankruptcy affects people and also how not going into bankruptcy
also has a harmful effect on people.

And I just close with this example here. Whenever the companies
start shutting down and closing up and threatening bankruptcy,
why is it that the executives always get a bonus? I mean, it is puz-
zling. Here is United Airlines. The chief executive received com-
pensation worth $39.7 million in 2006 just after the airlines
emerged from 3 years of Chapter 11 bankruptcy protection, which
during the course of the bankruptcy they terminated the pensions
of 120,000 workers, shifted $5 billion in pension obligation to the
pension trust fund, BPGC, resulting in one of the largest pension
defaults in the history of the United States.

These inequities and unfairnesses aren’t because somebody got
sick. These unfairnesses exist because the system we have to deal
with people getting sick needs to be examined much more closely
than it ever has in Congress. And I think we can do a lot about
it, particularly in the Judiciary Committee.

And so, I thank you for holding these hearings, Chairwoman
Sanchez.

[The prepared statement of Mr. Conyers follows:]
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PREPARED STATEMENT OF THE HONORABLE JOHN CONYERS, JR., A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF MICHIGAN, CHAIRMAN, COMMITTEE ON THE JUDI-
CIARY, AND MEMBER, SUBCOMMITTEE ON COMMERCIAL AND ADMINISTRATIVE LAwW

America’s health care system is on life support. It is a broken system that is push-
ing millions of hardworking families into bankruptcy.
Here are just a few distressing statistics:
o 48 million Americans lack health insurance;

e 5 million Americans filed bankruptcy since 2000 as the result of serious med-
ical problems;

e 80 million more Americans facing overwhelming medical debt could have filed
for bankruptcy, but did not out of sense of pride or for other reasons; and

e an estimated 58 million Americans are at risk of incurring medical bills they
may not be able to afford. This includes 17.6 million adults with private
health insurance.

While we in the United States pride ourselves as representing the “First World,”
sadly our health system equals that in certain Third World nations. To quote
Amartya Sen:

The situation does, of course, vary from region to region, and from one group
to another. But unnecessary suffering, debilitation, and death from preventable
or controllable illness characterize every country and every society, to varying
extends. As we would expect, the poor countries in Africa or Asia or Latin
America provide crudely obvious illustrations of severe deprivation, but the phe-
nomenon is present even in the richest countries. For example, African Ameri-
cans in some of the most prosperous U.S. cities (such as New York, Washington,
or San Francisco) have a lower life expectancy at birth than do most people in
immensely poor China or even India. Indeed, location alone may not enhance
one’s overall longevity.

Unfortunately, those in our society who are the most vulnerable are also among
those who are suffering the most as a result of our health care system. As Paul
Farmer observes, “The correlation between poverty, inequality, and increased mor-
bidity and mortality is massive.” This helps explain why death rates in parts of Har-
lem among certain age groups rival those in Bangladesh. In both places, according
to Dr. Farmer, the leading causes of death in young adults are infections and vio-
lence.

Disparities based on race are particularly evident in our Nation’s health care sys-
tem. The infant mortality rate for African American infants, for example, continues
to be unacceptably high. African American infants were 2.6 times more likely to die
in the City of Detroit than a white infant in the state of Michigan, according to a
2005 report by the Detroit Department of Health and Wellness Promotion and the
Wayne County Public Health Department.

According to these agencies, the infant mortality rate that same year for black ba-
bies was 18.1. Translated into real life terms, this means that 202 African American
babies never saw their first birthday. Wayne County black infants died at rates more
than twice that of white infants, according to these agencies.

Tragically, this drastic difference in the death rate of African American babies is
also a national trend and a significant health disparity that demands action. The
health care system in our Nation is simply stacked against poor people of color.

As today’s hearing will show, our Nation’s current health care system is literally
bankrupting hardworking American families with medical problems, including many
who already do have insurance.

Keep in mind that bankruptcy is no panacea either, especially in light of the 2005
amendments to the Bankruptcy Code. These amendments force debtors to go
through and pay for usually meaningless credit counseling, to file excessive docu-
mentation justifying their finances, and to complete onerous forms.

But, worst of all, is the burdensome means test by which debtors have to essen-
tially prove that they are eligible for bankruptcy relief. One means test form alone
requires a debtor to answer 57 questions about his or her financial circumstances.

Certainly, Americans are gravely concerned about our Nation’s health care sys-
tem. A recent Gallup Survey reported that roughly half of all respondents said that
they were worried about paying medical costs if they become seriously ill or have
an accident.

We should all be concerned about overwhelming medical debt. It is not just a
problem that afflicts the uninsured.

Many families who have insurance are still driven into bankruptcy by inadequate
coverage, combined with rising deductibles, co-pays and premiums. The problem is
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compounded when industries—such as the automobile manufacturers in my home
state—lay off thousands of their employees, trim or cut the health benefits of their
retirees, and force others to accept reduced medical insurance benefits. It’s esti-
mgted that total job losses in the automobile industry since 2000 is about 250,000
Jobs.

At the same time as hundreds of thousands of Americans are losing their jobs,
the top executives almost always get bonuses. Here’s just one example. The chief
executive officer of UAL Corporation, the parent of United Airlines, received com-
pensation worth $39.7 million in 2006, just after UAL emerged from three years of
Chapter 11 bankruptcy protection. During the course of its bankruptcy, however,
UAL terminated pensions for 120,000 workers and shifted $5 billion in pension obli-
gations to the PBGC, resulting in one of the largest pension defaults in the history
of the United States, according to the Associated Press. These inequities are as-
tounding.

Then, to make matters worse, families—already severely traumatized by their
health problems—are pushed by our Nation’s health care system into financial dis-
tress. In addition to dealing with their health concerns, they must also fend off
harassing calls from debt collectors and struggle just to make ends meet. The emo-
tional burden of serious medical debt cannot be understated.

Sadly, these families often become prey for predatory lenders, which only exacer-
bates their financial distress. Their damaged credit ratings cause them to have to
pay higher interest rates when they refinance their mortgages or obtain loans. Sure-
ly, we can see how such circumstances drive American families further into an eco-
nomic downward spiral into bankruptcy.

Then, the need to pay medical debt forces many families to forego other necessary
expenditures, such as required medical procedures, prescription drugs, and even
good. Americans should not be required to choose between their health care and
ood.

Indeed, everyone suffers when Americans, even those with full insurance, cannot
pay their medical debt. Hospitals and other medical service providers must pass
along the cost of bad debt to those who can pay, resulting in higher prices being
charged for goods and services. This is a crisis that touches everyone.

In the recent movie SiCKO, filmmaker Michael Moore brings the medical debt cri-
sis to life by sharing real stories of Americans who become bankrupt as the result
of unpaid medical bills. His film makes the tragic human consequences of our bro-
ken health care system impossible to ignore.

I am pleased to welcome Donna Smith, who shared her story of sickness and fi-
nancial ruin in that movie. Thank you, Donna, for turning the pain of your family’s
crisis into a galvanizing force for fundamental reform so that no other family will
have to go through what you did.

Regrettably, this Administration has done little, if anything, in response. My bill,
H.R. 676, the “United States National Health Insurance Act,” would go a long way
toward resolving this national crisis. It would establish a program giving Americans
free health care coverage for all medically necessary procedures as well as for pri-
mary care and prevention, prescription drugs, emergency care, and mental health
services.

H.R. 676 would create a single payer national health insurance program in Amer-
ica by expanding and improving Medicare. Nobody in America would ever receive
a medical bill, and therefore, no American would ever have medical debt or have
to declare bankruptcy because they got sick. No American would ever be turned
away from a hospital, dentist, pharmacy, or a doctor’s office because they had un-
paid medical debt.

Remember that medical debt and medical bankruptcy are uniquely American phe-
nomena that are a byproduct of our for-profit employer based health care system.
Medical debt and bankruptcy are simply non-existent in the rest of the industri-
alized world.

As we begin deliberations in Congress about how to provide health care to all
Americans, we must ensure that we do not create a universal health insurance pro-
gram that simply expands the current flawed system, in which medical debt and
bankruptcies are the inevitable outcome of a patchwork of unaffordable, non-com-
prehensive coverage. If we just expand this broken system, it is logical to conclude
that millions more Americans could be subject to medical bankruptcy or ruined cred-
it due to medical debt. We certainly do not want to go down that road.

H.R. 676 is an important first step in helping to resolve the undeniable health
care crisis in our Nation, but it is not the only step.

Today, as Chairman of the Judiciary Committee, I have issued a request to the
Government Accountability Office to help us answer the following critical questions:
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e How many Americans each year go bankrupt due to unpaid medical debt, and
how many had insurance at time bankruptcy was declared?

e How many Americans each year have medical debt placed on their credit
score?

e How much do hospitals and physician offices spend each year to pay for debt
collection agencies to contact delinquent patient accounts for payment?

e How many Americans each year are denied a mortgage, or denied follow up
medical care as the result of medical debt?

As policymakers, we need answers to these questions so that we can we address the
core problems in an efficient and meaningful way.

My other goal is to right the many wrongs inflicted by the 2005 Amendments to
the Bankruptcy Code. Individuals with serious medical conditions should not be
forced to take credit counseling when all the credit counseling in the world will not
make one iota of difference in their financial lives. Individuals with serious medical
conditions should not have to file reams of unnecessary paperwork to prove their
eligibility for relief. For 25 years since the enactment of the Bankruptcy Code, the
system worked perfectly fine without these requirements.

Most importantly, I plan to devise a way to exempt these individuals from the
onerous means test requirements that plainly are designed to catch the unwary, but
unfortunate debtor. Obtaining bankruptcy relief should not be more completed than
filing a tax return, but regrettably it is and we need to fix this problem.

Yet another proposal that I intend to discuss with my good friends and colleagues
on the Financial Services Committee—Barney Frank and Maxine Waters—is one
that would except medical debt from credit reports.

Our goal as lawmakers should be to once and for all end the medical debt crisis
through common sense and pragmatic policies so no patient in this country will ever
suffer financial consequences for getting sick.

I very much look forward to hearing form our distinguished witnesses today. Let’s
get to the bottom of the medical debt crisis and come up with concrete public policy
options that will protect the American people from the powerful economic and finan-
cial forces that are causing millions to needlessly suffer financial hardships just be-
cause they got sick.

No American should have to suffer the indignity of being evicted, not being able
to buy groceries, or having to delay needed medical care because of medical debt.
I think we can all agree that it is wrong, immoral, and un-American to allow theses
conditions to continue in the wealthiest nation in the world.

Ms. SANCHEZ. I thank the gentleman for his statement.

Without objection, other Members’ opening statements will be in-
cluded in the record.

[The prepared statement of Mr. Cohen follows:]

PREPARED STATEMENT OF THE HONORABLE STEVE COHEN, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF TENNESSEE, AND MEMBER, SUBCOMMITTEE ON
COMMERCIAL AND ADMINISTATIVE LAW

It is a national shame that millions of Americans are being forced into personal
bankruptcy because of illness combined with either a lack of health insurance or in-
sufficient health insurance coverage. In a 2005 study by Professor Elizabeth Warren
and Dr. David Himmelstein, both of whom will be testifying before us today, 46.2
percent of consumer bankruptcy debtors filed for major medical reasons. Prior to en-
tering bankruptcy, many of these debtors had no health insurance, and many were
forced to forgo other life essentials, including food, telephone service, needed doctor
and dentist visits, and prescription drugs, because of their medical debt.

The fact that the cost of health care could be so high as to force someone to choose
between medical care and eating is unacceptable in any civilized society, but espe-
cially so in the wealthiest nation on earth. That is why I am a cosponsor of H.R.
676, the United States National Health Insurance Act, which would create a uni-
versal health insurance program. Contrary to the claims of critics, this is not “social-
ized medicine.” Rather, it is our fulfillment of a basic obligation to each other as
Americans to ensure that no one in our society is denied the health care they need
because they are poor or in difficult financial circumstances. I hope today’s hearing
will highlight the need for universal health care and the consequences of failing to
act.
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Ms. SANCHEZ. And, without objection, the Chair will be author-
ized to declare a recess of the hearing at any point.

I am now pleased to introduce the witnesses on our panel for to-
day’s hearing. Our first witness is Ms. Donna Smith, a health care
activist who has tirelessly campaigned for a universal health care
system. Ms. Smith resides in Aurora, Colorado.

Our second witness—you guys changed your order on me—is
Professor Todd Zywicki. Professor Zywicki teaches in the areas of
bankruptcy and contracts at George Mason University School of
Law. Professor Zywicki was a visiting professor of law at the
Georgetown Law Center for the 2004-2005 academic year. And in
2003, he served as director of the office of policy planning at the
Federal Trade Commission.

Our third witness is Clifford White, director of the Executive Of-
fice for U.S. Trustees. Mr. White has previously served as an as-
sistant United States trustee and a deputy assistant attorney gen-
eral at the Department of Justice and as assistant general counsel
at the U.S. Office of Personnel Management. Mr. White was recog-
nized with a presidential rank award for meritorious executive in
2006.

Our fourth witness is Professor Elizabeth Warren. Professor
Warren joined the faculty of Harvard Law School in 1992 and be-
came the Leo Gottlieb professor of law in 1995. She is co-author of
the article, “Illness and Injury as Contributors to Bankruptcy,” in
MarketWatch and as well numerous award-winning books and case
books. Professor Warren also serves as the vice president of the
American Law Institute and is on the executive committee of the
National Bankruptcy Conference.

Our fifth witness is Mark Rukavina. Mr. Rukavina is the execu-
tive director of the Access Project, a national resource center. Mr.
Rukavina manages multiple aspects of the national program pro-
viding technical assistance, information, consulting services, and fi-
nancial support to community-based efforts to expand health care
access and coverage. Prior to that position, Mr. Rukavina was a
program director for the Summerbridge community health partner-
ship.

And our final witness is Dr. David Himmelstein. Dr. Himmel-
stein is associate professor of medicine at Harvard Medical School
and practices primary care internal medicine. He serves as a chief
of the division of social and community medicine at Cambridge
Hospital in Cambridge, Massachusetts. Dr. Himmelstein is also co-
author of the “Illness and Injury as Contributors to Bankruptcy” in
MarketWatch and has published more than 70 scientific papers,
books, and articles.

I want to thank you all for your willingness to participate in to-
day’s hearing.

And, without objection, your written statements in their entirety
will be placed in the record. So we are going to ask you to limit
your oral testimony to 5 minutes.

You will note that we have a system of lights that starts with
a green light. That is your signal to proceed. At 4 minutes, it will
turn yellow, which is warning you that you have a minute to con-
clude your testimony. And then when your time has expired, it will
turn red.
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When your time is up, we will ask you to just finish the current
thought that you are on and wrap up the testimony so that we may
move on to the next witness and each witness can be heard.

After each witness has presented his or her testimony, Sub-
committee Members will be permitted to ask questions subject to
a 5-minute limit.

Ms. Smith, are you ready now to proceed with your testimony?
Okay, you are recognized for 5 minutes. And you may proceed.

TESTIMONY OF DONNA S. SMITH, HEALTH CARE ACTIVIST,
AURORA, CO

Ms. SMmITH. Good afternoon, Madam Chair Sanchez and Com-
mittee Members. My name is Donna Smith. And I live in the 6th
Congressional in Colorado. Representative Thomas Tancredo is my
congressman.

I commend Representative Conyers on bringing this issue before
you once again and ask that you try and walk a mile in my shoes.
It has been a long time since I felt that any of my congressional
representatives understood what the current health care crisis is
doing to Americans like me.

The last elected official who tried to help was Senator Tom
Daschle of South Dakota who spoke about us on the floor of the
United States Senate in the spring of 2004 and later offered a
sense of the Senate resolution proffering that every American
should have access to the same health care coverage as every
American and every Member of Congress. The full Senate did not
agree. And Americans like me languished onward in a seriously
flawed private health care system.

My family’s story is included in Michael Moore’s new movie,
“Sicko.” And though Mr. Moore took just 6 or 7 minutes in the film
to outline our financial collapse, I can assure you that the health
and economic disasters that made us perfect fodder for the film un-
folded much more slowly and painfully than depicted on the mov-
ie’s screen.

I want you to fully consider the plight of families like mine, the
hard-working people you purport to represent here in the people’s
house. I know many of you receive substantial financial support
from the health care and pharmaceutical lobbies. But I am asking
you to remember that you also received substantial funds from me
and all of my fellow American taxpayers through your salaries and
benefits.

We the people are your employers. How did this body so remove
itself from the reality of the people?

My family is part of a grim statistic in America. Our health care
issues and costs drove us to bankruptcy. Yet we were always cov-
ered by medical insurance.

The shame of financial failure and bankruptcy should not be the
end result of heart and artery disease and cancer. It is enough to
fight those hellacious health battles without also fighting for our fi-
nancial lives. And tonight thousands of Americans will not rest
well because they sit on the edge of financial disaster, not because
they are slackers or welfare cases or poor people with poor ways.

They sit on the edge because they are sick and you have failed
to act on their behalf. I urge you to read my written statement for
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more detailed information on our medical and financial march to
bankruptcy.

My husband, Larry, and I have been married for 31 years. We
have six children and 13 grandchildren. For most of his adult life,
Larry was a machinist. I stayed at home with our little ones until
our youngest was two. And then I went back to work.

Unhappy working minimum wage jobs, I enrolled in college at
the age of 31 while working full-time as a bank teller and caring
for my family. I earned my bachelor’s degree cum laude and phi
beta kappa from Colorado College. I believe in the value of hard
work. And my parents, including my World War II veteran father,
instilled in me a strong work ethic.

My husband and I always maintained health insurance coverage
for ourselves and our children. But our health did not hold up.
Larry developed serious coronary artery disease, and I developed
uterine cancer.

We struggled against the darkness of bankruptcy for years until
there was no other reasonable course. We even carried disability
insurance, but that coverage excluded Larry’s arteries and heart
issues. So it proved of little value in the worst situation.

But over the next several years, health premiums, out-of-pocket
expenses, medicine, and doctor visit co-pays combined with a steep
reduction in our income forced us into bankruptcy. Our medically-
related expenses topped $1,000 each month by the year 2003.

Debt collectors, especially the medical collectors, became rabid.
Our bankruptcy in 2004 was the only way to stop the garnishments
and the calls. My shame and my depression was difficult to endure.

It was not only medical debt in that bankruptcy. Over the years
and months leading to that point we did whatever we had to do to
stay afloat. We put food and household items on credit.

We borrowed against older cars. We ordered needed goods from
high-interest, high-price mail order firms. So when we reached the
point of bankruptcy, all of those debts had to be included. No one
was spared.

We tapped out family and friends, begged for community bene-
fits, received food, toothpaste, and toilet paper from a local food
pantry. And I was working full-time the whole time.

The worry was exhausting. And the stress did not help the situa-
tion. Finally, Larry was fired from his job in the spring of 2004 on
his return from surgery at the Mayo Clinic because his employer,
the Gold Dust Casino in Deadwood said they could not accommo-
date his post-surgical lifting restrictions.

The Mayo Clinic wrote, too, and said they were forgiving or writ-
ing off the $6,000 left on Larry’s bill after insurance payments, but
that if we ever wanted to return, we would have to bring the cash
up-front for our portion of the cost. Larry hasn’t been properly eval-
uated for his peripheral artery disease since.

I took Larry onto my group health insurance, and he began the
application for Social Security disability. His application was ap-
proved, but he went 6 months with absolutely no income and had
to wait 2 years to qualify for Medicare health coverage. So our fi-
nancial condition continued its decline.
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Congress should also act to fix that deficiency. If an American is
found to be too ill to work, making that person wait 2 years for
Medicare coverage is cruel and just plain dumb.

I even tried opening a small local business with the help of a
small amount of local economic development funds while I contin-
ued my full-time work at the newspaper. But the business didn’t
take off quickly enough. It seemed as if our last hope of saving our-
selves was doomed.

Larry got sicker and in February 2006 was told he would need
yet another heart surgery. This time it took 12 hours to complete
the quadruple bypass at Rapid City Regional Hospital. Larry was
in intensive care for days and then home to heal. But that certainly
pushed our deductible and out-of-pockets right back out of sight
and reach for my income and his Social Security benefits. We were
going under all over again just 2 years after bankruptcy.

Finally, we moved in with our grown daughter in Denver. The
life we worked so hard to build and the life we fought to save was
lost. We had failed. The health care system had crushed us.

Let me say again we are not in “Sicko” because our story is so
unique. We are in this film because we are not unique. We rep-
resent what is happening to so many other Americans.

I want the Members of this Committee to know that if H.R. 676,
Medical for All, had been in place for us, we would have weathered
that storm. We are hard working people who under normal condi-
tions make sound money decisions. But placed under the strain of
mounting premiums, co-pays, deductibles, and out-of-pockets, we
did whatever we had to do to stay alive.

I am so angry with you. I lived the American dream as my father
taught me and his father taught him. I worked. I educated myself.
I voted. I bought a home and then moved into a better home.

I raised my children responsibly. And I served in my community.
And you left me broken and battered because you failed to act on
health care reform.

Just as I have come out of the shadows of economic ruin and
shame, so, too, will others come forward to hold you accountable.
Remember the hard-working people who elected you. Their bank-
ruptcy shame, my bankruptcy shame due to medical crisis really is
your shame. You are the body that could have acted and have yet
not done so.

The current course of inaction takes no courage whatsoever. And
I know each of you has shown courage in stepping up to serve this
Nation. I just think many of you lost your way in remembering
who elected you and who needs your bravery now.

Please do not ignore those of us who elected you. Please help re-
duce the bankruptcies filed in this Nation by fixing the broken
health care system. We will all be better off, individuals and busi-
nesses.

And I dedicate this testimony to that of my brave husband,
Larry, and three other Americans who gave me the courage to tell
this story to millions with the conviction that it will do some good;
to my late father, Howard Boyles, who proudly served his Nation
in the United States Army during World War II and who told me
that people have died to protect my right and my responsibility to
speak up; to Senator Tom Daschle, who took an interest in my fam-
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ily and who spoke up in spite of political consequences; and to an
eagle scout from Flint, Michigan, named Michael Moore, who re-
stored my dignity and my voice on a movie screen in Manhattan
and is keeping his scout’s promise to better his community and his
Nation.

Please hold real hearings on H.R. 676 and pass universal single
payer health care for every American. It is not humane to do other-
wise. And your constituents deserve your recognition of their hu-
manity.

Thank you very much.

[The prepared statement of Ms. Smith follows:]

PREPARED STATEMENT OF DONNA S. SMITH

Good afternoon, Madam Chair Sanchez and committee members.

My name is Donna Smith. I live in the 6th Congressional District in Aurora, Colo-
rado. My Congressional representative is Thomas Tancredo.

But it has been a long time since I have felt that any of my Congressional rep-
resentatives or my U.S. Senators truly understood what the current health care cri-
sis is doing to Americans like me or acted with courage to correct a crisis that is
permeating every facet of the American economy.

The last elected official who took my situation seriously and tried to help was Sen.
Tom Daschle of South Dakota who spoke about us on the floor of the U.S. Senate
in spring of 2004. He would later offer a “sense of the Senate resolution” proffering
that every American should have access to the same health coverage as every mem-
ber of Congress does at the same cost or better. Unfortunately, Sen. Daschle’s sense
was not that of the full Senate or of the House. And Americans like me languished
onward in a private health care system that is driven by profit not health needs.

Recently, filmmaker Michael Moore visited Washington, D.C., to share with some
of you the issues and problems featured in his newest film, SICKO. My family’s
story is included in SiCKO, and our story represents a horrific set of circumstances
unfolding in middle class families across this nation.

Though Mr. Moore took seven or eight minutes in his film to outline our financial
collapse, I can assure you that the health and economic disasters that made us per-
fect fodder for film unfolded much more slowly and painfully than depicted on the
movie screen. Mr. Moore and his production staff did not know much of what is
shared in this testimony, and I offer it now so that you might more fully consider
the plight of middle-class American families—the hard-working people you purport
to represent here in the people’s House.

And being a part of this film project did not change the cruel reality for us or
for any of the others in SiCKO. We were not paid, and the conditions we faced be-
fore the film are in most cases very similar to the conditions each of us face today.
In order for our story to mean something you must act on our behalf.

I know many of you receive substantial financial support from the health care and
pharmaceutical industries, and you may feel hard-pressed to look at any plans that
could put those funds at risk. But I am asking you to consider that you also receive
substantial funds from me, my neighbors and all of my fellow Americans through
your salaries and benefits funded by taxpayer funds and you hold office because we
voted for you. We the people are your employers.

I find it unacceptable and even difficult to comprehend how you can sit here and
apparently not understand the severity of the problem. How did this body so remove
itself from the reality of the people? I commend Rep. Conyers on bringing this issue
bﬁfore you once again and ask that you imagine yourselves walking a mile in my
shoes.

My family is part of a grim statistic in America. Our health care issues and costs
drove us to bankruptcy as it has driven an estimated half of those filing bankruptcy
to that point. And we were always fully covered by medical insurance. By sharing
our story and our path to bankruptcy, it is my hope and it is my prayer that each
of you will have the courage you must have to act on behalf of your fellow citizens,
your constituents and your nation to pass meaningful health care reform.

If you had made HR676 law when it was proposed back in 2003, I would still have
my home, my dignity and better health.

Instead, I come to you today, imploring you to act for the thousands like me who
elected you and who count upon you to do what is best for our nation. In the course
of human events today, bankruptcy should not be the end result of heart disease
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and cancer. It is enough to fight those hellacious health battles without also fighting
for our financial lives. The shame of financial failure and bankruptcy should not be
the end result of needing health care in America. If you think it couldn’t happen
to you or to your family, think again. And tonight when you lay yourselves down
to rest, know that hundreds of thousands of Americans will not rest well because
they sit of the edge of financial disaster not because they are slackers or welfare
cases or poor people with poor ways. They sit on the edge because they are sick and
because you have failed to act on their behalf.

OUR STORY

My husband Larry and I have been married for 31 years, and we have six chil-
dren and 13 grandchildren. For most of his adult life, Larry was a machinist. I
stayed at home with our little ones until our youngest was two and then like so
many other American families, we needed the income I could earn and I went back
to work.

Unhappy working minimum wage jobs, I enrolled in college and at the age of 31
while working full time as a bank teller and caring for my family, I earned my bach-
elor’s degree, cum laude and Phi Beta Kappa, from Colorado College in Colorado
Springs. I believe in the value of hard work, and my parents—including my World
War II veteran father—instilled in me a strong work ethic.

Throughout our early years together and at all times thereafter, my husband and
I always maintained health insurance coverage for ourselves and our children. It
was never our expectation that others care for us. We both stayed well-informed and
exercised our right to vote. We owned our own home and stayed actively involved
in every aspect of our children’s lives.

For you to understand, you must realize that the health-related financial trauma
we experienced does not happen overnight. Good, hard-working Americans like us
struggle against the darkness of bankruptcy for years until there is no other reason-
able course.

Brewing in my husband’s body were the bad arteries that also plagued his father.
And at age 46, Larry suffered his first significant heart-related difficulties, and he
underwent his first heart bypass surgery in January of 1990 at Mercy Hospital in
Miami. His recovery was remarkable at first but then quickly reversed. He was
wasting away, and by July of 1990, another heart surgeon had concluded that
Larry’s first heart surgery had been botched. His artery bypass had been placed too
“proximal” to the initial site of blockage and as his body built scar tissue, the newly
opened vessel quickly closed again.

His original doctors did not tell him this. He was told the bad news by Dr. Jack
Greenburg, also of Miami, who then performed another coronary bypass on Larry
in July of 1990 just six months after his first. The bills were awful at that time,
but we managed to argue with some of the docs that since the second surgery was
due to error in the first, perhaps it wasn’t quite right to bill us twice for the botched
work. We recovered financially from that only after years of argument and bar-
tering. No lawsuit was ever filed for the bad operation since Larry recovered and
lawyers didn’t see a multi-million dollar case or a sizeable enough cash retainer
from us to proceed.

I consider the current argument that medical malpractice insurance rates are
driving the current crisis as ludicrous and only to be believed by simple minds with
simple ambitions—to protect the powerful and the wealthy by keeping average peo-
ple from suing. Fixing the health care system for the top tier is as morally wrong
as ignorance of the problem, but that’s an argument for other, brighter minds than
mine.

My husband did recover from those early heart surgeries, though he wasn’t nearly
as strong. His work would suffer due to his health status in the mid-1990s, but we
slowly worked our way back from the brink. He had to give up the physically de-
manding work of machining and worked more menial jobs—pizza delivery, light
maintenance and eventually cashiering. What a decline of dignity for my proud and
able husband. Yet he worked doing what he had to do to help support our family.

I was staying relatively healthy although I had been diagnosed with sleep apnea
and had to use breathing support at night with both a C-PAP machine and oxygen.
But I always worked full time too. And I often took on extra projects or part-time
efforts to supplement our income.

But in 1998, Larry’s chest pains returned, and he would begin the spiraling down-
ward that ultimately led him to several cardiac procedures, stent placement and an-
other heart bypass surgery (the most recent in February of 2006). Our health insur-
ance premiums were paid through our separate employers based on the most eco-
nomical and comprehensive coverage we could purchase through these years, 1990—
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2003. Monthly premiums ranged from $150 to $250 for each of us and though the
cost seemed high based on our wages, we paid. In the meantime, his need for daily
medications was also increasing.

Late in 1999, I reluctantly went to my nurse practitioner with what I thought was
early-menopausal symptoms. She was going to prescribe some hormonal therapy to
control severe bleeding but then decided I should be seen by an OB/GYN. Thank
God her intuition told her to take that course. Within a couple of weeks, I was diag-
nosed with uterine cancer. It was off to surgery and treatment for me. And I lost
weeks of work with no way to recover the income. Friends and co-workers donated
mﬁney to help us, but by now our medical problems were taking a heavy financial
toll.

Just weeks after cancer surgery, I returned to work where I was caring for devel-
opmentally disabled young people in a group home setting. I knew I couldn’t afford
to lose more time from work, and I absolutely could not risk losing my health cov-
erage, so I went back to the heavy lifting (some of the youngsters weighed more
than 100 pounds and needed full assistance with basic life functions). It was way
too soon to return to that sort of work, and though I wore an abdominal brace and
a back belt to hold my gut together, I developed a huge abdominal hernia in my
cancer surgery incision site and was back to surgery by the summer of 2000.

This time I didn’t dare miss much time from work. Just six days after my release
from the hospital, and against medical advice, I bound my now-surgically-meshed
belly together and returned to work. I simply could not lose the pay and benefits.

In the meantime, Larry’s artery problems had extended from already serious coro-
nary artery disease requiring intervention nearly every six months or so to include
peripheral artery disease. He was still working full time as a cashier in a Deadwood
casino named Gold Dust. Because western South Dakota did not at that time have
vascular specialty groups capable of performing the tests Larry needed and because
our insurance carrier, DakotaCare, had a contractual arrangement with the Mayo
Clinic in Rochester, Minn., that’s where Larry was sent for further evaluation.

Because I could not afford to miss any more work, he went alone the first time—
driving more than 600 miles alone to see the doctors who could potentially treat
him. I tracked his progress by watching ATM transactions on our bank account as
he went from place to place on his journey. We had no cell phone or way to contact
each other without incurring more expense.

During this period, our insurance premiums mushroomed (in part because we
were a part of our employers’ group health risk pools). We also now needed several
prescription medications each month, and our deductibles and out-of-pocket expo-
sure soared to thousands every year.

By fall of 2003, we had already sold our modest home to fund our loss of income
due to Larry’s absences from work and to pay off some of our growing debt. We net-
ted only $8,000 from the sale. And our monthly health costs (health insurance pre-
gliums, medicine co-pays, out-of-pocket expenses and transportation) swelled to over

1,000.

We borrowed money from friends and family, sometimes launching our own ben-
efit campaigns. It was sickening to beg for money, though folks generally helped
without judgment.

When we left for our second trip to the Mayo Clinic, all of our worldly goods went
into storage, we had no permanent home and we knew only that if Larry was to
live, we needed to do whatever necessary to make that happen. We spent Thanks-
giving of 2003 alone in Rochester, Minn., waiting for Larry’s first of two surgeries
on his iliac arteries. We left the Mayo Clinic just six days after his surgery and
drove home to South Dakota to get me back to work. He was so ill during the drive
that we stopped at nearly every rest stop and then made a local hospital the first
stop back home before checking into a motel where we would live during his recov-
ery.

By now, Christmas of 2003, debt collectors had become rabid. They called me at
work, they demanded sums I could not pay and even with explanations of our med-
ical situation, they pursued me very aggressively. When a collector representing a
Rapid City doctor

who had already been paid thousands by my insurance company served me with
garnishment papers; I thought I would die of humiliation and terror. My husband
was very ill. I needed to keep up his insurance and medications, and if I were gar-
nished, I would not be able to meet that obligation to the man I love.

We sought the advice of a local attorney to see if we could negotiate something
with this doctor, but to no avail. Bankruptcy was the only way to stop the garnish-
ment. Even as quickly as the attorney moved to complete his work, one pay period’s
worth of garnishment payment was collected from my check. I was horrified as I
was now the local newspaper editor, and being garnished was simply not good on
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many levels. But the bankruptcy went through in the spring of 2004, and the calls
stopped—at least until the next round of medical issues and until the bills begin
building again.

It was not only medical debt in that bankruptcy. Over the years and months lead-
ing to that point, we did whatever we had to to stay afloat. We put food and house-
hold items on credit, we borrowed against older cars, we ordered needed goods
through high-interest, high-priced mail order firms. So when we reached the point
of bankruptcy, all of those debts had to be included. No one was spared. So our
problems with extreme medical costs and the resulting bankruptcy hurt a wide vari-
ety of businesses and individuals. Collateral damage of the national health care cri-
sis, I suppose.

We had tapped out family and friends, begged for community benefits, received
food from a local food pantry and yet we were still working. Every available amount
of expendable income went to medical needs—even rent, utilities and food took a
back seat. Larry tried his hardest to keep going. His employer followed only the ab-
solute letter of law in terms of Family Medical Leave time off for illness and did
nothing to help him. It was very clear that they wanted Larry off of their group
health insurance sooner rather than later. The worry was exhausting, and the stress
did not help the situation. My sleep diminished to just two or three hours each night
as I worried myself sick about what would happen and how I could possibly keep
Larry from feeling what I felt.

In April 2004, we returned to the Mayo Clinic for the third and final time. Larry
had surgery yet again. This time he was told he could return to work in six weeks
but no heavy lifting was allowed. Without any prior notification as is required by
the law and on the exact date when his 12-week Family Medical Leave for 2004
was exhausted, and by way of a certified letter, Larry was fired from his job. They
said that to accommodate his lifting restriction would be too tough for them.

We sobbed together. The end of a working man’s life was reduced to a letter full
of lies delivered on Memorial Day 2004.

In the meantime, the Mayo Clinic wrote too and said that they were writing off
or forgiving the $6,000 left on Larry’s bill after the tens of thousands in insurance
payments but that if we ever wanted to return, we would have to bring the cash
up-front for our portion of the costs. That ended our ability for Larry to return to
that fine facility, and he hasn’t been properly evaluated for his peripheral artery
disease since.

I took Larry onto my group health insurance, and he began the application for
Social Security Disability. His application was approved, but he went six months
with absolutely no income and had to wait two years to qualify for Medicare health
coverage, so our financial condition continued its decline. Congress should also act
to fix that deficiency. If an American is found to be too ill to work, making the per-
son wait two years for Medicare coverage is cruel and just plain dumb.

I even tried opening a small local business (with the help of a small amount of
local economic development funds) while I continued my full time work at the news-
paper, but the business didn’t take off quickly enough. It seemed as though our last
hope of saving ourselves was doomed. But we aren’t quitters, and we sure gave it
our all in every way we could think of to pull ourselves out of the financial quag-
mire.

Larry got sicker still and in February 2006 was told he would need yet another
heart surgery. This time it took surgeons 12 hours to complete the quadruple bypass
at Rapid City Regional Hospital. Larry was in intensive care for days and then
home to heal. But that certainly pushed our deductible and out-of-pockets right back
out of sight and reach for my income and his Social Security benefits. We were
going under all over again just two years after our bankruptcy.

One of our grown children offered to have us move into her home in the Denver
area, and we decided that we had to throw in the towel once and for all.

The life we worked so hard to build and the life we fought to save for the past
few years was lost. We had failed. The health care system had crushed us.

Michael Moore’s film crew came to South Dakota and documented our move. And
they did so because they felt we represented middle class Americans who though
fully insured can still lose everything because of health crisis. We packed up our
stuff and the dog and drove to Denver. I left the editing and reporting I loved and
the beautiful Black Hills of South Dakota.

Let me say again, we are in SiCKO not because our story is so unique. We are
in this film because we are not unique—we represent what is happening to so many
others Americans. That is sad for us all. I worry every night that somewhere out
there sits a woman like me who is at the end of her rope and has nowhere to turn.
She works, so she earns too much for government-based help that do not allow for
extreme medical emergency, but her pay after paying her insurance premiums is not
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enough to support her family. And tonight she’ll sit alone and hurting, not knowing
that I pray for her and for her strength to face another day.

I want the members of the committee to know that if HR676, Medicare for All,
had been in place for us, we would have weathered the storm. We are hard-working
people who under normal conditions make sound money decisions. But placed under
the strain of mounting premiums, co-pays, deductibles and out-of-pocket costs, we
did whatever we had to do to stay alive.

I am so angry with you. I lived the American dream as my father taught me and
as his father taught him. I worked, I educated myself, I voted, I bought a home and
then moved up into a better home, I raised my children responsibly and I served
in my community—and you left me broken and battered because you failed to act
on health care reform.

And out there today are hundreds of thousands of people struggling to make ends
meet at the same time they are dealing with cancers and heart attacks and all man-
ner of terrible personal health crisis and yet you still fail to act. These people are
average, middle class Americans like me who want nothing more than to live a good
and decent life surrounded by friends and family in a modest home with enough
income to make ends meet.

I am also a Christian. And I do not know what type of Christianity, if any, the
current system represents. I hear a lot about family values and respect for human
life, but are those just empty words said to placate the religious right voting block
or the powerful pro-life lobby? Other good and decent Christians might not share
your blind devotion to those points of view. The Christ I learned about as a child
attending Arlington Heights First United Methodist Church in Illinois and the
Christ I continue to hear about in Sunday services at Cherry Creek Wesleyan
Church in Colorado would not allow this to happen to the sick. In fact, I don’t think
I've heard of any religious group that would allow the sick to be so deeply wound-
ed—and especially not at the hands of other believers. I am asking you to value life
and to value it outside the womb too.

And my lobby group will be growing more powerful too. Just as I have come out
of the shadows of economic ruin and shame, so too will others come forward to hold
you accountable. My faith demands that I love God with all my heart, and to do
that I must love my neighbors and care enough to speak up for those too down-
trodden to speak for themselves.

But I can only speak here today. You have the power to carry this onward to ac-
tion. I ask you to search you hearts and your own value systems. Remember hard-
working people, put yourselves in the shoes of your constituents and act accordingly.
Their bankruptcy shame due to medical crisis really is your shame. You are the
body that could have acted and has not. Move forward now, and please do not wait
for a new president or for favorable political winds. That course takes no courage
whatsoever, and I know each of you has shown courage in stepping up to serve this
nation. I just think many of you have lost your way in remembering who elected
you and who needs your bravery now.

I dedicate this testimony to my brave husband and three other Americans who
gave me the courage to tell this story to millions and the conviction that it can do
some good:

To my late father, Howard Boyles, who proudly served his nation in the United
States Army during World War II and who told me that people have died to protect
my right and responsibility to speak up; to Sen. Tom Daschle, who took interest in
my family and who spoke up in spite of political consequences; and to an Eagle Scout
from Flint, Michigan, named Michael Moore who restored my dignity and my voice
on a movie screen in Manhattan and is keeping his Scout’s promise to better his com-
munity and his nation.

And I am asking each of you to honor these Americans with me. Honor them by
pushing this House to action. Please do not ignore those of us who elected you.
Please help reduce the bankruptcies filed in this nation by fixing the broken health
care system. We will all be better off—individuals, small businesses and even your
corporate friends.

Please hold hearings on HR676, and pass universal, single-payer health care for
every American.

Thank you.

Ms. SANCHEZ. Thank you, Ms. Smith, for your courage in coming
here today to testify. I know it is painful, but we are very mindful
of the message that you are bringing.

At this time, I would like to invite Mr. Zywicki to begin his testi-
mony.
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TESTIMONY OF TODD J. ZYWICKI, GEORGE MASON
UNIVERSITY SCHOOL OF LAW, ARLINGTON, VA

Mr. Zywickl. Madam Chairwoman and distinguished Members,
it is my pleasure to testify today on the subject of medical debt and
bankruptcy. I commend this Subcommittee for seriously studying
this question.

Medical debt, medical problems, and the rising costs of health
care are a source of concern for many families today. And sadly
these problems sometimes land them on the steps of America’s
bankruptcy courts. It is precisely to deal with these sorts of misfor-
tune and temporary financial setbacks that we have our honored
American tradition of the fresh start to allow workers and families
to get back on their feet.

At the same time, we are all aware of the economic impact that
bankruptcy can have on those conscientious doctors, nurses, hos-
pitals, and other health care providers who deliver our babies and
even save our lives and those of our loved ones in times of crisis.
They are entitled to be paid for their valuable services that they
provide.

Although it is just and appropriate to preserve the fresh start for
those overwhelmed by health problems and medical costs, we
should keep in mind that when some are unable to pay their med-
ical debts, those costs must be passed on somewhere else within
the health care system, either to insurers and patients through
higher costs for services or through lower quality care, innovation,
and choice. There is no free lunch.

Consider that every $100,000 discharged in bankruptcy may
make the difference between a hospital being able to afford an ad-
ditional nurse for a year or improved patient treatment. Indeed, el-
ementary economics suggest that on a macro-economic level, an in-
crease in uncollectable medical debts may exacerbate the problem
of rising health care costs in the economy.

Addressing the issue of health care and bankruptcy thus requires
striking a delicate and complicated balance between the needs of
innocent families who find themselves in dire straits because of
medical problems on one hand and the claims of innocent doctors,
nurses, and hospitals that provide needed and even lifesaving
health services on the other.

At the current time, there is little evidence that medical bank-
ruptcies are creating some sort of crisis for the bankruptcy system
or that the frequency of medical bankruptcies has been rising over
time. Current data is sparse and provides a tenuous basis for
sweeping reforms. And further research is needed. But current
data does suggest a few tentative conclusions.

First, some medical data is present in many bankruptcy cases,
perhaps approximately half of cases.

Second, in a relatively small number of cases, large medical
debts are the primary cause of bankruptcy filings.

Third, in some cases, medical debts combined with other debt
such as mortgage, automobile or credit card debt to lead to a bank-
ruptcey filing.

Fourth, in the overwhelming majority of cases, there is either no
medical debt at all, or the amount of medical debt present is rel-
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atively small and unlikely to be the proximate cause of the debtor’s
bankruptcy.

Fifth, bankruptcies are insured in general at the same rate as
the general population.

Finally, although medical problems theoretically can also con-
tribute to bankruptcy by leading to unexpected job loss or income
interruption, empirical studies suggest that this is not a significant
cause of bankruptcies and the number of bankruptcies attributable
to this cause does not appear to be growing over time.

Current law strikes an appropriate balance of these competing
concerns between innocent doctors and innocent patients. Two
years ago this body enacted the Bankruptcy Abuse Prevention and
Consumer Protection Act of 2005 by a bipartisan 70 percent major-
ity. BAPCPA should be given an opportunity to prove itself before
Congress once again reopens the question of bankruptcy reform, es-
pecially in light of the lack of any concrete evidence to indicate a
pressing problem.

Under the means testing provisions of BAPCPA, low-income
debtors, including those who are unable to work because of health
problems, are entitled to file bankruptcy and discharge their unse-
cured debts, whether medical or otherwise. High-income debtors
who can repay a substantial portion of their debts without signifi-
cant hardship are required to enter a Chapter 13 plan and repay
as much as they can of their unsecured debts as a condition for fil-
ing bankruptcy, whether 40, 60 or 80 percent of their outstanding
unsecured debt.

Moreover, in calculating the debtors’ income available to repay
debts in Chapter 13, the law permits a deduction for health insur-
ance and other health expenses. Finally, a judge retains discretion
to permit an otherwise ineligible debtor to file a Chapter 7 if she
can show special circumstances such as notably a serious medical
condition.

In short, current law adequately accommodate the claims of
those debtors laid low by medical problems and expenses and other
innocent parties who are affected by bankruptcy, including health
care professionals and other health care consumers. It asks debtors
to pay what they can and health care providers, consumers, and in-
surers to absorb the remaining costs.

Although BAPCPA seems to be accommodating these concerns, it
has been in operation for less than 2 years. Future research may
suggest propriety of reconsideration of the issue.

Finally, we should note that as a result of BAPCPA, the bank-
ruptcy filing rate has been cut about in half, at least temporarily.
To the extent that BAPCPA has succeeded in weeding out fraudu-
lent and abusive filings, which it appears to have done, it would
be expected that a greater percentage of cases today than in the
past would involve true medical bankruptcies, even if the absolute
number of such filings has not increased. Indeed, the primary effect
of BAPCPA appears to have been to reduce the denominator on the
filings ratio thereby leading to an increased percentage of legiti-
mate filings, including medical bankruptcies.

In conclusion, allow me to offer that if this Committee’s true con-
cern is not with medical bankruptcies, but with the cost or quality
of health care in America in general, an issue on which I express
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no opinion today, it seems obvious to me that tinkering with the
bankruptcy code is one of the least effective ways imaginable for
dealing with those issues.

Thank you.

[The prepared statement of Mr. Zywicki follows:]
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Mr. Chairman and Distinguished Members:

It is a pleasure to testify here today on the subject of “Working Families in
Financial Crisis: Medical Debt and Bankruptcy.” Medical debt and medical problems are
a source of concern for many American families today and sadly these problems
sometimes land American families on the steps of America’s bankruptcy courts. It is
precisely to deal with these sorts of bad luck and temporary financial setbacks that we
have our honored American tradition of the fresh start, to allow workers to get back on
their feet.

On the other hand, these concerns have been long-recognized by this body in
American bankruptcy law, and are systematically accommodated in current bankruptcy
law, including the amendments enacted two years ago by this body with a bipartisan 70%
majority in the Bankruptcy Abuse Prevention and Consumer Protection Act of 2005
(“BAPCPA”). For every innocent debtor who has found himself down on his luck as the
result of illness and injury, there are also innocent doctors, nurses, and health care
professionals who have provided ameliorating and even life-saving care for the debtor.
When some bankruptcy filers don’t or can’t pay their bills, those losses are passed along
in the health care system through higher prices for insurers and other consumers or
reduced medical services and quality. Every $100,000 discharged rather than paid in
bankruptcy may be the difference between a hospital hiring a new nurse or the ability of a
doctor to afford indigent care for another patient.

Current law strikes an appropriate balance of these competing concerns between
doctors and patients. Under the means-testing provisions of BAPCPA, low-income

debtors, including those who are unable to work because of health problems, are entitled
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to file bankruptcy and discharge their unsecured debts, whether medical or otherwise.
High-income debtors who can repay a substantial portion of their debts without
significant hardship are required to enter a Chapter 13 plan and repay as much as they can
of their unsecured debts as a condition for filing bankruptcy, whether 40%, 60%, or 80%
of their outstanding unsecured debt. Moreover, in calculating the debtor’s income
available to repay debts in Chapter 13, the law permits a deduction for health insurance
and other health expenses. Finally, a judge retains discretion to permit an otherwise-
ineligible debtor to file in Chapter 7 if she can show special circumstances, such as “a
serious medical condition.”

In short, current law adequately accommodates the claims of those debtor laid low
by medical problems and expenses and other innocent parties who are affected by
bankruptey including health care professionals and other consumers. Nor is there any
evidence that medical bankruptcies are creating any sort of crisis for the bankruptcy
system or that the percentage of medical bankruptcies has been rising over time. Current
law balances these concerns well and it is not clear what reforms are necessary at the
current time. If this Committee’s true concern is not with medical bankruptcies but with
the cost or quality of health care in America in general, an issue on which I express no
opinion, it seems obvious to me that tinkering with the Bankruptcy Code is one of the
least effective ways imaginable for dealing with those issues.

I have taught and written extensively on questions related to credit cards,
consumer credit generally, and the relationship between consumer credit and consumer

bankruptcies. See An [liconomic Analysis of the Consumer Bawkruptcy Crisis, 99
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NORTHWESTERN L. REV. 1463 (2005)1 and Institutions, Incentives, and Consumer
Bankruptey Reform, 62 WASHINGTON & LEE L. REV, 1071 (2005)7 1 am currently
working on a book on consumer credit and consumer bankruptcy tentatively titled
Bankruptcy TLaw and Policy in the Twenty-Iirst Century to be published by the Yale
University Press, from which portions of this testimony are drawn. I am honored to have
the opportunity to share my research with you here today. From 2003-2004 I served as

Director of the Office of Policy Planning of the Federal Trade Commission.

How MANY BANKRUPTCIES ARE “MEDICAL BANKRUPTCIES”?

Health problems theoretically can lead to a household filing bankruptcy in two
ways, by reducing the ability to work and thus creating an unanticipated disruption to a
family’s income flow, or an unanticipated budget shock to expenses through high
uninsured medical bills. In some cases medical problems can create both shocks
simultaneously, creating a whipsaw effect of both an unexpected income loss and
unexpected medical bills. In other cases the two effects may offset each other to some
extent, if for instance, increased expenditures produces higher quality care which results
in shortened convalescent periods or fuller recoveries, reducing the amount of missed
income for a worker.

Thus, medical problems can in theory be a unique contributor to household
bankruptcy and surely some bankruptcies are caused by this factor. On the other hand, it

is not clear exactly how many consumer bankruptcies are attributable to this factor, nor is

! Available at hittp://papers ssti.com/sol3/papers.cfmTabstract_id=387901.
= Available al hip:/papers. ssms.comysold/papers.clm?absiract 1d=081483.
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there any evidence that the problem of medical bankruptcies is increasing over time.

Consider each possible explanation in tum.

There is No Evidence That There Has Been An Increase in the Frequency or
Severity of Job Loss or Income Interruption as a Result of Health Problems

The first way in which medical problems could lead to increased bankruptcies is
by an increase in the frequency or severity of job loss or income interruption as the result
of health problems.’ Although this surely is the cause of some bankruptcies, there is no
evidence that this is an important contributor to many bankruptcies. A study by Ian
Domowitz and Robert Sartain, for instance, find little correlation of medical debt with
other sources of financial distress, such as job loss or income interruption.” Fay, Hurst,
and White find that health problems by the head of a household or spouse that cause
missed work are not a statistically significant factor in bankruptey filings.’ Aparna
Mathur similarly finds that poor health by the head of the household is not a statistically
significant predictor of bankruptcy filings® She also reports that only six percent of
participants in the Panel Study of Income Dynamics survey self-reported that illness or
injury caused their bankruptcy filing and statistical analysis found no significant
correlation between bankruptey filings and individuals in poor health.

These findings are not surprising. Extraordinary advances in medical technology

have dramatically shortened the recovery time and reduced complications for virtually

* See Aparna Mathur, Medical Bills and Bankruprcy Filings, American Enterprise Institute (20053),
available in http://www.aei.org/docLib/20060719_MedicalBillsAndBankruptcy.pdf (finding that losing
work days due Lo illness signilicantly increases the likelihood of [iling bankrupltcy).

' lan Domowitz & Robert L. Sartain, Determinants of the Consumer Bankruptcy Decision, 54 J. FIN. 403,
413 (1999).

* Scott Fay ct al., The [Tousehold Bankruptcy Decision, 92 AM. ECON. REV. 706, 714 (2002).

© See Mathur, Medical Bills and Bankruptcy Filings (summarizing findings of PSID).
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every medical procedure over the past few decades, thereby reducing the amount of
missed work time and hastening a fuller recovery to previous levels of productivity.
Thus, while some people are forced to file bankruptcy because of job loss or interruption
as the result of illness or injury, it is doubtful that this number is growing over time.
Moreover, American households should be much more resilient to temporary
income interruptions than in previous eras. The past two decades have seen record
accumulations of household wealth (in stocks during the 1990s and in home values
throughout the past two decades) and an increased ability to access that wealth in times of
need (through the development of home equity lines of credit, for instance), that should
cushion income interruptions. Moreover, the increasing number of two wage-earner
families obviously has made families more resilient in the face of the loss of one income
as the result of job interruptions from health problems or any other source. Thus, there is
little reason to believe that during recent decades there could have been an increasing
number of medical bankruptcies as a result of an increase in the frequency or severity of
employment interruptions and consequent unexpected income loss. As noted, empirical
studies do not identify this factor as an important one and, if anything, the contribution of

this factor to the frequency of bankruptcies likely has declined over time.

There is Little Evidence That Medical Debt 1s a Major Causal Factor in
Bankruptcy Filings

Second, there is no evidence that there has been an increase in the number of
bankruptcies caused by medical debt. Many empirical studies over the past several

decades have tried to measure the number of bankruptcies attributable to medical
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problems. Most studies of bankruptcy filers have failed to find a relationship between
health debt and bankruptcy, although medical debt does play a role in some bankruptcy
filings.” Most studies find no medical debt at all in about half of consumer bankruptcy
filings and in the overwhelming number of cases where medical debt is listed it is
relatively small in amount and unlikely to be a signitficant contributor to the bankruptcy
filing.

A recent study of bankruptcy filers by the Department of Justice’s Executive
Office of the United States Trustee (USTP) is consistent with the findings of most
studies. The USTP examined the records of 5,203 bankruptcy cases filed between 2000
and 2002, the most thorough study of the problem to date of those who actually filed
bankruptey. It reported that 54 percent of the cases in the sample listed no medical debt,
meaning that the median amount of medical debt in the study was zero. Medical debt
accounted for 5.5 percent of total general unsecured debt and 90.1 percent reported
medical debts less than $5,000. There were a few cases where extremely high medical
debt likely explained the subsequent filing—one percent of cases accounted for 36.5% of

medical debt and less than 10 percent of all cases represented 80% of all reported medical

7 See TERIESA A, SULLIVAN 1T AL, AS Wi FORGIVE OUR DEIFTORS: BANKRUPTCY AN CONSUMER CREDIT
IN AMERICA 168-69 (1989); Barry A. Gold & Elizabeth A. Donahue, Health Care Costs and Personal
Bankruptcy, 7). HLALTII POL., POL’Y & L. 734 (1982) (finding (hat medical debts are not a major cause ol
bankruptcy); Philip Shuchman, The Average Bankrupt: A Description and Analysis of 733 Personal
Beanmkruptey Filings in Nine States, 88 CoM. L.J. 288, 294-96 (1983) (linding medical debl scheduled in
over hall of bankruplcics and median medical debt of $567); Philip Shuchman, New Jersey Debtors, 1982—
83: An Empirical Studv, 15 SETONHALL L. REV. 541, 570-71 (1985) (finding average amount of medical
bills as expressed as a percentage of total unsecured debt “was relatively small™—five percent of total
unsecured debt); Larry Sitner et al., AMedical Expense as a Factor in Bankruptcy, 52 NEB. ST. MED. J. 412
(1967) (finding medical debts not to be an important factor in most bankruptcies). see also Melissa B.
Jacoby et al., Rethinking the Debates over Health Care Iinancing: lvidence from the Bankruptcy Courts,
76 N.Y.U. L. Ruv. 375, 378 (2001) (noting that “[u]ntil the 1990s . . . most empirical studies of bankruplcy
did not find illness, injury, or medical debt to be a major cause of bankruptcy™). Bur see Susan D. Kovac,
Judgment-Proof Debtors in Bankruptcy, 65 AM. BANKR. L.J. 675, 709-721 (1991) (finding largc amounts
of mcdical debt and medical debt present in many cascs in her sample, but noting limitcd ability to
generalize [rom her judgment-prool deblors (o the larger population of Ainericans or bankruplcy filers).
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debt. Of the minority of cases in the sample with medical debt, the average medical debt
was $4,978 per case, 78.4 percent reported medical debts below $5,000 (an average of
$1,212 for this group), and medical debts accounted for 13.0 percent of the total general
unsecured debt for those reporting medical debt. Thus, even among those who reported
medical debt, few reported medical debt levels sufficiently high to conclude that they
were a primary cause of bankruptcy.

Aparna Mathur’s study using data from the Panel Study of Income Dynamics
from the 1990s similarly finds little support for the claim that medical debt is the leading
cause of bankruptcy filings. Only 9 percent of respondents in the PSID claimed medical
debt as the primary reason for filing and 7 percent claimed it as a secondary reason. Her
statistical analysis found that medical debts substantially contributed to 27 percent of all
bankruptcy filings at most, but that medical debts had an impact on bankruptcies
primarily when combined with other high levels of consumer indebtedness such as credit
card debts or automobile debt. Where households were not otherwise heavily indebted,
the addition of medical debt alone had a minimal effect on the likelihood of filing
bankruptcy. As Mathur concludes, “We find that households with medical debts, in
addition to other debts, are the most likely to file, while those with primarily high
medical debts explain relatively few bankruptcy filings.” Thus, the contribution of
medical debt alone to bankruptcy is difficult to determine.

Notwithstanding the longstanding consensus that relatively few bankruptcies can
be reasonably said to be caused by health problems and health costs, a recent study

nonetheless concludes that approximately half of consumer bankruptcies are caused by
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medical problems, a twenty-three-fold increase over a twenty-year period® Both
conclusions are fundamentally unsupportable, however, and rest primarily on the way in
which the researchers define and count what constitutes a medical bankruptcy rather than
an actual increase in the number of bankruptcies caused by medical problems. The
study’s methodology and conclusions have been uniformly criticized by health scholars’,
economists'’, and law professors''. Indeed, I have been unable to locate any independent
researcher unaffiliated with any of the authors of the study who has endorsed the
methodology or findings of this study.

The problems with the study’s methodology and conclusions are extensive but are
not difficult to identify. As a result, I will simply provide a summary of the most glaring
problems here and refer the Committee to sources cited elsewhere in this testimony for a
more extensive discussion. As noted, the researchers’ methodology has been roundly and
uniformly criticized.

First, the finding that half of all bankruptcies are caused by medical problems is

based on a fundamentally flawed and over-expansive definition of “medical

§ See David U. Himmelstein et al., Marketwatch: liness and Injury as Contributors to Bankruptcy,
HEALTH AFF., Feb. 2, 2005, at W5-63. availuble ar http://www.content.healthaffairs.org/
webexclusives.

? See David Dranove and Michacl L. Millenson, Medical Bankruptcy: Myth Versus Fact, 25(2) HEALTH
Arrairs 74 (2006); see also Kevin C. Fleming, Author’s Conclusions Not Supported by Study Resulls,
HEALTH AFFAIRS cLct(crs (Feb. 16, 2005); Jell Lemicusx, A Cautionary Note o the Number of Ilealth-
Related Bankruptcies, HEALTH AFFAIRS cLetters (Apr. 13, 2005).

' Apama Mathur, Medical Bills and Bankruptcy Filings, American Enterprise Institute (2003) (criticizing
definition of medical bankruptcies as “too broad,” noting absence of control group, and concluding that the
actual number of medical bankrupteies is “much smaller” than reported in Himmelstein study).

Y Gail L. Heriot, Misdiagnosis: A Comment on lllness and Injury as Contributors to Bankruptcy and the
Medial Publicity Surrounding It, 10(1) Tix. Rev. L. & PoLirics 229 (2005); Todd I. Zywicki, 4n
lconomic Analysis of the Consumer Bankruptcy Crisis, 99 NORTHWESTERN L. REV. 1463, 1518-19 (2005);
Todd J. Zywicki, Health Problems and Bankruptcy: Are 50% of Bankruptcies Health Related?, Volokh
Conspiracy, af hilp:/volokh.com/archives/archive_2005_02_13-2005_02_19.shiml#1108558247 (Feb. 16,
2005, 6:50 EST).
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2 o C
The researchers, for example, count as “medical bankruptcies” such

bankruptcies.”"
events as gambling addiction, a death in the family, or the birth or adoption of a child, in
addition to unexpected illness or injury. Many of these are open to question as to
whether they are properly classified as medical bankruptcies. As Professor Gail Heriot
notes, “Babies are a financial hardship even when hospitals given them away free” and it
is hard to see how it is the medical bills that are to blame for a subsequent bankruptcy—
and still less so when the even is an adoption. Moreover, although some substance
abusers and gamblers are addicts, it is not clear why all those who gamble their way into
bankruptcy should be assumed to be gambling addicts and thus classified victims of
“medical bankruptcy”

Moreover, they count as a serious medical problem any accumulation of unpaid
medical bills of over $1000 within two years of bankruptcy. This figure is obviously too
low of a threshold to try to capture the phenomenon of “medical bankruptcies.” To put
this figure in perspective, in 2001 average per capita out of pocket health expenses were
$683—meaning that during that period the average American spent about 30% more than
this figure on unreimbursed medical expenses.

The researchers also report the mean amount of medical debt, which could be
skewed by a handful of high-debt filers and is irrelevant to the question as each person

can only file bankruptcy once during the sample period."” They do not report any

'? See Mathur (“their classification of a medical bankruptcy is too broad™): Fleming (“the very definition of
‘medical bankruptcy’ in this study is a poor one™): Lemieusx (calling definition of health care bankruptcies
“very broad”).

B See Health Accounts, at httpy/fwww ¢ius. hhs. govistatistics/nhe/defanitasp. Overall, in 2001, average
private medical expendilures were almost $2500 per person for lotal privale medical expendilures
(including payments on health insurance premiums). 7oral expenditures by individuals, employers,
government, and philanthropy were over $5000 per person for 2001.

' They state clsewherc that their finding of out-of-pocket costs of $11.854 “indicates that most familics
had incurred far more than $1,000 in out-o[=pockel costs.” Himmelstein el al., Bankruptcy and Iealth:
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evidence on how many filers had substantially more than $1000 in unpaid medical bills,
the median amount of medical debt, nor the distribution of debt—even after Dranove and
Millenstein specifically identified this methodological flaw."> In fact, as noted above the
study by the United States Trustee found relatively few filers with substantial medical
bills and a very small number of filers with very large medical debts. Himmelsein, et al.,
provides no reason to question this conclusion that the problem of large medical debts is
limited to a relatively few number of filers.®

They also do not control nor even provide any evidence as to the size of the other
obligations of the “medical bankruptcy” filers. Thus, for instance, a debtor with $1001 in
unpaid medical bills and $50,000 in student loan debt or tax debt would classify as a
medical bankruptcy under the authors’ definition. It is not clear why this hypothetical
situation would be classified as a medical bankruptcy.

Finally, they do not attempt to control for the possibility of strategic behavior as
part of pre-bankruptcy planning, such as decisions by debtors to pay secured debts, such
as mortgages or automobile loans, or nondischargeable unsecured debts, such as student
loans, instead of medical debt, which is generally unsecured and dischargeable. Such
strategic decisions would tend to inflate the amount of medical debt in bankruptey

relative to its actual proportion outside bankruptcy.

The Authors Replv, HEALTH AFFAIRS eLetters (June 8, 2005). But this inference obviously does not
follow—a high average amount of health expenses could arise either from each filer having substantial
medical debt or from a few filers who have extremely high medical debt that pulls up the average for all.
The United States Trustee study indicates that the latter scenario is more plausible than the former. Again,
the authors provide no evidence regarding the median or distribution of medical debt in their study so they
have no basis for the inference that they claim is “indicated” by the data.

' Dranovc and Millensicin at p. W77.

'% The United States Trustee’s office also cxamined almost three tinics as many petitions as the
Himmelstein study.
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Nor are the authors’ conclusions supportable, even leaving aside the obvious
methodological flaws in the study. Among their conclusions are that: “Medical problems
contribute to about half of all bankruptcies”; “that the number of medical bankruptcies
had increased twenty-threefold by 20017; and , “since the number of bankruptcy filings
rose 11 percent in the eighteen months after the completion of our data collection, the
absolute number of medical bankruptcies almost surely continues to increase.” All of
these conclusions are open to question.

First, the finding that approximately half of all bankruptcies are caused by
medical problems is unsupportable. Dranove and Millenson note that 28.3 percent of
respondents in the study stated that illness or injury was a cause of bankruptcy, and that
the remaining “medical bankruptcies” arose through the authors’ classification of medical
bankruptcies. As noted, the authors define this second category of bankruptcies unduly
broadly. In fact, Dranove and Millenson a more reasonable interpretation of
Himmelstein’s data suggests that about 17 percent of their sample had medical
expenditure bankruptcies and that even then it is not possible to conclude that medical
spending was the most important cause of bankruptcy. In fact, this estimate of about
17% approximates the higher end of the range of findings of other studies of bankruptcy
filers as to the contribution of medical expenses to bankruptcy. There also is no evidence
that this figure has been growing over time. For instance, Mathur reports that in the PSID
data she studied, 9 percent of those surveyed self-reported medical bills as the primary
reason for filing and 7 percent claimed medical bills as a secondary reason, for a total of

16%.



34

Second, the finding of a twenty-three-fold increase in medical bankruptcies is
equally unsupportable. This figure appears to be almost completely the result of a change
in the way in which the researchers define medical bankruptcies. The baseline for the
purported twenty-three-fold increase was a finding in the book As We I'orgive Our
Debtors that only eight percent of bankruptcies were medically-related.'” It is not exactly
clear what was considered to be a “medical bankruptcy” in the earlier study, but it
appears that the definition was much narrower, and did not include such things as
gambling addiction or the $1000 threshold. If the $1000 threshold was actually included
in the earlier study, the authors of the current study do not appear to have adjusted it for
inflation or growth in income.'®  Tn fact, As We Forgive Our Debtors seems to directly
reject the more expansive definition of “medical bankruptcies” of the current study,
stating:

Our central finding is that crushing medical debt is not the widespread

bankruptcy phenomenon that many have supposed. To the extent that the

typical debtors in bankruptcy are painted as sympathetic characters
because they are struggling with insurmountable medical debts, these data

show that “typical” is the wrong adjective. Only a few debiors find

themselves in such extreme circumstances . . . . About half of all debtors

carry some medical debt, and many carry substantial medical debt.

Although these medical debts are not the obvious cause of the debtors’

bankrupicies, they are part of their finamcial froubles.”

The earlier study, like the most recent one, therefore, found medical debt present

in about half of bankruptcy filings. By contrast, the earlier study concluded that

relatively small amounts of medical debt were unlikely to be a significant cause of

" Himmelstein et al.. supra note 8, at W3-71.

'8 Per capita income rose from $8476 to $22.851 per year from 1981 to 2001. See U.S. Census Bureau,
Historical Income Tables—People, Table P-1, al hup:.//www.census.gov/hhes/income/listinc/ pOlar.himl
(last visited Aug. 1. 2005). Mean housechold income rose from $22.787 to $58,208. U.S. Census Bureau,
Historical Income Tables—Households, Tahle H-9, at http://www.census.gov/hhes/
www/incomne/histinc/h0%ar htmnl (last visited Aug. 1, 2005).

¥ SULLIVANET AL, at 173 (emphasis added).
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bankruptcy. The authors added, “The central finding is that medical debt is not an
especially important burden for most debtors.”*® This earlier approach seems much more
reasonable than that today.

Third, the authors also report that bankruptey filings rose 11% in the period after
the completion of their data collection, meaning that the “absolute number of medical
bankruptcies almost surely continues to increase.” Since BAPCPA went into effect about
two years ago, however, bankruptcy filings have fallen approximately 50%-70%. If the
authors were right about their earlier claim that a continued rise in the bankruptey filing
rate signaled an increase in the absolute number of medical bankruptcies, then it logically
must follow that over the past two years the absolute number of medical bankruptcies has
been cut in half. Alternatively, and more plausibly, the authors’ conclusions about the

number of medical bankruptcies were simply erroneous in the first place.

Medical Insurance and Bankruptcy

Lack of health insurance also can theoretically contribute to bankruptcy filings. If
a family lacks health insurance, a catastrophic or long-term illness can deplete family
savings and overwhelm the household with debt. As a result, a lack of health insurance
may exacerbate the other difficulties created by health problems, such as increased debt
and reduced income. In fact, however, there is no evidence that lack of medical
insurance is a major causal factor in bankruptcy filings. Empirical research also finds
little relationship between lack of health insurance and bankruptcy. Gross and Souleles

found that a lack of health insurance was not a statistically significant predictor of

* Id. at 170.
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bankruptcy.?' Economist Joanna Stavins similarly found “no notable difterence” between
the percentage of bankruptcy filers with health insurance and the percentage of the non-
filers with health insurance ® Himmelstein et al , find that “medical debtors were no less
likely than other debtors to have [health insurance] coverage at the time of filing.”*
Moreover, there are no macroeconomic trends in health insurance coverage that
would suggest that lack of health insurance could be a major contributing cause to
bankruptey filings. Although the percentage of Americans without health insurance has
risen gradually over time, this decline in coverage is the result of declining rates of
health-care coverage among immigrants. The percentage of native-born Americans with
health insurance has actually risen slightly since the official records began in 1993. The

percentage of immigrants with health insurance, by contrast, has fallen during this period,

especially among noncitizens.

! David B. Gross & Nicholas S. Soulcles, An Empirical Analvsis of Personal Banlruptcy and
Delinguency, 15 REV. FIN. STUD. 319, 334-35, tbl.2 (2002). Although they did not find lack of health
insurance to be a predictor of bankruptcy. they did find it to be a predictor of credit card default.

* Joanna Stavins, Credir Card Borrowing, Delinquency. and Personal Bankruptcy, NEW ENG, ECON. RFY.,
July/Aung. 2000, at 15, 22. 1In fact, Stavins found that those who filed bankruptcy in the past were more
likely to have health insurance than those who did not, although they may have acquired health insurance
after the filing. /d. at 25. Although it is unlikely that bankruptcy filers are more likely to be insured than
non-filers, Stavins’s findings certainly cast doubt on the claim that they are substantially more likely to lack
insurance.

= Himmelstein el al., at W5-66.
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Sewree: Center for Medicare Studies.

I have seen no reason to believe that the rise in medical bankruptcies has occurred
only among immigrant groups and not among native-born Americans, suggesting that the
absence of health insurance does not appear to be a substantial cause of medical
bankruptcies. While this may raise other public policy concerns, it suggests that lack of
health insurance is not likely to be causing a rise in medical bankruptcies.

WHAT TO DO ABOUT MEDICAL BANKRUPTCIEST
Leaving aside the factual question regarding the number of “medical
bankruptcies” there still remains the policy question of what should be done about it.
Medical problems and bankruptey present a difficult policy decision in that those
on both sides of the transaction are generally innocent parties. One can certainly

sympathize with a bankruptcy debtor who has been foreed to file bankruptey because a
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serious medical problem has either resulted in the loss of his job or major medical bills.
And this is precisely the sort of person for whom bankruptcy is intended and for whom
the fresh start is particularly important.

On the other hand, a doctor who performs the service of delivering a healthy baby
or a surgeon who saves someone after a heart attack certainly seems entitled to be paid
for his or her services. When a debtor discharges medical debt, those losses must be
passed on somewhere in the system, either through higher costs for insurers and other
patients or reduced medical services. $100,000 in discharged medical debt may make the
difference as to whether a hospital can hire an additional nurse for a year or provide free
care to indigent patients. It is wholly right and appropriate to allow an innocent debtor a
fresh start to recover from medical problems and medical bills; nonetheless, we should
recognize that there are also conscientious health providers and other patients who
eventually have to foot the bill for this opportunity. For every innocent debtor there is
also an innocent creditor who provided those services.

Current bankruptcy law strikes an appropriate balance between these competing
claims of innocent debtors and innocent providers of health care services. Medical debt
typically is unsecured debt. Under current bankruptcy law, any unsecured debt incurred
prepetition is treated the same as any other unsecured debt. In particular, under
BAPCPA, medical debts are subjected to means-testing as with other unsecured debts.
Thus, for instance, if a debtor paid for some of his or her health care by incurring credit
card debt, that too would be dischargeable and subject to means-testing.

Under the means-testing provisions of BAPCPA, a debtor who earns above the

state median income is expected to pay what he or she can in a Chapter 13 plan as a
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condition for filing bankruptcy. A debtor who earns below the state median income, such
as a debtor who is incapacitated and unable to work because of health problems, can file
chapter 7 bankruptcy and receive a discharge of her debts. By contrast a debtor who has
fully recovered and is able to work, but nonetheless has substantial medical bills, is
required to repay as much as she can, whether 40%, 60%, or 80% in a chapter 13
repayment plan.

As this body recognized two years ago in a bipartisan vote with 70% overall
support, this is a perfectly appropriate and reasonable balancing of the claims of debtors
in financial distress and the legitimate claims of doctors to be paid for the valuable, and
even life-saving, services that they provide.

Moreover, post-petition medical expenses are given special treatment under the
means-testing provisions of BAPCPA. In determining the debtor’s monthly expenses for
purposes of applying the means-testing provisions of §707(b), the Code specifically
subtracts from the debtors income expenses “reasonably necessary” for health insurance,
disability, insurance and health savings accounts expenses for the debtor, the spouse of
the debtor, or the dependents of the debtor. §707(b)(2)(A)i)I). The debtor’s monthly
expenses may also include actual expenses paid by the debtor for reasonable and
necessary expenses incurred for care and support of an elderly, chronically ill, or disabled
household member of member of the debtor’s immediate family. §707(b)}(2)(A)(ii)(11).
Finally, under §707(b}(2)(B), the debtor may rebut the means-test’s presumption of abuse
by demonstrating special circumstances such as a “serious medical condition” to the
extent that such special circumstances justify additional expenses or adjustments of

current monthly income.
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On the other hand, given the efficacy of BAPCPA in weeding out fraud and abuse
in the bankruptcy system, it could very well be that the percentage of bankruptcy cases
today that are attributable to medical problems may be higher in the past. As noted,
BAPCPA has cut bankruptey filings in half, primarily by deterring fraudulent and
abusive filings while preserving bankruptcy relief for those who need it, such as those
with true medical hardship and overwhelming medical debt. If this deterrence of
fraudulent filings has resulted in an increased percentage of medical bankruptcies as a
statistical matter, then it would be expected that the percentage of injured and sick
debtors would rise, but because of a reduction in the denominator (cases filed), not an
increase in the numerator.

In short, the Bankruptcy Code today is well-equipped to deal with the challenges
of medical bankruptcies. It strikes an appropriate balance between the needs of injured
debtors and innocent creditors. Debtors today, including debtors with medical debts, are
gaining the relief that they need while at the same time repaying what they can to doctors

and medical providers who have offered them necessary and life-saving medical services.

CONCLUSION

Perhaps some here think that medical care is too expensive these days. 1 express
no opinion on whether that is the case or if so what should be done to address the
problem. It does seem obvious however, that bankruptcy law is nof the appropriate place
to try to deal with the problem of an overly expensive health-care system. Bankruptcy
law should be concerned with striking an appropriate balance between debtors and
creditors, including those in the health care system. Current law accommodates these

concerns well and there is no need for further consideration at this time.
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Chairman CONYERS. [Presiding.] Well, thank you for your testi-
mony, Sir.

Director Clifford White is the next witness. He oversees bank-
ruptcy matters in the Federal court and supervises the means tests
that are administered as part of that process.

Welcome to the Committee, sir.

TESTIMONY OF CLIFFORD J. WHITE, III, DIRECTOR, EXECU-
TIVE OFFICE FOR U.S. TRUSTEES, U.S. DEPARTMENT OF JUS-
TICE, WASHINGTON, DC

Mr. WHITE. Thank you, sir. Chairman Conyers and Members of
the Subcommittee, I appreciate the chance to be here today to dis-
cuss the role that medical expenses play in consumer bankruptcy
filings.

The U.S. trustee program is that component of the Justice De-
partment with the mission to enhance the integrity and the effi-
ciency of the bankruptcy system. And our responsibilities range
from consumer bankruptcy cases to reorganizations of large cor-
porations.

I would like to address three aspects of the topic of the hearing
this afternoon. First, as the Chairman mentioned, one of the most
significant changes made in the bankruptcy reform law was the es-
tablishment of a means test. And under the means test, individual
debtors with income above their State’s median income level are al-
lowed to deduct expenditures set forth in the statute. Most medical
expenditures may be deducted.

If the debtor has income above allowed expenses, the debtor may
be presumed abusive and the case subject to a motion to dismiss
by the U.S. trustee. A debtor may rebut that presumption by dem-
onstrating special circumstances such as a serious medical condi-
tion.

As of June 30, 2007, about 8 percent of debtors who filed Chapter
7 petitions after enactment of the means test had income above the
State median income level and thus were subject to the full means
test. Of those debtors, approximately 12 percent were presumed
abusive. But the U.S. trustee declined to file a motion to dismiss
in about 22 percent of those presumed abuse cases. And the reason
for about one out of every five of those declinations was high med-
ical expenses or loss of income from illness or injury.

So Congress established an objective system for determining eli-
gibility but also resided in the U.S. trustee discretion to decide
whether to seek dismissal, whether a dismissal would be appro-
priate. Accordingly, debtors who have incurred high medical debt
or anticipate significant future medical expenditures or who have
lost income due to medical conditions may be entitled to Chapter
7 relief irrespective of the means test formula.

My second point is that the U.S. trustee program does not have
definitive data on the amount of medical debt owed by consumer
debtors who seek bankruptcy relief. In 2003, however, we did re-
view a sample of 5,000 cases utilizing data from official records of
Chapter 7 cases closed between the years 2000 and 2002.

In general, those data revealed that about 5 percent of total gen-
eral unsecured debt was medical related. Forty-six percent of the
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debtors listed medical debt. Of those debtors who listed medical
debt, about 80 percent reported medical debt of less than $5,000.

Fewer than 1 percent of the cases accounted for more than a
third of the medical debt. And less than one out of 10 cases, about
10 percent of the cases, represented about 80 percent of total re-
ported medical debt. Now, for the most part, this accounting would
not have identified medical debts that were charged on credit
cards, placed with collection agencies or paid prior to a bankruptcy
filing.

Third and finally, the need for bankruptcy data that is readily
accessible was recognized by the Congress in Section 604 of the re-
form law, which provides that the bankruptcy court should make
data publicly available in an electronic format. This presumably
would include financial information contained in schedules, state-
ments, and other documents filed by debtors in bankruptcy court.

Although medical debt is difficult to identify with precision on
the current official forms, there may be ways that such data can
be made more accessible for policy makers, for administrators, and
researchers. The U.S. trustee program, for example, has been work-
ing with the administrative office of U.S. courts and the Judicial
Conference of the United States on an automation solution which
entails the tagging of data on bankruptcy forms. The resulting
data-enabled, or so-called smart forms, among other things, would
allow a computer system to automatically aggregate and simplify
review of data.

Data-enabled technology would allow researchers and others to
more easily identify cases with high medical expenses and other
features. In addition, much of the means tests which we perform
could be done through data tagging allowing the program to per-
form its duties more effectively and allowing debtors to know ear-
lier in the process whether the program will deem their case to be
presumed abusive.

The courts adopted a jointly developed technical standard for
data tags about 2 years ago but has postponed their widespread
use pending further study. If the courts ultimately adopt this new
technology as a mandatory standard, then bankruptcy administra-
tion will be streamlined and policy makers will have more informa-
tion to evaluate the effectiveness of the system.

In sum, the U.S. trustee program is committed to improving con-
sumer bankruptcy case administration for the benefit of debtors,
creditors, and the public. And this will include the exercise of ap-
propriate discretion in evaluating bankruptcy cases that exhibit
substantial medical debt.

I would be happy to answer any questions from the Sub-
committee. Thank you.

[The prepared statement of Mr. White follows:]
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Statement of
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Executive Office for United States Trustees
“Hearing on Working Families in Financial Crisis: Medical Debt and Bankruptey”
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United States House of Representatives

July 17, 2007

Madam Chairman and Members of the Subcommittee,

Thank you for the opportunity to appear before you to discuss the role that medical
expenses play in consumer bankruptey filings. The United States Trustee Program (USTP or
Program) is the component of the United States Department of Justice with the mission to
enhance the integrity and efficiency of the bankruptcy systemY The Program’s responsibilities
include consumer bankruptcy cases and reorganizations of large corporations that seek
chapter 11 relief. As the primary enforcer of many of the key consumer provisions of the
Bankruptcy Abuse Prevention and Consumer Protection Act of 2005 (BAPCPA), each of the
Program’s 95 field offices, and the private trustees whom we appoint and supervise, are called
upon to review individual debtors’ financial circumstances and to determine whether the

bankruptcy relief sought is appropriate or an impermissible abuse of the bankruptcy system.

1 The USTP has jurisdiction in all judicial districts except those in Alabama and North Carolina.
The duties of the USTP are set forth in titles 11 and 28 of the United States Code. In addition to
specific statutory duties and responsibilities, United States Trustees “may raise and may appear
and be heard on any issue in any case or proceeding under this title but may not file a plan
pursuant to section 1121(c) of this title.” 11 U.S.C. § 307.

S1-
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Most consumers seeking bankruptcy protection file under either chapter 7 or chapter 13
of the Bankruptcy Code. Chapter 7 provides for the liquidation of a debtor’s nonexempt
property and the distribution of the proceeds to creditors. In more than 9 out of 10 chapter 7
cases, all of the debtor’s assets are exempt. Chapter 13 provides for repayment of all or part of
the debts over a three to five year period, but the debtor retains all of his or her assets. Under

both chapters, debtors receive a discharge of most kinds of unsecured debt.

Under the new section 707(b) of the Bankruptcy Code, Congress imposed a more
objective and transparent test to determine eligibility for relief. Individual debtors who file
under chapter 7 are now subject to a “means test” to determine their disposable income. Debtors
with income above their state’s median income level are allowed to deduct expenditures set forth
in the statute. If the resulting disposable income is more than $110 per month, the debtor may be
“presumed abusive” and the case subject to dismissal. In determining allowable expenses, the
BAPCPA mandated the use of standards developed by the Internal Revenue Service (IRS) for
certain expenses. The IRS standards also are used to provide the framework for determining the
amount of disposable income that a debtor would be required to pay to unsecured creditors in a

repayment plan?

2 Based upon data compiled for a report to Congress from the Director of the Executive Office

for United States Trustees on the impact of the IRS Standards, as required under

section 103(b)(1) of the BAPCPA, the USTP found that the IRS standards allow above median
chapter 13 debtors to deduct an average of $490 in expenses more than the amount that debtors
report they actually spend. As income rises, the differential becomes smaller. This means that
the IR'S standards have a progressive impact on above median debtors, such that those with lower
incomes are treated more favorably than those with higher incomes. The USTP’s report is based
upon data collection and analysis performed under contract by the RAND Corporation.

.
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Within ten days after a statutorily required meeting where creditors, private trustees, and
the United States Trustee may question a debtor under oath, the United States Trustee must
determine if a case is “presumed abusive.” Within thirty days thereafter, the United States
Trustee must file a motion to dismiss the case or a statement explaining why a motion would not
be appropriate to file. 11 U.S.C. § 704(b). A debtor may rebut a presumption of abuse “by
demonstrating special circumstances, such as a serious medical condition,” to the extent such
special circumstances justify additional expenses or adjustments of current monthly income “for

which there is no reasonable alternative.” 11 U.S.C. § 707(b)(2)(B)(i).

From October 17, 2005, to June 30, 2007, approximately eight percent of debtors who
filed chapter 7 petitions had income above the state median income. Of those debtors,
approximately 12 percent were “presumed abusive.” The United States Trustees declined to file
a motion to dismiss in approximately 22 percent of those cases¥ The reason for almost one out
of every five declinations was high medical expenses or loss of income from illness or injury.

To provide just one example, a United States Trustee declined to seek dismissal of a case
involving married debtors where the wife suffered from degenerative epilepsy that rendered her
unable to work and required her husband to reduce his work hours to provide care for her. Given

the progressive nature of the wife’s condition, the United States Trustee determined that it was

¥ United States Trustees are now filing motions to dismiss chapter 7 cases at about twice the

rate as were filed prior to enactment of the BAPCPA (i.e., about eight motions to dismiss per
1,000 cases versus about four motions to dismiss per 1,000 cases pre-BAPCPA). These numbers
include motions brought in “presumed abusive” cases under section 707(b)(2), as well as
motions brought under the “totality of the circumstances” standard established under

section 707(b)(3).

_3-
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unlikely that the husband would earn income at the same level he did prior to their bankruptey

filing,

The Program believes strongly that the Congress established an objective system for
determining eligibility, but also resided discretion in the United States Trustee to decide whether
dismissal would be “appropriate.” Accordingly, debtors who have incurred high medical debt or
anticipate recurring significant medical expenditures may be entitled to chapter 7 relief

irrespective of the “means test” formula.

The USTP does not have definitive data on the amount of medical debt owed by
consumer debtors who seek bankruptcy relief. In 2003, the Program reviewed a sample of more
than 5,000 bankruptey cases utilizing data from official records in no-asset chapter 7 cases
closed between 2000 and 2002. In general, the data describing medical-related expenses
contained in official documents filed by chapter 7 debtors revealed that slightly more than five
percent of their general unsecured debt was medical related. Forty-six percent of the debtors
listed medical debt. Of those debtors listing medical debt, about 78 percent reported medical
debt of less than $5,000. Fewer than one percent of the cases accounted for over one-third of the
medical debt. Less than 10 percent of the cases represented about 80 percent of all reported
medical debt. For the most part, this accounting would not have identified medical debts

charged on credit cards, placed with collection agencies, or paid prior to a bankruptey filing.

The need for bankruptcy data that is readily accessible was recognized by Congress in

section 604 of the BAPCPA which provides, in pertinent part, that “the national policy of the
4.
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United States should be that all data held by bankruptcy clerks in electronic form . . . should be
released in a usable electronic form in bulk to the public, subject to such appropriate privacy
concerns . . .." Debtors’ financial information is contained in schedules, statements, and other
forms filed by debtors in the bankruptcy court. Although medical debt is difficult to identify
with precision on the current official bankruptcy forms, there may be ways that such data can be

made more accessible for policymakers, bankruptcy administrators, and researchers.

The USTP has been working with the Administrative Office of the United States Courts
and the Judicial Conference of the United States on a new automation solution which entails the
“tagging” of data on bankruptcy forms. “Data-enabled” or “smart” forms, among other things,
would allow a computer system automatically to route filings into identified categories and to
simplity the review of data. With appropriate changes to bankruptcy forms, data-enabled form
technology would allow researchers and others to more easily identify cases with high medical
expenses, domestic supports orders, or other features. In addition, much of the “means test”
could be performed through data tagging, thereby allowing the USTP to perform its duties more
effectively and allowing debtors to know sooner in the process whether the USTP will deem
their case to be “presumed abusive.” The Administrative Office adopted the jointly developed
data-enabled technical standard approximately two years ago, but postponed its widespread use
pending further study. If the Judicial Conference ultimately grants the USTP’s request for the
adoption of data-enabled forms as a mandatory standard (with appropriate exceptions), then
bankruptcy administration will be streamlined and policymakers will have more information to

evaluate the effectiveness of the bankruptcy system.
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The USTP is committed to improving consumer bankruptcy administration for the benefit
of debtors, creditors, and the general public. This includes the exercise of appropriate discretion

in evaluating bankruptcy cases that exhibit substantial medical debt.

Twould be happy to answer any questions from the Subcommittee.
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Chairman CONYERS. Thank you very much.

Well, we have had Donna Smith already. We now go to Professor
Elizabeth Warren of Harvard.

We are so glad to have you here. And you may proceed with your
testimony.

TESTIMONY OF ELIZABETH WARREN, HARVARD LAW SCHOOL,
CAMBRIDGE, MA

Ms. WARREN. Thank you. And thank you, Congressman Conyers,
for inviting me here to talk today about an important problem fac-
ing hard-working Americans.

No family wants to file for bankruptcy. Bankruptcy is an unmis-
takable sign of failure. It is an indelible mark that will be remem-
bered long after the creditors have moved on and the court records
have been archived.

It is costly financially and also often costs families their dignity.
Moreover, it doesn’t solve the problem. As Ms. Smith pointed out,
the medical bills can still stack up post-bankruptcy. And yet Con-
gress in its wisdom has decided to lengthen the time before a fam-
ily can file for bankruptcy a second time.

For a family facing bankruptcy in the aftermath of a medical
problem, the pill is especially bitter. Whether the problem was one
of chronic disease or sudden accident, the typical family is already
exhausted when it tries to cope with unpaid bills, indecipherable
charges, a maze of insurance payments and denials, and time lost
from work. Financial problems piled on top of health problems can
be overwhelming.

For too many hard-working middle class families, a single diag-
nosis or accident can mean financial ruin. Even a relatively routine
problem such as an appendectomy or long-term care from diabetes
can be enough to over-stretch a family budget. I will focus today
on data that my coauthors and I have developed about families
that file for bankruptcy and briefly note several other studies that
have similar sorts of results.

But I want you to keep one thing in mind. When we look at
bankruptcy, we are looking at the tip of a very large iceberg.
Economists estimate that for every family that goes into bank-
ruptcy, there are another 16 families who would benefit financially
from filing if only they were willing to do so. How many more fami-
lies are struggling beyond that? We are getting a peek at different
pieces of the data. And I will try to mention some of those near the
end.

So let us start with the numbers. About half of all the families
filing for bankruptcy do so in the aftermath of a serious medical
problem. Here is the breakdown.

We start with families’ own description. That is we ask the fami-
lies, and they tell us. Forty-six percent of the families filing for
bankruptcy tell us, as Ms. Smith did, that medical problems were
at least a part of what drove them into bankruptcy. That is the
first, the pale blue, bar on the figure on the chart on the left.

We also looked at the financial impact of medical problems from
other perspectives. We saw there that about one in five debtors, 21
percent of the debtors from the core sample, indicated that they
had lost at least 2 weeks of income because of a medical problem.
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Sometimes it was the worker who was ill or injured. Sometimes it
was parents who had to lose time to deal with children who were
ill or with elderly parents of their own.

Some filers mortgaged their homes in order to pay off medical
debts, 2 percent of the total sample, about 4 percent of all of the
home owners. There are many overlaps among the categories, but
the bottom line is the dark blue bar on the right. If we count those
categories together, self-report, mortgaging a home to pay for med-
ical bills, and missing at least 2 weeks worth of work, we end up
with 56 percent of the families in bankruptcy in the aftermath of
a serious medical problem.

Now, we could take even more perspectives on this. Two percent
of the sample identified that alcohol and drug problems were a rea-
son for filing. For parents who explained that they had bankrupted
themselves putting teenage children through substance abuse reha-
bilitation programs, this would seem to be an appropriate inclu-
sion.

One percent of the families identified a family member’s gam-
bling problem as a reason for filing. Recognizing that families get
left behind financially when a spouse or parent goes on a gambling
binge, loses the house, and leaves everyone deep in debt. Twenty-
six percent of the core sample reported having unpaid medical bills
at the time of their filing in excess of $1,000. The median debt was
over $11,000, very close to Ms. Smith’s $1,000 a month.

If we included this measure, then the proportion of families filing
for bankruptcy would rise from about half to about two-thirds. Dif-
ferent people may have different opinions on whether to include
them. I am simply trying to get all of the data out there.

I should point out that our data are not inconsistent with other
studies. For example, a study that may be particularly interesting
to Congressman Cannon, a new study from Utah reported just 2
weeks ago reports that 61 percent of families file bankruptcy in the
aftermath of serious medical problems. That follows-up on an ear-
lier Utah study showing that 60 percent of the families were in
bankruptcy following serious medical problems, an especially poign-
ant point in Utah, since Utah has one of the highest bankruptcy
filing rates in the country.

A Delaware study concludes that based on court record data
alone that large medical bills led to a 50 percent increase in the
likelihood of filing for bankruptcy. An Illinois study shows that 58
percent of bankruptcy filings involved medical debt. Researchers
specifically noted this number does not include medical debt that
was paid with credit cards or by borrowing from a loan company.

An upstate New York study found 58 percent of the families in
bankruptcy were dealing with medical debt. Some of the research
has focused on particular illnesses. For example, those with cancer
indicate that their bankruptcy filing rate is about 3 percent, much
higher than the national average.

I just want to point out a little larger context and then I will
stop. And that is the data in bankruptcy are there because of the
data in the population generally. I just pick a few.

Seventy-seven million Americans aged 19 and older, that is two
out of every five adults, 37 percent of the population, report that
they have difficulty paying medical bills and have accrued medical
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bills they cannot pay. Twenty-one percent of non-elderly adults
have been contacted by a collection agency over a medical bill with-
in the past 12 months. Forty-four percent of medical debtors had
credit card debts higher than $10,000.

Forty-six percent of those in a Baltimore study report currently
owing money from medical debts they cannot pay. Forcing families
into bankruptcy is not an answer.

Just last week, Bill Novelli, the CEO of AARP, cited a Gallop
survey across the country in which he noted that almost half of all
Americans are worried about paying medical costs if they become
seriously ill or have an accident. Mr. Novelli urges the millions of
AARP members to make health care reform their number one issue
in the 2008 elections.

Like Ms. Smith, I ask Congress to act to protect American fami-
lies from the financial fallout of our current health care system.

[The prepared statement of Ms. Warren follows:]
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Introduction

No family wants to file for bankruptcy. Bankruptcy is an unmistakable sign of
failure; an indelible mark that will be remembered long after the creditors have moved on
and the court records have been archived.

For a family facing bankruptcy in the aftermath of a medical problem, the pill is
especially bitter. Whether the problem was one of chronic disease or sudden accident,
the typical family is already exhausted when it tries to cope with unpaid bills,
indecipherable charges, a maze of insurance payments and denials, and time lost from
work. Financial problems piled on top of health problems can be overwhelming.

For too many hard-working middle class families, a single diagnosis or accident
can mean financial ruin. Even a relatively routine problem such as an appendectomy or
the long-term care of diabetes can over-stretch a family’s budget. Today, I will focus on
data developed by my coauthors' and myself that document the difficulties facing these
families. 1 will also briefly note other studies with different designs and different
populations, taken over somewhat different time periods. These studies reveal similar
problems.

Together, the work of many researchers strongly suggests that America is facing a
crisis in health care. The current system for paying for medical care is bankrupting hard-
working, middle class families. Since 2000, an estimated five million families have filed
for bankruptey in the aftermath of serious medical problems.?> According to economists,
for every family filing for bankruptcy, another sixteen families are in serious enough
financial trouble that they would benefit from bankruptcy if only they were more willing
to file.” The current health care finance system is bankrupting hard-working, play-by-
the-rules American families.

The families that file for bankruptcy not concentrated among the chronically poor.
Instead, they are people who have been to college, who have gotten decent jobs, and who
have bought homes and started families.* Most are wage-earners, although about one is
seven has started a small business.” In other words, when measured by the most enduring
criteria, they are our neighbors and friends, a sample of middle class and working class
America. Right up until the bills piled up or the time lost from work left them unable to
cover basic expenses, most of these families never dreamed they would end up in a
bankruptcy court.

Filing for Bankruptcy in the Aftermath of Medical Problems®

About half of all families filing for bankruptcy do so in the aftermath of a serious
medical problem.” This was the conclusion of Drs. Himmelstein, Thorne, Woolhandler
and myselfin a scholarly article published in Heaith Affairs® We reported on the concept
of a medical bankruptcy—that is, a bankruptcy filing that was significantly influenced by
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the medical problems facing someone in the family. The research for that article, as well
as for subsequent work by Professor Melissa Jacoby and myself, was grounded in the
2001 Consumer Bankruptcy Project. Details of that study are available in several
publications.” 1 am here today to provide more analysis of those data and to summarize
other studies of the relationship between getting sick and going broke.

The research method for the Consumer Bankruptcy Project relies heavily on self-
reporting by debtors through written questionnaires and extended follow-up telephone
surveys. It is possible that debtors perceive the role of medical problems differently from
an omniscient observer. Some might overstate the role of ill health, believing it to be a
more acceptable explanation than, for example, overspending.'” Overstating is more
difficult in the context of highly detailed questions over a period of time, as in the
telephone surveys, but nonetheless is possiblc.II Of course, the role of medical problems
may be understated in other respects. Some filers did not finish the written questionnaire
and thus did not respond at all to the last question that asked them to indicate reasons for
their bankruptey filings; we count them as not having a medical reason for filing on the
basis of their non-response, although in reality we do not know that to be the case.* In
addition, some debtors did not characterize their problems as medical-related even when
health difticulties set their problems into motion. For example, some explained their
bankruptcy filings as attempts to save their homes from foreclosure; only later, in detailed
questioning, would it emerge that the now-defaulted mortgage had been taken out to pay
big medical bills. Others attributed financial downfall to large credit card debts or time
off from work, obscuring what others might have considered medical reasons. In
addition, debtors who participated in the telephone survey had a disincentive to report
medical-related financial problems. Any respondent who said that medical problems did
not play a role in their bankruptcies was not required to sit through another half an hour’s
worth of probing and sometimes embarrassing questions.™

For these and other reasons, it is challenging to determine which debtors can be
said to have “medical bankruptcies.”" We recognize that different researchers might
make different judgment calls about which debtors should be included in this category
and which should not. To make the data as useful as possible for the Congress and for
other readers and policymakers, various breakdowns of the data are offered here.

In the written survey, about 27% of the debtors from the core sample indicated
illness or injury as a reason for filing bankruptcy, 7% identified the birth of a child as a
reason for filing bankruptcy, and another 7% explained that a death in the family -- which
studies in the past have interpreted to have a medical component - precipitated their
filings."> Among those from the core sample who also took the telephone survey, about
35% of the debtors indicated that illness or injury of self or family member, addition of a
family member, or death of a family member as a reason for their bankruptcy filings.*®
Debtors were asked a similar question in the telephone survey. When responses from the
written questionnaires are combined with the telephone surveys, about 46% self-
identified a medical reason of some kind (birth, death, illness, or injury) among their
reasons for filing bankruptcy."”

)
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Figure 1: Debtors identify Medical Reasons
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Our study collected other indications of medical-related financial distress whether
or not the debtor self-identified medical reasons for filing. In the written questionnaire,
about one in five debtors (21%) from the core samPle indicated that they had lost at least
two weeks’ income because of a medical problem.'® For some, the primary wage earner
was ill, and for others, it was a child, spouse or elderly relative who required care. Either
way, we surmised that the loss of at least two weeks’ income constituted a hard financial
blow for families with modest incomes.

Some filers mortgaged their homes in order to pay off medical debts. The
numbers were modest—2% of the total sample, about 4% of the homeowners surveyed—
but the impact on the family finances could be quite serious.”” Many of those who
mortgaged their homes or lost time from work self-identified as filing for bankruptcy at
least in part because of medical problems. But some did not. Combining the data from
self-identifiers, as depicted in Figure 1, with these other filers increases the total
percentage of medical-related filers to 56%.
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Figure 2. Medical Reasons Plus Medical-Related Job
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60
56%
50 1 46%
40
30 4
218
20 -
10
2%
o] T T T
Debtors’ L ost 2+ Weeks for  Morlgaged House Teotal***
identificalion™  Medical Reasons® 1o Pay Medical
Debis®

Seurce: 200 Conswmer Bavleupicy Profect
*Fritten Quesiionmaive, ¥ = 1250, ***PhoneBritten Combined, N = 602}

Other responses from filers also produce inferences of medical-related financial
problems. For example, some researchers may want to include the 2% of the sample that
identified alcohol and drug problems as a reason for filing.® For parents who explained
that that they had bankrupted themselves putting their teenaged children through
substance abuse rehabilitation programs, this would seem to be an appropriate inclusion.
Similarly, other researchers would want to include the 1% of the sample who identified a
family member’s gambling problem as a reason for filing, recognizing that some families
get left behind financially when a spouse or parent goes on a gambling binge, loses the
house, and leaves everyone deep in debt. In addition, about a quarter (26%) of the
debtors in the core sample reported having medical bills in excess of $1,000 that were not
covered by insurance in the two years before filing. !

Not all researchers would agree with a decision to include filers from these three
categories in counting medical-related filings if the respondents did not also offer other
indications of medical-related bankruptcy filings, as reported in Figure 2. To make the
data as accessible as possible, we present our report both ways. If we exclude these
three measures, the proportion of families filing for bankruptcy in the aftermath of a
medical problem is 56%,; if they are included, the number climbs to 63%.
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Figure 3: Medical-Related Bankruptcy - All Sources
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By any analysis, this study documents that a substantial number of families file
for bankruptcy in part to deal with the fallout from medical problems. If the proportions
we observed in the 2001 Consumer Bankruptcy Project were representative of
bankruptey filers nationwide, this would mean that an estimated 668,000 to 915,000
families filed for bankruptcy in a single year, 2001, at least in part due to medical-related
financial distress.?® These numbers pale in comparison with the debtors who have
similar problems but who stay out of bankruptcy.*® By any analysis, the indication of
widespread economic stress is unmistakable.

Sources for Medical-Related Indebtedness

No doubt, hospital bills can be burdensome financially. Among a subset of the
telephone survey medical sample who indicated that they incurred a significant medical
debt, 42.5% identified hospital bills as the single biggest expense,”* and some of these
people might fit the profile of the patients featured in the news media. The role of
hospital bills must be kept in perspective, however. 1f 42.5% of these filers identified
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hospital bills as their single biggest expense, there would still be nearly 602 whose
biggest expenses were something other than a hospital bill. For example, as shown in
Figure 4 below, about one fifth (21%) identified prescription drugs as their biggest
t.xpr.ns:.” One fifth (20%) identified doctor bills as their biggest expense ™

Figure 4: Largest Bills Not Covered by Insurance
Among Filers with Significant Medical Expenses

Sowrce: 200 Consumer Bambrupicy Project (Phone Surviey, Falid N = 156)

The fact that hospital bills are one of many type of significant medical expense for
individuals of modest means should not be surprising. For example, consumer’s out-of-
pocket payments to hospitals are a tiny fraction of overall out-of-pocket pavments in the
United States ™ Doctor visits far exceed hospital visits.™ Studies in the medical literature
have emphasized the role of non-hospital medical expenses when they evaluate cost-
related under-use of health services and drugs.™ In one recent study, the overwhelming
majority of older Americans in the study reported no out-of-pocket expenses for hospital
or nursing home care, but most had other kinds of out-of-pocket medical expenses.™

Many families turm medical bills into ordinary consumer credit. About three in
ten (29.3%5) of cases from the telephone survey medical sample reported use of credit
cards for medical expenses.™ Although the data are not sufficiently detailed to determine
whether the bills were big or small, paid off quickly or strung out over time,” this
percentage suggests that a substantial portion of the debt listed in bankruptey may appear
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to be for ordinary consumption when, in fact, it is for medical services that were paid
with ordinary credit.

Some families go into debt more deeply to try to pay medical bills. About 2% of
all homeowners in the written questionnaire sample mortgaged their homes to pay
medical bills** Among homeowners who had taken second or third mortgages on their
homes, 15% had taken this step to finance their medical expenses.” In the telephone
survey medical sample, 13.8% of bankrupt homeowners with high cost mortgages cited a
medical reason for the loan.*® They have taken a trip through bankruptcy and may owe
nothing directly to a health care provider, but these debtors will lose their homes if they
do not repay this medical-related mortgage debt in full.

Bankruptcey filers are not alone in their use of consumer credit for medical
expenses. Nationally representative studies have found families using personal loans,
credit cards, and mortgages to finance medical bills.*” According to Visa, patients
charged $19.5 billion in health care services to Visa cards in 2001, which was made
possible by the fact that most medical practices now accept credit cards ** A study by
Demos reported that 29% of low and middle income households with credit card balances
reported that medical expenses contributed to their current debt loads.™

In addition to the use of general purpose credit for medical care, medical
providers may have unpublicized and informal relationships with lenders to provide
credit to their patients to finance their care.*” Further, lenders offer medical-specific
products. Examples of medical-specific credit products and receivables arrangements
with providers include the Citi® Health Card,*" CareCredit (a division of GE Retail Sales
Finance),” AccessOne,* MedCash,* Pxpert,* the King Thomason Group TotalCare
Medical Accounts Receivable Credit Card Program,46 the HELPcard,*” MediCredit,** and
HelpEZ.* The Federal Trade Commission has noted the existence of a “well-established
market” for medical-specific loans.*

Studies that focus solely on court records fail to capture the information from the
debtors about the source of the purchases that have resulted in high credit card bills or
second mortgages. As such, these studies substantially understate the actual impact of
medical costs on families.

Income and Medical Debts

The bankruptcy data contain several indicia that medical-related indebtedness is
not just a consequence of direct medical bills. For example, bankruptcy filers sometimes
indicate illness or injury as a reason for filing even if they do not indicate personal
liability for large medical bills.”! As noted earlier, about one in five debtors (21%) from
the core sample indicated that they had lost at least two weeks’ income because of a
medical problem *?
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Among those who had identified a medical reason for filing in the telephone
survey sample, four out of ten (40.1%) of the families said that medical debt was not a
Jactor at all in their decision to file.”® Half (50.8%) said that prescription drug costs
were not a factor at all.>* But slightly more than seven of ten (71.6%) reported that
income loss due to health problems contributed “very much™ to their bankruptcies and
another 8.6% said income loss contributed “somewhat” to their bankruptcies.””

The long-term diagnoses of the filers reinforce the role that income loss may
continue to play in their financial outlook. Slightly over half (51.7%) of the medical
problems identified in the telephone survey sample involved ongoing chronic illnesses,
some of which may continue to complicate eaming capacity.>® Although we cannot
prove that the filers’ health conditions made them disabled in accordance with applicable
definitions, only 21.2% of the ill people employed at the time of illness onset in the
telephone survey medical sample reported that their employer had offered them long-
term disability insurance coverage,’’ and only about 15% of that same sample reported
actually having some form of long-term disability insurance coverage.™

Complicating the role of income loss is the fact that the bankruptcy filers often
were not themselves the ill or injured person but they lost income while taking care of
sick relatives.” Of the medical bankruptey filers who had curtailed paid employment as
a result of a medical problem, more than half (52.8%) did so to take care of someone
else.®® In 13.3% of the medical bankruptey cases involved in the follow-up telephone
survey, primary eamers were trying to take care of a sick child.®® The filers tell stories of
premature births and chronically ill or disabled children with constant care needs.
Among those in the sample were parents who reported missing months of work when a
child with spinal bifida required repeated operations, when a baby was born with heart
defects, or when an infant with sickle cell anemia needed special care.”> A parent faced
substantial work disruptions because of an autistic child, and yet another lost income to
deal with an epileptic child.*® A child with severe bipolar and anxiety disorder required
twenty-four hour monitoring, leading first to significant leaves of absence and eventually
jab loss for the child’s mother.** After being told by doctors that their son with kidney
problems would die, one set of parents moved the entire family to a different state with
hopes of better treatment and a different prognosis.®® ~Some bankruptey filers reported
caring for the children of their seriously ill siblings.*®

Other filers reported losing income to care for spouses, aging parents, or other
relatives. One man reported caring for his wife while she battled lung cancer, while
another went back to work only after his wife had three operations in six months and
finally was able to walk down the hallway of their home without his help.*” An adult
daughter struggled to help with her mother’s medical bills not covered by Medicare and
eventually took unpaid family leave so she could take her mother for medical
treatments.*® Adult children temporarily or permanently moved in with parents to help
them cope with the effects of Alzheimer’s disease or terminal illnesses.” One man cared
for an ur71()cle with cancer while trying to raise a toddler grandson and assist his son with
college.
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The statistics and stories show another side of the health care debates. The
financial impact of a serious medical problem can reverberate through a family in many
ways. A comprehensive health care finance policy deals with both direct medical costs
and the indirect costs of time lost from work.

Other Studies of Medical Bankruptcy

A number of other researchers have explored the connection between medical and
financial problems. They point in a similar direction as the Consumer Bankruptcy
Project.

Perhaps the closest study is a single district study out of Utah in 2004.
Researchers Ezekial Johnson and James Wright studied 281 bankrupt families.”" They
discovered that 61% of families cite medical problems as a major reason for their
financial troubles. They note the higher-than-average citation of medical reasons in Utah
as possibly linked to the state’s low expenditures on health care and the increased
likelihood of no health insurance for Utah families. They compare these data with other
states that have lower filing rates and better support for families with medical problems.

Johnson and Wright’s study followed an earlier study of Utah families in
bankruptcy conducted by the Salt Lake Tribune.”” Researchers analyzed court records
for 1,053 randomly selected bankrupt families from June 2003 to June 2004, and
concluded that 60% of the families were in bankruptcy because of unpaid medical bills.
A more recent study of Utah families by the United Way reached a similar conclusion.”
This statewide telephone survey of nearly 2000 households plus focus group with 55
Utah citizens concluded that healthcare and job-related factors were most cited as
affecting financial stability.

In another study of bankruptcy families, Ning Zhu studied 1,667 Chapter 7 cases
and 1,089 Chapter 13 cases filed in 2003 in Delaware. This project used only court
record data, so it could not provide a comprehensive look at the number of bankrupt
families with medical problems. But the court record data alone showed that large
medical bills led to a 50% increase in the likelihood of filing for bankruptcy.

In a study of 279 bankruptcy cases filed in Champaign County, Tllinois in
December 2001, 58% of the filings involved medical debt. Researchers Claudia Lenhoff
and Brooke Anderson noted, “This number does not include medical debt that was paid
for with credit cards or by borrowing from a loan company.” Claudia Lenhoff and
Brooke Anderson, Champaign County Health Care Consumers’ Medical Billing Task
Force, Medical Debt in Champaign County (April 2003).

A recent regional study of debtors filing for bankruptcy concentrated on low-

income families. Trilby de Jung studied 348 families seeking help at bankruptcy clinics
in Albany, Syracuse, Rochester and Buffalo, New York in 2005.7* Among the

10



63

respondents, 58% had medical debts, and 36% experienced a loss of income associated
with their medical problems.

Some researchers have focused on the financial impact of particular illnesses. A
2006 USA Today, Kaiser Family Foundation, and Harvard School of Public Health
survey of households affected by cancer documented that 3% of these families had
declared bankruptcy and 7% had taken a second mortgage on their homes.” Tn addition,
3% were contacted by a collection agency over their medical debts. One quarter of the
families said they had used up all their savings dealing with the fallout from cancer, and
one-tenth could not afford basics such as food, heat and housing.

Researchers Deanna L. Sharpe and Dana Lee Baker explored the financial impact
of having a child with autism.” The authors cite several stories of uncovered health
expenses and the families’ increasing need to file bankruptcy.

In an American Enterprise Institute study, Apama Mathur analyzed data from the
Panel Survey of Income Dynamics, using longitudinal data to examine the relationship
between medical problems and bankruptcy.”” The PSID data focused on 74 families who
admitted to filing for bankruptcy.”™ The dataset includes the debtor’s explanations for
why they filed for bankruptcy, but Mathur bypassed these data, examining only the
reported reasons for incurring specific debts. Mathur concluded that medical debts were
significantly related to bankruptcy filings, although they were often not the main reason
for filing. Mathur sets the floor at 27% of bankruptcies as caused primarily by medical
problems, while other debtor’s medical problems, job problems and other difficulties are
tangled together.

Other Studies of Economic Pressures Associated with Medical Problems

There are a number of studies that do not focus specifically on bankruptcy, but
they draw the connection between medical and financial problems. In effect, these are
the studies that show, at least in part, why so many families end up in medical
bankruptcy. Michelle M. Doty, Jennifer N. Edwards, and Alyssa L. Holmgren conducted
a national telephone survey in 2003-04 for the Commonwealth Fund.” They studied
4,052 households. Among the key findings:

¢ 77 million Americans age 19 and older—nearly two of five (37%) adults—have
difficulty paying medical bills, have accrued medical debt or both within past
three years.

e Working-age adults incur significantly higher rates of medical bills and debt
problems than those 65 and older, highest rates among uninsured. Even those
with health insurance have significant trouble.

¢ 2/3 of people with a medical bill or debt problem went without needed care
because of cost—nearly three times the rate of those without these financial
problems.

11
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e 21% of all non-elderly adults have been contacted by a collection agency over a
medical bill within past 12 months. (The rates were 35% for the uninsured and
15% for those with insurance.)

How medical debt becomes credit card debt was the subject of a study by Cindy
Zeldin and Mark Rukavina for the Demos Foundation and The Access Project® They
surveyed 1150 low and middle income households with credit card debt, documenting
that 29% of those households with credit card debt reported that medical expenses
contributed to their current level of credit card debt. Among the “medically indebted,”
the study found:

¢ 69% had a major medical expense in the previous three years. Within this
“medically indebted” group

o 44% had credit card debt higher than $10,000 and 57% had credit card debt
higher than $5,000.

e Average credit card debt for the medically-indebted was higher for low- and
middle- income households ($11,623) as compared to households without a major
medical expense ($7,964).

¢ Average credit card debt was higher for those without health insurance ($14,512)
than for those with health insurance ($10,973).

¢ Average credit card debt was higher for households with children ($12,840) than
for those without children ($10,669).

e The medically indebted are more likely to be called by bill collectors than those
without such medical expenses (62% versus 38%).

In a study conducted at ten community-based organizations in Baltimore City,
Maryland in 2002, Thomas P. O’ Toole, Jose J. Arbelaez, Robert S. Lawrence surveyed
274 adults.® They found:

e 46.2% reported currently owing money for medical care they received

¢ Average debt load per person was $3,409, almost half of the annual reported
income.

e 39.4% reported they had been referred to a collection agency for a medical debt
at some point in their lives

¢ Having medical debt significantly is associated with no medical insurance
(60.1% v. 31.5%)

A study by Sydney D. Watson, Margarida Jorge, Andrew Cohen and Robert W.
Seifert for The Access Project documented the difficulties families have in dealing with
health care expenses. In 2000, they surveyed 383 working families living in the St.
Louis, with incomes generally below $35,000. More than half—53%—of respondents
currently owed money for medical care.”> Among those who could not pay their medical
debts in full, bad credit and housing problems were widespread.

Paying for Healthcare: A Primary Concern for All Americans

12
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Just last week, Bill Novelli, the CEO of AARP, cited a Gallup Survey of 1,008
adults from April 2-5, 2007, noting that almost half of all Americans are worried about
paying medical costs if they become serious ill or have an accident.*® More than a
quarter—28%—describe themselves as “very worried” and another 21% say they are
moderately worried. Mr. Novelli urges the millions of AARP members to make health
care reform the number one issue in the 2008 elections.

Conclusion

There are more studies, but the point is unmistakable. American families are
struggling. For some who have been ill, medical bills are not a problem. They are fully
covered by health insurance, they have employers who will pay them even when they are
absent from work, or they have the personal resources to weather any financial fallout
from their medical problems. But for millions more, our current payment system leaves
families juggling bills they cannot pay, taking on debts, borrowing against their homes,
and dealing with debt collectors. And for five million families in the past seven years,
medical problems are part of their plunge over the financial edge and into bankruptcy.

! The bankruptcy dataset discussed in this testimony was developed with generous funding from the Robert
Wood Johnson Foundation. The Ford Foundation. Harvard Law School, and New York University Law
School. Provost Teresa Sullivan and Professors Jay Westbrook, David Himmelstein, Robert Lawless,
Bruce Markell, Michael Schill, Deborah Thore, Susan Wachter, Steflie Woolhandler, Katherine Porler,
and John Pottow plaved key roles in developing the bankruptcy dataset.

2 From 2000 until the first half of 2007, 10.5 million households filed for bankruptcy. Administrative
Office of the United States Courts. If about half of these families filed medical bankruptcies, as the data
suggest, then about five million families made the trip to the bankruptcy court in the aftermath of a serious
mcdical problem.

* Michelle J. White, Why It Pays To File Bankruptcy: A Critical Look at the Incentives Under the U.S.
Personal Bankruplcy Law and a Proposal for Change, 65 University of Chicago Law Revicw 683. 702
(1998) (finding that about 17% of all households would benefit financially from filing bankruptcy—at a
time when about 1% of households were (iling).

* Elizabeth Warren, Financial Collapse and Class Status: Who Goes Bankrupt? (Lewtas Lecture), 41
OsGOODE HALL LAw REvIEW 115 (2003) (57.2% had been Lo college. 56.3% had jobs in the upper 80% ol
occupational prestige scores, 58.3% were homeowners, and 91.8% had one or more of these indicia of class
status).

3 Robert Lawless and Elizabeth Warren, The Myth of the Disappearing Business Bankruptcy, 93 CAIL.L.
REv. 745 (2005).

% This portion of my testimony is drawn largely from Melissa Jacoby and Elizabeth Warren, Bevond
Hospital Mishehavior: An Alternative Account of Medical-Related Financial Distress, 100 Northwestern
Law Review 535 (2006). 1am grateful to Prolcssor Jacoby for her permission (o draw on (his portion of
our joint work.

* David U. Himmelstein et al., /iiness and Injury as Contributors to Bankrupicy, HEALTI Ay, WL
ExCLUSIVE W35-66 exhibit 1 (2005).

® David Himmelslein, Deborah Thome, Etizabe(l Warren and Steflie Woolhandler, //fness and Injury as
Contributors to Bankruptcy, HRALTH AFFAIRS (February 2, 2005).

“ Both the Health Affairs article and the Northwestern Law Review article describe the study. The longest
and most detailed description of the study is in the Appendix to Elizabeth Warren and Amelia Tyagi, The
Two-Income Trap: Why Middle Class Mothers and Fathers Are Going Broke (2003).

' See Jacoby et al., Rethinking the Debates, at 384-385 (explaining over-attribution possibility).

"See Himmelstein et al, at W5-71.
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2O the 1,250 in the core sample, 28 did not answer question twelve.  OF the (otal sample of 1,771
bankruptcy filings (core plus supplemental homeowner), 44 did not answer question twelve.

13 Debiors were paid the same amount for (heir participation in (he telephone survey ($50) regardless of
how many portions they completed. Some may have refused to respond to the medical portion to end the
intervicw morc quickly, whether or not their financial had a medical component. Al the margins, this
might have produced under-representation in the telephone surveys.

M See figures 1-3.

PN =1,250.

1N = 602 (debtors with both telephone survey and written questionnaire).

" N'=602. Note that the N drops from the questionnaire data alone (1,250 for the core samplc) because the
response rate on the follow-up telephone surveys was about half of all the core sample families that
completed questionnaires. This mecans that any data that combine the paper questionnaires and (clephone
surveys can use only the smaller N from the telephone surveys. Because the “reasons” information is
drawn from two sources instead of one. it is both different and more complete than the data reported in
Himmelstein, et al.

BN=1,250
YN =1,250
XN =1.250.

2 N =1,250. The incomes for these houscholds in the year before filing was quite modest. The median
income was about $25,000, and even at the 80™ percentile, income was only slightly about $40,000. Even
an unpaid medical debt of $1,000 would likely causc a strain fo many of these houscholds. Of course,
$1,000 is only the threshold number. The telephone surveys completed by a subset of the sample revealed
medical debis at much higher amounts. See Himmels(cin ct al., Error! Bookmark not defined.al W5-70
(reporting mean out of pocket expenses of $11,854) (N=331).

2 To eslimaie (he number of familics that will be alfecied, we use the daia on bankrupicics from the
Administrative Office of the United States (“AO”) courts. We follow the AO classification of cases into
“business” and “non-business,” using the “non-business™ classification as a proxy for the number of
households filing for bankruptey. In other work, the AO methods for distinguishing between business and
non-business cases have been criticized because the count of “non-business bankruptcies™ includes
approximatcly 300,000 sclf-cmployced debtors, many of whosc small businesses have failed. See Robert
Lawless and Elizabeth Warren, The Myth of the Disappearing Business Bankrupicy, 93 CaL, L. REV. 745
(2005). In addition, the way in which the AO data arc reported has changed over time, and this makes it
difficult to evaluate trends in business and non-business filing rates from the mid-1980s. For the purposes
of this work, howcver, the dilficultics in distinguishing non-business filers [rom sell-cmployed filers is less
important. Whether they are wage earners or entrepreneurs, the non-business bankruptcies represent a
houschold in financial trouble, and this is ihe appropriate unil of analysis here.

* See, e.g.. USA Today/Kaiser Family Foundation/Harvard School of Public Health Health Care Costs
Survey, Summary and Chartpack, chart 3 (Aug. 2005) (reporting thal only small pereentage ol sample who
indicated medical-related financial distress filed bankruptcy); Amanda E. Dawsey & Lawrence M.
Ausubel, Informal Bankruptcy (Feb. 2002), available at ttp://www.ausubel com; Michelle J. White,
Personal Bankruptcy Filing under the 1978 Bankruptcy Act, 63 IND. L. J. 1, 50 (1987/88) (finding morc
households would benefit from bankruptcy than actually file); Press Release, Cambridge Consumer Credit
Indcx (Feb. 7, 2005) (bascd on poll of over 800 adults, reporting “83% of Americans say that debts they
have incurred because of medical or dental procedures are burdensome enough to prevent them from
buying large tickel items”), available al

http://www cambrideeconsumerindex.con/index. aspZeonteni=press _release. See also sources cited in note
83.

I N=331. See id. at W3-69.

# See id. Among (hose filers cligible for Medicare and with psychiatric disorders, prescription drugs were
the biggest expense for nearly all of them. See id. Compare Kenneth M. Langa et al., Qut-of-Pocket
Health-Care Expenditures among Older Americans with Cancer, 7 VALUE INHEALTH 186, 191 (2004)
(nationally representative study of older Americans finding that prescription drugs were the main source of
increased out of pocket expenses among people undergoing cancer treatment). Whether or not the elderly
will be aided by the Medicare prescription drug bill, see Mcdicarc Prescription Drug, Improvement, and
Modernization Act of 2003, Pub. L. No. 108-173, 117 Stat. 2469 (Dec. 8, 2003), those with trouble
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alfording medications arc not nccessarily Medicare-cligible. See, e, J. Kennedy & C. Erb, Prescription
noncompliance due to cost among adults with disabilities in the United States, 92 AM. J. PUB, HEALTII
1120, 1123 (2002) (in the sample, 27% of those with problems paying for drugs were eligible for
Medicare).

% Himmelstein et al, at W5-69. See also Prottas, at 43 (observing that complaints about hospital collection
practices may be applicable to other types of medical providers).

< These data were collected as part of the telephone survey. Because each family member may have
different illnesscs or accidents, insurance coverage, and expensc profiles, we collected the data for cach ill
or injured family member in the sample rather than by household. In the telephone survey sample, among
the respondents who indicated that they had filed for bankruptcy becausc of medical problems, there arc
fifty instances in which a debtor indicated that more than one person had had an illness or injury. Of the
fifly, forty-two lamilics reported (wo ill/injurcd family members, and cight reporled (hree or more. The
questions about the largest expenses were posed to two separate groups. First, it was asked of individuals
who had no medical insurance (n=93) or who had insurance but who had experienced a gap in coverage
(n=82). We asked whether the identified illness or accident resulted in significant medical debt for these
people. For the one hundred and thirteen individuals for wwhom the respondents said yes to this question,
we posed a follow up question to specify which debts caused the greatest financial burden (n=113). We
also posed the same line of questions to individuals with continuous insurance coverage (n= 206). For those
with continuous covcrage who identificd significant medical debt (n=83), we asked about the single
greatest expense. The combination of the two groups comprises Figure 4. Valid N = 196. The category
“other” includes insurance premiums, medical equipment, nursing home carc, in-home care, and other
unspecified expenses.

#U.S. Census Burcau, Statistical Abstract of the United States: 2004-2003, p. 95, (ables no. 120-121
(reporting $14,7 billion in out of pocket consumer payments to hospitals, and $212.5 billion overall out of
pocket payments in 2002) [hereinalicr Statistical Abstract]. Paymnents (o hospilals were less than those (o
physician and clinical services ($34.2 billion), prescription drugs ($48.6 billion) and nursing home care
($25.9 billion). /4.

¥ Id. at 109, table no. 154 (reporting 890 million physician office visits as compared to 110.2 million
emergency department visits and 83.3 million outpatient department visits in 2002).

* See, e.g., Jeffrey J. Ellis ct al., Suboptimal Statin Adherence and Discontinuation in Primary and
Secondary Prevention Populations, 19 J. GEN, INTERNAL MED. 638 (2004); AD Federman , Don't ask, don't
tell - The status of doctor-patient communication about health care costs, 164 ARCHIVES OF INTERNAL
MED. 1723 (2004); Dana P. Goldman et al., Pharmacy Benefits and the Use of Drugs by the Chronically 111,
291 JAMA 2344 (2004); H.A. Huskamp ct al., “The Effect of Incentive-Based Formularies on Prescription
Drug Utilization and Spending, 349 N.E. J. MED 2224 (2003); Kennedy & Erb, supra note 23; John D.
Piclic ct al., Problems Paying Oui-of-Pockel Medication Costs Among Older Adults With Diabetes, 27
DIABETES CARE 384 (2004); John D. Piette et al., Cost-related medication underuse - Do patients with
chronic illnesses tell their doctors?, 164 ARCIIVES OF INTERNAL MED. 1749 (2004); D. Safran et. al,
Prescription Drug Coverage and Seniors: How Well are States Closing the (tap? 21 HEALTH AFF. -- WEB
ExCLUSIVE W233 (July 31, 2002); M.A. Steinman et al., Self-Restriction of Medications Due to Cost in
Seniors without Prescription Coverage, 16 J. GEN. INTERN MED. 421 (2001); R. Tamblyn ct al., Adverse
Lvents Associated With Prescription Drug Cost-Sharing dmong Poor and Elderly Person, 285 JAMA 421
(2001); Rebeeca Voclker, When Cost is an Adverse Drug Fffect, Patients Cut Corners and Risk ITealth, 292
JAMA 2201 (2004) (sumumarizing recent studies).

! See, e.g., Langa cl al., supra note 25, at 190.

* N=331 (core plus supplemental homeowner telephone survey sample, unweighted). Valid N = 331. This
figurc jumps (o morc than hall (51.4%) if the filers with medical probleins who charged basic necessitics
that may relate to health or general well-being are included.

* The narrative accounts revealed some rather large amounts being financed through credit. For example,
after insurance did not cover an emergency baby delivery, one new parent charged the entire $17,000 bill to
a credit card, starting a chain of financial problems. Conswmer Bankruptcy Project Phase III Linked
Databasc (on filc with authors). A family uscd credit cards to finance monthly thousands of dollars of
medications for a child with non-Hodgkins lymphoma because insurance would pay for blood transfusions
but not drugs. A man used credit cards to buy supplics associated with a loved onc’s cancer treatments.
Another filer reported that she regularly charged her health insurance premiums on a credit card. /d.
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> See Himmelsiein ct al., al W5-67, Exhibit 2.

* Id. at W5-68. In the written questionnaire sample, debtors with a thousand dollars or more in medical
bills within the two years prior to filing were more likely than others to use a mortgage to finance medical
bills (5.0% vs. 0.8%). Id.

*1d. at W5-68. A “high cost” mortgage refers here to one with an interest rate above 12%, or points plus
fees of at least 8%. 7d.

¥ See, e.g.. SaraR. Collins et al.. at 18 (one fifth of those with medical bill problems or medical debts
charged large debts to credit cards or uscd home mortgage); Pictte ct al., supra note 30, at 387 (14% of
patients in sample, and 23% of those without drug insurance coverage, increased credit card debt to be able
to afford prescription drugs); Ha T. Tu, Rising ITealth Costs, Medical Debt and Chronic Conditions, Center
for Stndying Health System Change Issue Brief No. 88, p. 3 (Sept. 2004) (50% of working age adults with
chronic conditions whose [amilics had problems paying medical bills in past ycar had (o borrow money (o
pay). available at htp:/fwww.hschange.org/CONTENT/706/; Glenn B. Canner et al., Recent Developments
In Home Lquity Lending, 84 Fed. Res. Bull. 241. 248 t1.8 (1998) (increase in borrowers indicating medical
expenses as use for home equity loans). Other studies have reported the use of consumer credit in
calcgorics that have included medical debl. See, e.g., Peter J. Brady cl al., The Effects of Recent Morigage
Refinancing, Fed. Res. Bull. 441, 446 (July 2000) (39% of 1998 and early 1999 refinancings used for
consumer expenditures, which includes medical expenses); HUD-Treasury Task Force on Predatory
Lending, Curbing Predatory Home Mortgage Lending 31 (June 2000), available at
http:/fvww treas gov/press/teleases/reports/treaspt. pdf

(citing a National Home Equity Mortgage Association survey finding that 30% of subprime home cquity
loans were used for covering medical, educational. and other expenses, as compared to 25% for home
improvement and 45% for debt consolidation); Javier Silva, A Housc of Cards; Refinancing the American
Dream, Démos Borrowing to Make Ends Meet Briefing Paper #3 (Jan. 2005), available at

hitp://www demos-usa.org/pubs/AHouseolCards pdf (discussing Federal Rescerve System Flow of Funds
data from 2001-2002 showing that 25% of home equity fund were used for consumer expenditures,
including medical expenses). See generally Heather C. McGhee & Tamara Draut, Retiring in the Red; The
Growth of Debt Among Older Americans, D&mos Borrowing to Make Ends Meet Briefing Paper #1, 6
(Jan. 2004) available at http://swww demos-usa.org/pubs/Retiring. 2ed.pdf (discussing role of medical
costs in increased credit card debt among older Americans);

* See Tulie A. Jacob, Credit to Your Practice: Letting Patients Pay With Plastic, AM. MEp, Nows., July 29,
2002,

* Cindy Zeldin and Mark Rukavina, Borrowing to Stay Healthy: How Credit Card Debt is Related to
Mecdical Expenscs, Demos and The Acecess Projeet (2007).

* See generally Robert W. Seifert, The Demand Side of Financial Exploitation: The Case of Medical Debt,
15 HousiNG Po1’y DeBATE 785,795 (2004). See also Johnson v. Rutherford Hosp. and Murfrecsboro
Bank & Trust Co., 13 B.R. 185 (Bankr. M.D. Tenn. 1981) (hospital arranged for credit).

! Citibank Health Card Program, www.citibank.com/us/cards/cardserv/healthcrdicons_benefits htm.

* See wyww.carecredit.com: Tyler Chin, In the cards: Getting Paid with Plastic; Innovations in the credit
and debit card industry are giving physicians new options for collecting bills, AM. MED. NEws, Jan. 12,
2004 (GE Salcs Finance declined to discuss in detail but said it was targeting high dollar specialty
practices).

* See wwiv.accessonemedeard. com; Mike Stobbe, Credit card agency cuts hospitals’ losses, CHARLOTTE
OBSERVER, July 11, 2003 (discussing AccessOne program).

# See Michacl Unger, Jist What the Doctor Ordered: Sehein’s One-Stop Service Ranges from Fquipment
to Personal I'inance, NLWsDAY, Dec. 30, 1996, at C7.

* See News Relcase, PracticeXpert Launches Pxpert Medical Credit Card Program (Sepl. 4, 2003)
(acquiring delinquent accounts from physician, transferring balance to credit card); Chin, supra note 42
(PracticeXpert program will be targeting patients with poor credit histories).

* See News Release, King Thomason (iroup Enters into Agreement With Medical Capital Corporation to
Market KTG s TotalCare Medical Accounts Receivable Credit Card Program (April 23,2004).

www koth com/main/totalrecovery.him (citing 95% approval rate for private pay patients). KTG also
offers a structured payment plan as an alternative to credit cards.

¥ www helpcard com/consumerhelpisprovided htmi
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* This credit product is used by patients of the Tnova Health System, (o be distinguished from (he financicr
of cosmetic surgery with the same name.

* w m (encouraging employers o offer as supplement (o health plans); Larry Werner, Har
stories about start-up funding leave ‘em laughing, MINN, STAR TRIB,, July 2, 2003, at 1D.

¢ See Federal Trade Commission Commentary on Fair and Accurate Credit Transactions Act of 2003,
Medical Information Rulemaking (May 27, 2004).

! In the 2001 written survey sample, more than a quarter of all filers in the written questionnaire sample
identificd illncss or injury as a rcason for filing, whether or not they owed large medical debts. See
Himmelstein et al., at W3-67 Exhibit 2 (N=1771). See generally Jacoby et al., Rethinking the Debates, at
388 (54.9% of thosc who said illncss or injury was a rcason for filing for bankruptey did not identify a
current debt to a medical provider).

2N = 1,250 (core samplc). The rate is ncarly identical (21.3%) il the homecowner sample is added and
weighted into the analysis as well. See Himmelstein et al., at W5-67 Exhibit 2.

:j N=331 (core plus supplemental homeowner telephone survey sample, unweighted).

“TN=331.

% N=331. The filers’ narrative accounts, cven il not representative, also illustrate the range off
circumstances in which income loss follows both longer-term and acute problems. For example, open-
heart surgery and its aftermath led to loss of temporary work and a resulting loss of income for one filer.
See Consumer Bankniptcy Projeet Phasce T1T Linked Databasc (on file with author). Others told
interviewers they had missed too much work due to chronic illness or hospitalizations and either could not
work out an arrangement with cmployers or were advised by doctors to take different types of jobs.
Doctors ordered bed rest for pregnant women who had been in car accidents or who had developed
geslational diabeles; onc consumed all her allotled family Icave belore the baby was bom, and soon after
was fired. A number of others explained that they had difficulty receiving their workers' compensation
bencelils or were receiving benefits at levels far below their prior incomes. 7d.

* Himmelstein et al., at W3-69. For example, more than a quarter (26.6%) reported cardiovascular
problems as a primary or sccondary diagnosis. Nearly a third had (rauma, orthopedic, or back and spine
problems. Almost one out of ten (9.5%) reported cancer. Approximately 10% reported diabetes.

7 N=391 (core plus supplemental homeowner telephone survey sample, unweighted, measured by people
instead of cascs). Valid N =332,

*In 15.48% of the cases. the ill or injured person reported having disability insurance. N=391 (core plus
supplemental homcowner telephone survey sample, unweighted, measured by people instead of cascs).
Valid N = 241. Respondents were asked this question only if the ill or injured person at issue was
employed par(-time or full-time by a third parly at the time of (he illness or injury. Even il some ultimately
could prove entitlement to disability payments under one of the Social Security programs, the level of
incame replacement would be low and (hus would not necessarily foresiall major financial trouble. See
generally TERESA A. SULLIVAN, ELIZABETII WARREN, & JAY LAWRENCE WESTBROOK, TIIE FRAGILE
MIDDLE CLASS; AMERICANS IN DERT 158-163 (2000).

¥ See generally B.F. Hughes et al., Pediatric femur fractures: Effects of spica cast treatment on family and
community, 15 J. PEDIATRIC ORTIIOPEDICS 457 (1995) (discussing costs of casting for femur fractures,
including average of three wecks of lost work for parent in familics with two working parents); Carol E.
Smith et al., Efficiency of families managing home health care, 73 ANNALS OF OPERATIONS RES. 157
(1997).

“ See Himmelstein et al., at W5-69.

0} See id.

’f: See Consumer Bankruptcy Project Phase III Linked Database (on file with authors).

0; See id.

M See id.

% See id.

% See id.

& See id.

® See id.

“ See id.

 See id.
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" Esckial Johnson and James Wright, Arc Mormons Bankrupting Utah?, XL Suffolk Law Review 607
(2007).

2 Utahans and Bankrupicy: Why We’re Going Broke, Salt Lake Tribune A-1 (January 11, 2005).

“* United Way of Salt Lake, Living on the Edge: Utahans Perspectives on Bankruptcy and Financial
Stability (2006) (available al www . uw org/imascs/PDFs/TTWEBKReportpdll ).

" Trilby de Jung, A Review of Medical Debt in Upstate New York, Empire Justice Center (January 2006).
5 USA Today, Kaiser Family Foundation, and Harvard School of Public Health, National Survey of
Houscholds Affected by Cancer (November 2006).

“® Deanna L. Sharpe and Dana Lee Baker, Financial Issues Associated with Having a Child with Autism, 28
Journal of Family Economic Issucs 247 (March 9, 2007).

" Aparna Mathur, Medical Bills and Bankruptcy Filings, American Enterprise Institute Working Paper
(July 19, 2006).

“® The PSID purports to be a cross-section of American families, but the number o families admitting to a
bankruptcy filing is about half that of the population in the year asked. This means either that the sample is
not Tepresentative or that about half of those who filed for bankmptcy demnied it. This discrepancy calls into
question the use of the database for analyzing bankruptcy issues. See, e.g., Less Stigma or More I'inancial
Distress. An Empirical Analvsis of the Fxtraordinary Increase in Bankruptcy Filings, 59 Stanford L. Rev.
213, 245-46 (2006).

“ Michelle M. Doty, Jennifer N. Edwards, and Alyssa L. Holmgren, Sccing Red: Americans Driven into
Debt by Medical Bills, The Commonwealth Fund (August 2005).

% Cindy Zeldin and Mark Rukavina, Borrowing to Stay Healthy: How Credit Card Debt is Related to
Medical Expenses, Demos and The Access Project (2007).

& Thomas P. O"Toole, Josc I. Arbelacs, Robert S. Lawrence, The Baltimore Community Health
Consortium, Medical Debt and Aggressive Debt Restitution Practices, 19 Journal of General Internal
Medicine 772-78 (2004).

¥ Sydney D. Watson, Margarida Jorge, Andrew Cohen and Robert W. Seifert, Living in the Red: Medical
Dcbi and Housing Sccurily in Missouri, The Access Project (2007).

# Bill Novelli, Where We Stand, AARP Bulletin 31 (July-August 2007).
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Chairman CONYERS. Thank you so much.

Mark Rukavina, the executive director of Access, a national re-
source center. And before that, he was program director for the
Summerbridge Community Health Partnership in Massachusetts.

We welcome you to this hearing.

TESTIMONY OF MARK RUKAVINA, EXECUTIVE DIRECTOR,
THE ACCESS PROJECT, BOSTON, MA

Mr. RUKAVINA. Thank you, Mr. Chairman.

I would like to thank Chairwoman Sanchez and the Chairman
for the invitation to speak at this hearing today on such an impor-
tant issue, the issue of medical bankruptcy. Far more common than
medical bankruptcy, however, is the problem of medical debt. And
I am going to focus my comments today on the prevalence and the
consequences of medical debt.

Year after year, the Nation’s health care spending outpaces the
consumer price index. Health care costs now consume 16 percent
of our gross domestic product. This spells trouble for the American
public. Consumers are expected to pay nearly a quarter of $1 tril-
lion this year in out-of-pocket payments. And this is on top of the
health insurance premiums that they pay. For many these costs
will convert to medical debt.

Professor Warren mentioned the number of Americans with med-
ical debt. It might come as a surprise to people that nearly two-
thirds of these people with medical debt have health insurance.
Every fifth insured American carries medical debt.

It seems many Americans are being sold faulty products. In the
automobile or airline industry, this level of product failure would
not be tolerated by consumers or regulators.

Medical debt has implications. It is a barrier to care. The Access
Project has conducted a study of uninsured patients treated at safe-
ty net providers. These are providers with a commitment to serve
uninsured and under-served populations.

And we have found that nearly half had unpaid medical bills.
And of those with medical bills, a quarter of them expressed reluc-
tance to go back to those providers in the future because of the
debt that they had.

When it comes to health access, medical debt trumps health in-
surance. Research from the Kaiser Family Foundation found that
medical debt itself is a risk factor in terms of access. Insured peo-
ple with medical debt have care-seeking patterns similar to the un-
insured. They are less likely to fill a prescription, see a specialist.
They are more likely to skip treatments or forego ordered tests.

But medical debt also has financial consequences. It depletes sav-
ings, destroys credit, and it threatens the American dream of home
ownership.

We conducted a study of clients who were seeking services at a
consumer credit counseling service. Two in five were there because
a medical incident contributed to their debt problem. The common-
wealth fund research on medical debt found that for those with
medical debt, Americans with medical debt, one quarter could not
pay for other basic needs because of this debt.

Nearly two in five used all or most of their savings trying to pay
off their medical debt. And another quarter charged their medical
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debt on credit cards. People are trying to pay these bills. They sim-
ply can’t afford to do it.

We conducted another study of people seeking tax preparation
assistance at volunteer income tax assistance sites. This was done
in early 2005. We found that nearly half of this population had
medical debt. And of those with debt, more than a quarter reported
housing problems as a result of this debt.

Much of what we have learned about this issue we have learned
from people like Donna Smith, people who call us for assistance in
resolving the medical debt that they have. And what we see is that
these bills pile up. They are bills for ambulance, hospital, physi-
cians, prescriptions, lab services.

On a credit report, all of these bills, each individual bill is a po-
tential strike against them. If unpaid, it can linger for years often
long after being written off by the health care provider is bad debt.

In conclusion, I would like to suggest that these problems can be
solved if America were to adopt the universal system that provided
Americans with affordable, comprehensive access—or access to
comprehensive benefits. While this may be years off, there are
other steps that can be taken in the short run.

For example, standards for insurance companies could be estab-
lished that protects people when they get ill. And cost-sharing obli-
gations should be tailored to people’s ability to pay. There are other
steps that can be taken that address the issue of ruined credit for
people who have medical debt.

Too many Americans are healed by our fine medical institutions
only to be harmed by the bills that they are unable to pay. Credit
reports marred by medical debt can have all sorts of effects far be-
yond the medical system. It can drive up the cost of homeowners
insurance, automobile insurance, limit people’s employment oppor-
tunities, and block access to affordable credit.

Involuntary medical debt should not be allowed to tarnish peo-
ple’s credit. Medical providers and their agents should be prohib-
ited from reporting this debt to collection agents.

In closing, I would like to thank the Committee for this oppor-
tunity to speak and be happy to answer questions when the time
is appropriate.

Thank you, Mr. Chairman.

[The prepared statement of Mr. Rukavina follows:]
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Mark Rukavina, Executive Director of The Access Project
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Medical Debt and Bankruptey™

Testimony submitted to the House Committee on the Judiciary
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The problem of Americans filing for personal bankruptcy due to a medical
incident, tells only part of the medical debt story. Many more Americans suffer from the
financial burden of medical costs and medical debt. Even if they are not forced into

bankruptcy, the consequences are serious and sometimes devastating,

Medical Debt

Medical debt is money owed for medical services or products, such as hospital or
physician care, ambulance services, prescription drugs or durable medical supplies. It
may be owed directly to a provider, a collection agent serving the provider, a credit card
company, another lender, a family member or a friend. Medical debt is usually

involuntary—that is, it is accrued because of events that cannot be predicted or avoided.

The Financial Burden of Health Care Costs

Between 2000 and 2005 health insurance premiums increased by 73 percent,
while workers’ wages rose by only 15 percent.” Increasing costs have forced many
people to drop insurance coverage while other have maintained coverage but with
diminished benefits due to higher deductibles, co-insurance, co-payments, limits on

benefits, and gaps in coverage.

Researchers have projected that American consumers will spend approximately
$250 billions in out-of-pocket costs in 2007.5 This is in addition to the premiums paid
directly by consumers for their health insurance coverage. For many Americans, these

out-of-pocket costs will result in medical debt.

The Prevalence of Medical Debt

The problem of medical debt is widespread. According to a national study done
by the Commonwealth Fund, approximately 21% of Americans adults—36 million
people—under the age of 65 have medical bills or accrued medical debt that they are

paying off over time '
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Other studies estimate that even more are at risk of medical debt. A 20085 study
by the Kaiser Family Foundation estimated that 58 million Americans are at risk of
incurring medical bills they may not be able to repay; included are Americans uninsured
for any part of the year and an estimated 17.6 million people with private insurance

coverage that provides them with insufficient protection.”

Nationally, one-quarter of those with medical debt have bills of $4,000 or more
and more than three and a half million Americans are carrying more than $10,000 in
medical debt.” The prevalence of medical debt is even more severe for those with
moderate incomes. The Access Project conducted a survey of people seeking assistance
through Volunteer Income Tax Assistance sites in early 2005. Most of the respondents
had household incomes of less than $36,000. Among this population, nearly half (46%)
had medical debt.”™

Medical Debt Plagues Americans with Health Insurance

It may come as a surprise to learn that most Americans with medical debt have
health insurance. People buy health insurance to protect them from financial ruin should
they experience illness or injury. However, nearly two-thirds (62%) of those with
medical debt had insurance at the time of their medical incident. The Commonwealth
Fund found that nearly one in five (18%) Americans with health insurance medical had
bills they could not pay. One-third of these insured Americans who incurred medical
debt used all or most of their savings paying health care costs. i The purpose of
insurance is to spread risk among a group of people and protect individuals’ financial
assets in the case of unforeseen incidents. The cases cited above clearly demonstrate that
health insurance fails many Americans’ in its primary purpose. In the automobile or
airline industries, this level of product failure would not be tolerated by consumers or

regulators.
Similarly, the Kaiser Family Foundation found that 18 million (16%) of privately

insured adults reported significant problems with paying their medical bills." In an

Access Project study linking medical debt and housing problems, we found that slightly

Page2o0l8



76

more of the respondents with debt had health insurance at the time they received the care
for which they owed money. Though a lack of insurance puts people at great risk for
medical debt and the problems resulting from it, those with health insurance are in not

way immune from unaffordable medical bills.

Medical Debt is a Barrier to Health Care
The tragedy of medical debt is that it is involuntary incurred for services on which
a person’s well-being or life may depend. It is debt that cannot be easily planned for and

it has far reaching health access and financial implications.

Over and over again, Access Project studies have found that medical debt is
linked to delayed care. In our study of uninsured patients with medical debt served by
safety-net providers—providers with a mission to serve the uninsured—one-quarter said
that medical debt would make them reluctant to seek care at that facility in the future.™
Another study examining medical debt among patients at community health centers in
Massachusetts found that three in five of those with medical debt delayed getting needed
care,” slightly more than in Kansas where just under half delayed care.® Reasons for the
delay included being embarrassed by outstanding bills, a desire not to take on additional
debt or being refused an appointment by a provider because bills were not paid. In the
Kansas study, just over one-quarter or respondents changed primary care doctors because

of money they owed to their medical provider.

There is a significant body of research documenting that that those without health
insurance are more likely to delay care or forego treatment than people with insurance
coverage. However, research done by the Kaiser Family Foundation found that the
presence of medical debt is also an access risk factor. Insured people with medical debt
are nearly four times more likely than those with insurance and no debt to skip a
recommended test or treatment (30% vs. 8%) or not get needed care (12% vs. 3%) and
more than twice as likely to not fill an order for a prescription drug due to cost (24% vs.
9%). In general, the care seeking patterns among those with private insurance who have

medical debt resemble the patterns of people with no insurance coverage. ™"
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Medical Debt Tarnishes Credit
The financial burdens of health care and medical debi deplete savings, destroy
credit and threaten the American dream of homeownership

In & siudy conducted by The Access Project with clients at a consumer credit
counseling service, two in five were secking counseling becawse a medical incident
contributed to the debt problem. ™ This surprised even the counselors since medical debt
15 often masked as cresdit card deld

Mamy medical bills ultimately end up in the hands of the collection industry. One
study found that one in five Amenican adults under the age of 65 had been contacted by a
collection agency for medical bills. ™ QOur study of people seeking help through the
Volunteer Income Tax Assistance sites found that more than one-quarter said housing
problems resulted from medical debe. Problems ranged from being unable 10 qualify for
a morigage, being nomed down from renting a home, and even eviction or foreclosure

Types of Housing Problems

Of the respondents with medical debr, slighaly less than half (46%) did not know
whether the medical debt was on their credit repont. For those whao did know, the

Page 4ol %



78

respondents with medical debt on their reports were more than twice as likely to repon
housing problems (39%) than those who said it was not on thear reports (18%),

Likelihood of @ Housang Problem If...

L]
Fresien
A
u
i
"
r

The results were similar for the respondents with medical debt who had been had
been contacted by a collection agency. Those contacted by collection agencies were also
much more likely 10 {374} 10 report housing problems than ihose not comacted (18%),
Though a small percentage of respondents (5%4) had been sued in small claims court, the
ramifications loomed large with nearly seven in ten of this group reponing housing
problems. Seven percent of those with medical debt filed for personal bankruptey
because of it. ™

Earfier this vear, The Access Project worked with Demos examining medical debe
on credit cards. Demos had commissioned a study of low and middle income
households, those with income between 30-120% of local median income, carmving enedit
card debt for three months or longer We examined these data and found that 2% of
respondents reported that medical expenses contributed 1o their curment level of credit
card debt. OF this group, nearly 7 in ten (69%5) had a major medical expense in the
previous three vears. Among the overall sample, 20% reported a major medical expense
in the previows three years and that medical expenses contributed to their current credit
card debt, we categorized this group as the medically indebted. 'When we analyzed the
data for the medically indebted group, we found that their average credit card debt was
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significantly higher ($11,623) than those not medically indebted (57,964). We also found
that the medically indebted were far more likely 10 be contacted by collection agencies
{62%) than those not medically indebted. ™'

The Access Project has also learned much about billing and debt problems
through direct assistance that we provide 1o people with medical debt. In helping them
resolve their debt problems, we gain insight into the complexity of systems encountered
by people with these debts. For example, hospital patients oflen receive individual
invoices for ambulance, hospital, physician, prescription drug, and lab services. All of
these bills are potential strikes against them in terms of their credit report.

If medical bills are unpaid, they can linger for vears, often long afier medical
providers have writien them of ¥ the books as bad dett.  Even medical bills wath small
balances can have significant and detrimental influence over one’s credit. Again, our
study of housing problems resulting from medical debt is instructive. ‘Wie found that even
respondems with what might be considered small levels of outstanding bills { $500 or
less), one in eight reported housang problems with the percentages increanng along with
the level of debn

Likelihood of Housing Problems by
Size and Age of Debt
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Conclusion

People are at their most vulnerable when they or a loved one experience illness or
injury. Being ill and in debt can be a frightening, or even devastating, experience. At
present, the American health care system puts far too many American at financial risk.
As a result, millions of Americans incur medical debt each year. This debt constricts
access to health care and can block access to affordable credit. Repairing the American

health care system must be a national priority.

1n the long term, American must have universal access to comprehensive benefits.
Tens of millions of Americans are uninsured or underinsured. Health insurance does not
effectively protect families from financial exposure if they experience illness or injury.
The Access Project encourages regulators to carefully consider the wisdom of insurance
products that shift the financial burden of health care to Americans through various out-
of-pocket expenses but rather establish standards for adequate insurance protection
including cost-sharing obligations that are proportionate to household income.

Ultimately, Americans must have universal access to comprehensive benefits.

However, in the near term, relief from credit problems related to medical debt
could be achieve by limiting medical providers, and their agents, from reporting medical
debt to credit agencies. America has some of the world’s finest medical institutions
staffed by caring and compassionate people committed to healing. However, medical
debt can cause harm to these patients. Credit reports marred by medical debt may limita
person’s ability to access affordable credit, limit employment and housing opportunities,
result in higher costs for homeowners, and increase the costs of other insurance products.
The Access Project encourages regulators to consider ways to prevent involuntary
medical debt from tarnishing a credit report by prohibiting medical providers and their

agents from reporting such debt to credit agencies.
On behalf of The Access Project, thank you for calling attention to this important

issue. We hope that you consider this testimony when developing new public policies

related to health care, insurance coverage or consumer credit.
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Chairman CONYERS. Thank you for your very interesting testi-
mony.

The only thing not said about Dr. Himmelstein when he was in-
troduced by Subcommittee Chair Sanchez is that he is the co-
founder of the Physicians for National Health Plan, some 20 years
or more ago, where we now have tens of thousands of doctors who
are looking at the same issue that this Subcommittee is looking for-
ward to.

And we commend you for your staying power in this, Dr. Him-
melstein, and welcome you.

TESTIMONY OF DAVID U. HIMMELSTEIN,
HARVARD MEDICAL SCHOOL, CAMBRIDGE, MA

Mr. HIMMELSTEIN. Thank you, Mr. Chairman. Thank you to
Members of the Committee.

I would just say, when we started that organization, a reporter
told us that Physicians for National Health Program sounds like
furriers for animal rights. But it is now the fastest growing medical
organization in the United States.

I am a primary care doctor for 25 years. I have taken care of pa-
tients at the public hospital in Cambridge, Massachusetts, and
served on the faculty of Harvard Medical School. Caring for pa-
tients is tremendously gratifying. But our health financing system
constantly thwarts my efforts to help my patients and inflicts fi-
nancial suffering that I am powerless to alleviate.

I have seen patients die because they have delayed care for dia-
betes, chest pain, high blood pressure fearing the costs of that care.
This needless suffering has motivated me to undertake both the ad-
vocacy that you spoke of and the research that I am going to talk
about today.

I want to start by saying that health insurance is a little bit like
a hospital gown. And for those of you who aren’t familiar with our
gowns—I know the nurses in the audience will be—I brought along
an example. It looks from the front like it covers a lot. But around
back, there is a lot left uncovered. And that coverage hangs from
a tenuous thread.

Most Americans think they are covered, but few of us are really
shielded from the financial ravages of illness. This is the key find-
ing of our bankruptcy study. We went around the country and
interviewed nearly 1,800 people in bankruptcy courts. If all we had
to do was to look at court records, it would have been a much sim-
pler study. And the problem with those court records, as has been
mentioned, is that things like credit card debt hides, in fact, med-
ical debt.

When people take out a second mortgage on their home to pay
a medical bill, that doesn’t appear in the court records as medical
debt. And Mr. Millenson and Mr. Dranove’s findings that the Rank-
ing Member, Mr. Cannon, spoke of ignore that fact and, in fact, fail
to take in account that ours is the only study that actually asks
people directly the question, “What caused your bankruptcy?”

One can only dismiss our finding by saying that people like Ms.
Smith when they tell us that medical care or medical bill caused
their bankruptcy—one has to say, “No, it didn’t,” in order to dis-
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miss our study. Ours is not just a statistical finding, but one taken
from actually talking to people.

I want to emphasize three lessons from our work. First, medical
bankruptcy is a middle-class problem. People who file for bank-
ruptcy in the wake of illness are average Americans who did one
thing wrong. They got sick.

Most of the three-quarters of a million families bankrupted by ill-
ness or medical bills each year are middle-class. Fifty-six percent
had gone to college. Fifty-seven percent had owned a home, at least
until the financial crisis hit. Eighty percent worked in occupations
that social scientists tell us are middle-class or above.

Second, most people bankrupted by illness and medical bills, as
has been said here before, had insurance. And that is important for
us to know. This is a system that not only fails to work for the un-
insured, it fails to work for those with coverage.

In our study, more than three-quarters had coverage at least
when they first got sick. Sixty percent had private insurance. But
a third of those lost it in the course of their illness.

Often illness caused job loss and with it, loss of coverage. It is
like an umbrella that stops functioning once the rain begins.

According to the Wall Street Journal, 27 percent of employers
stop health benefits immediately when a worker is too sick to con-
tinue working. Twenty-four percent more stop benefits within a
year. In many cases, debtors whom we interviewed maintained
their insurance but were bankrupted by medical bills because their
coverage had gaping holes, co-payments, and deductibles of the
kind that Ms. Smith talked about.

The third point I want to emphasize is that the quality of health
insurance coverage is deteriorating leaving more and more Ameri-
cans vulnerable to financial ruin. It has been said that we don’t
have good trend data. In fact, we have some trend data on this.

Back in 1981, a study asked debtors what caused their bank-
ruptcy. And at that time, 8 percent of the 312,000 bankruptcy filers
said that medical problems caused their bankruptcy filing. At the
time of our study, somewhere between 46 and 63 percent of the 1.4
million bankruptcy filers in the United States said medical prob-
lems or medical bills caused their bankruptcy filing.

In that 20-year period, therefore, we had at least a 23-fold in-
crease in the rate of medical bankruptcy in the United States. We
have trend data.

And recent moves by employers to raise co-payments and
deductibles under the deceptive rubric of consumer-directed health
care are putting many more working families at risk. Under such
plans, many families must pay deductibles of $5,000, sometimes
even more, before insurance kicks in at all. Personally, I have trou-
ble fathoming calling such coverage consumer-driven, unless per-
haps one uses it in the sense that one would say cattle are driven.

Our findings on medical bankruptcy are apparently just the tip
of the iceberg, as has been said here before. About 729,000 families
are bankrupted by illness and medical bills each year. But many
more are under severe financial duress.

Commonwealth fund surveys that have been alluded to tell us
that 18 percent of Americans are paying off medical debt over time.
Eight percent of insured Americans received a collection call in the
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past year. Thirty-nine percent increase in American families paying
off medical bills over time, over the past 5 years.

The situation is particularly dire for those with serious illnesses.
Among those under 65 who have diabetes, heart disease, high blood
pressure or arthritis, more than three out of 10 spend at least 10
percent of their income on health care. Among insured cancer pa-
tients, 22 percent say that medical bills consumed virtually all of
their savings.

A study of terminally ill patients in ICUs found that the terminal
illness caused a moderate or severe financial problem for at least
39 percent of families. And virtually all of those families had cov-
erage.

In sum, our health financing system is failing. Tens of millions
are uninsured. Tens of millions more pay for insurance only to find
that what they bought in good faith was a defective product.
Health insurance is not working.

At doctors’ offices and hospitals around our Nation the first ques-
tion patients face is how will you be paying for this. In Canada
where medical bankruptcy is rare and in Sweden and in France
and in the rest of the developed world, the first question is how can
I help you. These differing questions reflect not only the inhu-
manity of our care, but also its inefficiency.

We waste hundreds of billions annually on the paperwork re-
quired by our complex and redundant private insurance system. Di-
verting these dollars from bureaucracy to care would allow us to
extend coverage to all Americans and to eliminate co-payments and
deductibles without increasing health spending. Indeed, our gov-
ernment already spends more per capita on health care than any
Nation with national health insurance.

National health insurance such as that that you, Mr. Chairman,
have proposed would wipe out medical debt. And nothing short of
that will work.

I thank you for your attention.

[The prepared statement of Mr. Himmelstein follows:]
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Summary/Oral Testimony

My name is David Himmelstein. For the past 25 years | have served as a primary
care physician at Cambridge Hospital, the public hospital in Cambridge Massachusetts. 1
also serve on the faculty of Harvard Medical School. Caring for patients is tremendously
gratifying, but our health financing system constantly thwarts my efforts to help patients,
and inflicts enormous financial suffering that I am powerless to alleviate. I have seen
patients die because they delayed care — for diabetes, chest pain, high blood pressure -
fearing the costs. This needless suffering has motivated me to undertake research to
systematically document the failings of our health care system, and has also led me to

advocate for health care reform.

Health insurance is a bit like a hospital gown. From the front it appears to shield
the essentials. Closer inspection, however, reveals a lot uncovered behind — and only a

tenuous thread prevents full exposure.

Most Americans think they’re covered. But few of us are really shielded from
the financial ravages of illness. This is the key finding from the 2001 Harvard Consumer
Bankruptey Study’ - the most comprehensive examination of medical bankruptcy ever
performed. T served as a Principal Investigator for that study, and attach a copy of a

scholarly article reporting its principal medical findings. Professor Warren — another of
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the Principal Investigators — is here today and will describe in detail many of these

findings.

I want to emphasize three lessons from our work

First, medical bankruptcy is a middle class problem. Most of the three-quarters of
a million families bankrupted by illness or medical bills each year were solidly middle
class. 56% had gone to college and 57% owned a home (at least until financial crisis hit).

80% worked in occupations that social scientists would classify as “middle class.”

Second, most people bankrupted by illness and medical bills have insurance. In
our study of medical debtors, more than three quarters had coverage - at least when they
first got sick. 60% had private insurance, but one third of them lost it during the course
of their illness. Often, illness caused job loss, and with it the loss of coverage.

According to the Wall Street Journal, 27% of employers stop health benefits immediately
when a worker is too sick to work, and another 24% stop benefits within a year®. In many
cases, maintained their insurance, but were bankrupted by medical bills because their

coverage had gaping holes — co-payments, deductibles, and exclusions.

Third, the quality of health insurance coverage is deteriorating, leaving more and
more Americans vulnerable to financial ruin. Between 1981 and 2001 medical
bankruptcies increased more than 20 fold®, driven by rising medical costs and declining

coverage. And recent moves by employers to sharply raise co-payments and deductibles
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—under the deceptive rubric “consumer driven healthcare” - are putting many moe
working families at risk. Under such plans, many families must pay deductibles of $5000
before insurance kicks in. Personally, I cannot fathom calling such coverage “consumer

driven”, except, perhaps, in the sense that cattle are driven.

Our findings on medical bankruptcy are apparently just the tip of the iceberg.
About 729,000 families are bankrupted by illness and medical bills each year, but many
more are under severe financial duress. Surveys by the Commonwealth Fund indicate
that 18% of INSURED non-elderly Americans are paying off medical debts over time,
and 8% had received a call from a collection agency regarding a medical debt in the past
year'. According to a Kaiser Foundation survey, one quarter of American families had a

problem paying a medical bill in 2006, a 39% increase in the past decade’.

The situation is particularly dire for those with serious illnesses. Among people
under 65 who have diabetes, heart disease, high blood pressure or arthritis, more than 3
out of ten spend at least 10% of their income on healthcare®. Among INSURED cancer
patients, 22% report that medical bills consumed all or most of their savings; 3% declared
bankruptey; and 7% were left without enough money for food, heat or housing”. A study
of terminally ill patients in ICUs found that the terminal illness caused a moderate or
severe financial problem for 39% of families — and virtually all of these patients had

insurance®.



90

In sum, our health financing system is failing. Tens of millions are uninsured,
tens of millions more pay for private health insurance only to find out once they’re ill that
they have bought a defective product. Only national health insurance that provides first
dollar, comprehensive, non-cancellable coverage can offer real protection to American

families.

At doctors’ offices and hospitals around our nation, the first question patients face
is “How will you be paying for this?” Tn Canada (where medical bankruptcy is rare’) and
Sweden and France and the rest of the developed world the first question is “How can I
help you?” These ditfering questions reflect not only the inhumanity of our care, but also
its inefficiency. We waste hundreds of billions of dollars annually on the paperwork
required by our complex and redundant private insurance system'®. Diverting these
dollars from bureaucracy to care would allow us to extend coverage to all Americans, and
eliminate co-payment and deductibles, without any increase in health spending. Indeed,
our government already spends more per capita on healthcare than any of nation with

national health insurance.

National health insurance, such as that proposed by Chairman Conyers, would

wipe out medical debt. Nothing short of that will work.
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lliness And Injury As Contributors To

Bankruptcy

Even universal coverage could leave many Americans vuinerable to
bankruptey unless such coverage was more comprehensive than

many current policies.

by David U. Himmelstein, Elizabeth Warren, Deborah Thorne, and

Steffie Woolhandler

ABSTRACT: In 2001, 1.458 million American families filed for bankruptey. To investigate
medical contributors to bankruptey, we surveyed 1,771 personal bankruptey filers in five
federal courts and subsequently completed in-depth intervizws with 931 of thern. About
half cited medical causes, which indicates that 1.9-2.2 million Americans (filers plus de-

pendents) experienced medical bankruplcy. Among those whose illnesses led to bank-
ruptey, out-of-pocket costs averaged $11,854 since the start of iliness; 75.7 percent had in-
surance at the onset of illness. Medical debtors were 42 percent more likely than other
debtors to experience lapses in coverage, Even middle-class insured families often fall prey

to financial catastrophe when sick.
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—Twelve Tables, Table 111, 6 {ca. 430 B.C.}

UR BANKRUDTCY sYsTEM works
O differently from thatof ancient Rome;

creditors carve up the debror’s assets,
not the debror. Even so, bankruptey leaves
painful problems in its wake. It remains on
credit reports for a decade, making every-
thing from car instrance to house payments

more expensive.- Debtors’ names are often
published in the newspaper, and the fact of
their bankruptey may show up whenever
somenne tries to find them via the Tnternet.
Potential employers who run routine credit
checks (a common screening practice) will
discover the bankruptey, which can lead to
embarrassment or, worse, the lost chance [or
a much-needed job.2

Personal bankruptey is common. Nearly 1.5
million couples or individuals filed bank-
ruptey petitions in 2001, a 360 percent in-
crease since 1980.° Fragmentary data from the
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legal licerature suggest that illness and medical
hills contribute to hankruptey. Most previous
studies of medical bankruptey, however, have
relied on court records—where medical debts
may he subsumed under credit card or mort-
gage debt—or on responses to a single survey
question* None has collected detailed infor-
mation on medical eXPenses, di AZNOSCS, RCCESS
o care, work loss, or insurance coverage. Re-
search has been impeded both by the absence
of a national repository for bankruptey filings
and by debtors’ reticence to discuss their
hankruptey; in population-based surveys, only
half of those who have undergone bankruptey
admit to ic

The healch policy literature is virtually si-
lent on bankruptey, although a few studies
have looked at impoverishmenr ateributable to
llness. In his 1972 book, Sen. Edward Kennedy
(D-MA) gave an impressionistic account of
“sickness and bankrup The likelihood of
incurring high out-of-pocket costs was incor-
porated into older estimates of the number of
underinsurecd Americans: twenty-nine million
in 18877 About 16 percent of families now
spend more than one-twentieth of their in-
come on health care.t Among terminally ill pa-
tients (most of them insured), 39 percent re-
perted that health care costs caused moderate
or severe financial problems.® Medical debrt is
commen among the poor, even those with in-
surance, and interferes with access to care® At
least 8 percent, and perhaps as many as 21 per-
cent, of American families are contacted by
collection agencies about medical bills annu-
ally-

Qur study provides the first exvensive data
on the medical concomitants of bankruptcy,
based on a survey of debtors in bankruptey
courts. We address the following questions:
(1) Wha files for bankruprey? (2) How fre-
quently do illness and medical bills contribuce
to bankruptey? (3} When medical bills con-
tribute, how large are they and for what ser-
vices? (4) Does inadequate health msurance
play a role in bankruptey? (5) Does bank-
ruptey COmMpPromise access to care?

A Brief Primer On Bankruptcy

“Bankrupt” is not synonymous with
“broke.” “Bankrupt” means filing a petition in
a federal court asking for protection from
creditors via the bankruprey laws. A single pe-
tition may cover an individual or married cou-
ple. The instant a debror [iles for bankruptey,
the court assumes legal control of the debror’s
assets and halrs all collection efforts.

Shortly after the filing, a court-appointed
trustee convenes a meeting to inventory the
debtor's assets and debts and to determine
which assets are exempt from seizure. States
may regulate these exemptions, which often
inchude work wools, clothes, Bibles, and some
equity in a home.

About 70 percent of all consumer debtors
file under Chapter 7 of the Bankruptey Code;
mast others file under Chaprer 13. in Chapter 7
the crustee liquidates all nonexempt assets—
although 96 percent of debrors have so little
unencumbered praperty that there is nothing
left to liguidate. At the conclusion of the bank-
ruptcy, the debror is freed from many debts. In
Chapter 13 the debtor proposes a repayment
plan, which extends for up to five years. Chap-
ter 13 debtors may retain their property so long
as they stay current with their repayments.

Under both chapters, taxes, student loans,
alimony, and child support remain payable in
full, and debrors must make payments on all
secured loans (such as horne mortgages and
car loans) or forfeit the collateral.

Study Data And Methods

This study is based on a cohort of 1771
bankruptey filings in 2001 For each filing, a
debtar completed a written questionnaire at
the mandatory meeting with the trustee, and
we abstracted fmancial daca from public court
records. In addition, we conducred follow-up
telephone interviews with about half (S31) of
these debuors.

B Sampling strategy. We used cluster
sampling to assemble a cohort of houscholds
filing for personal hankrupeey in five (of the
seventy-seven total) federal judlicial districts.?
We collected 250 questionnaires in cach dis-
trict, vepresentative of the proportion of Chap-
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ters 7 and 13 filings in that district. These 1,230
cases constitute our “core sample.” For
planned studies on housing, we collected
identical data from an additional 521 home-
owners filing for bankruptey. We based our
analyses on all 1,771 bankruptcies with re-
sponses weighted to maintain the representa-
tiveness of the sample.

B Data collection. With the cooperation

of the judges in each district, we contacted the
trustees who officiate at meetings with debt-
ora. The rrustees agreed to distribuce, or to
allow a research assistant to discribute, a self-
administered questionnaire to debrors appear-
ing at the bankruptey meeting. Questionnaires
(which were available in English and Spanish)
included a cover letter explaining the research
project and human subjects protections and
encouraging debtors to consult their attorneys
(who were almost always present) before par-
icipating.
The questionnaire asked about demograph-
ics, employment, housing, and specific reasons
for filing for bankruptey, it also asked whether
the debtor had medical debts exceeding
$1,000, had lost two or more weeks of work-
related income because of il ness, or had health
inswrance coverage for themselves and all de-
pendents at the time of filing, and whether
there had been a gap of ane manth or more in
that coverage during the past rwo years. In
joint filings, we collected demographic infor-
maticn for each spouse.

During the spring and summer of 2001 we
collected guestionnaires from consecutive
debtora in each district until the target num-
ber was reached ¥

B Foliow-up telephone interviews. The
written guestionnaire distributed at the time
of bankruptey filing invited debtors to partici-
pate in future telephone interviews, for which
they would receive $50; 70 percent agreed to
such interviews. We ultimately completed fol-
low-up telephone interviews with 231 of the
1,771 debvor families, a response rate of 33 per-
cent.® The telephone interviews, conducted
between Juae 2001 and February 2002 using a
structured, computer-assisted protocol, ex-
plored financial, housing, and medical issues.

Many debtors also provided a narrative de-
seription of their bankruptey experience.

B Detailed medical questions. Each of
the 931 interviewees was asked if any of the
following had heen a significant cause of their
bankruptey: an illness or injury; the death of a
family member; or the addition of a family
member through birth, adoption, custody, or
fostering. Those who answered ves to this
screening question were gueried about diag-
noses, health insurance during the illness, and
medical care use and spending. Interviewers
collected information about each household
member with medical problems. In total, we
collected in-depth medical information on 351
people with health problems in 332 deheor
households.

B Data analysis. We used data from the
self-administered questionnaires (and court
records) obtained from all 1,771 filers to ana-
ly=ze demographics, healch coverage at the time
of filing, and gaps in coverage in the two years
before filing.

We also used the questionnaire to estimate
how frequently illness and medical bills con-
tribated to bankruptey. We developed two
summary measures of medical hankruptey.
Under the rubric “Major Medical Bankruptey’
we included debrors who either (1) cited ill-
ness oF injury as a specific reason for bank-
ruptey, or (2) reported uncovered medical bills
exceeding $1,000 in the past years, or (3) lost
at least two weeks of work-related income be-
cause of illness/injury, or (4) mortgaged a
home vo pay medical bills. Qur more inclusive
category, “Any Medical Bankraptcy,” included
dehtors who cited any of the ahove, or addic-
tien, or uncontrolled gambling, or birth, or the
death of a family member !

Diata from the 931 follow-up telephape in-
terviews were used t analyze hardships expe-
rienced by debtors in the peried srounding
their bankruptey, including problems gaining
access to medical care. The in-depth medical
interviews regarding 351 people with medical
problems are the basis for our analyses of
which heusehold members were ill, diagnoses,
healrh insurance at onser of illness, and oue-
of-pocket spending. Two physicians
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(Himmelstein and Woolhandler) coded the di-
agnoses given by debtors into categories for
analysis.

SAS and SUDAAN were used for statistical
analyses, adjusting for complex sample design.
To extrapolate our findings nationally, we as-
sumed that our core sample was representative
of the 1457572 hauscholds filing for bank-
ruptey during 2001, Human subject commic-
tees at Harvard Law School and the Cam-
bridge Hospital approved the project.

Study Findings

B Who files for bankruptcy? Fxhibir 1
displays the demographic characteristics of
our weighted sample of 1,771 bankruptey filers.
The average debtor was a forty-one-year-old
woman wich childlren and at least some college
education. Most debtors owned homes; their
occupational prestige scores place them pre-
dominantly in the middle or working classes.

On average, each bankruptey mvolved 132
debrors (reflecting some joint filings by mar-
ried couples) and 1.33 dependents. Extrapo-
lating from our data, the 1.5 million personal
bankruptey filings nationally in 2001 involved
3.9 million people: 19 million debrors, 1.3 mil-
lion children under age eighteen, and 0.7 mil-
lion other dependents.

B Medical causes of bankruptey. Fx-
hibit 2 shows che proportion of debrors (N =
1771) citing various medical contributors to
their bankruptey and the estimated number of
debtors and dependents narionally affected by
each cause. More than one-quarter cired ill-
ness or injury as a specific reason for bank-
ruptey; a similar number reported uncovered
medical bills exceeding $1,000. Some debtors
cited more than one medical contriburor.
Nearly half (462 percent) (95 percent confi-
dence interval = 43.5, 48.9) of debtors met at
least one of our cviteria for “major medical
bankruptey.” Slightly more than half (54.5 per-
cent) (95 percent CI = 518, 57.2) met criteria
for “any medical bankrupeey.”

A lapse in health insurance coverage during
the two years before filing was a strong predic-
tor of a medical cause of bankruptey (Exhibit
3). Nearly four-tenths (384 percent) of deht-
ors who had a “major medical bankruptey’
had experienced a lapse, compared with 271
percent of debtors with no medical canse (p <
0001). Surprisingly, medical debtors were no
less likely than other debtors to have coverage
at the time of filing. (More detailed coverage
and cost data for the subsample we inter-
viewed appears below.)

Medical debrors resembled other debtors in

v

EXHIBIT 4

Demographic Characteristics Of Primary Debtors In Bankruptey Filings, 2601

All Major medical
bankrupteies bankruptcies®

Median age {(years) 41 42

Percent male® 45.1% 44.2%

Percent of households filing under Chapter 7 82.2% 62.3%

Average number of debtors and dependents per bankruptoy 2.65 275

Percent with at least some coilege education 53.5% 3

Percent current homecwners or last home in past 5 years 55.3% 56.5%

Percent with occupational prestige scores above 20 81.2% 80.0%

Median income in year prior to bankruptey filing $25,000 $24,500

SOURCE: Authors' analysis of data from the Consumer Bankruptey Project.
MNOTE: P> .CS for all comparisons between debtors with a major medical cause and cther debtors.

“Bankrupicies ting at laast one of tl
expeading $1,000, jost at lzast two w
bills.

©Data ars for primary and secondary debtors combinad.

owing criteria: llinass or injury listed as specific reasen, uncovered medical bills
s of work-related incoma because of illness/injury, or mortgaged homa 1o pay madica
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EXHIBIT 2
Medical Causes Of Bankruptey, 2001

Number of debtors and
Percent of dependents in affected
bankruptcies  U.S, families annually”

Specific reason for bankruptey cited by debtor

Finess or injury 283 1,038,880

Birth/addition of new family member 7.7 421,268

Deathi in family 76 281,309

Alcohol or drug addiction 25 109,180

Uncontrolled gambling 12 39,566
Debtor or spouse lost at least 2 weeks of work-related

income because of iliness/injury 213 825,113
Uncovered medical bills exceeding $1,000 in 2 years

before filing 27.0 1,160,302
Mortgaged home to pay medical biils 2.0° 64,000

Major medical cause {iliness or injury listed as specific

reason, or uncovered medical biils exceeding $1.000,

or lost at least 2 weeks of work-related income because

of illness/injury, or morigaged home to pay medical biils) 46.2 1,850,098
Any medical cause (any of the above) 545 2,227,000

SOURCE: Authors’ snalysis of data from the Consumer Bankruptey Project.
2 Extrapaolation basad on number of bankruptey filings during 2001 and heusehold size of debtors citing each cause.
EParcentage based on homecowners rather than all debtors.

EXHIBIT 3
Health insurance Status Of Debtors With And Without Medical Causes Of Bankruptcy,
2001

Percent of debtors Percent of debtors Porcent of debtors
citing any medical citing major medical citing no medical
cause of bankruptey’ cause of bankruptey® cause of bankruptey

Debtor or a dependent

uninsured at time of

bankruptey filing 32.0° 32.6° 34.5
Debtor or a dependent had a

lapse in coverage during

past 2 years YA L 38.4%%4% 27.1

SOQURCE: Authors’ analysis of data from the Consumer Bankruptey Project.

“Bankruptcy meeting on2 or more of the following criteria: lliness, injury, addition to family, death, alcoholism, drug addiction,
or uncontrallad gambling a; on for banikruptey: or debtor/spouse lost at lsast 2 weeks of wark-related income bacauss of
illness/injury: or uncovere: dical bills eding $71.000; or mortgaged home to pay medical bilis.

* Bankruptey meating che or more of the following criter] Iness or injury as specific reason for bankruptey; or uncovered
medical bilis exceeding $1,000C; or debtor/spouse lost at least 2 weeks of work-related income because of illness/injury; or
mortgaged home to pay medical biils.

“p rot significant for comparison to debters citing no medical ca

B

se of bankruptey.

#xikp < 001 for comparisen to debtors citing no medical cause of bankruptey.
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most other respects (Exhibit 1). However, the
“major medical bankruptey” group was 16 per-
cent {p <.03) less likely than ocher debrors to
cite trouble managing money as a cause of
their bankruptey (data not shown).

B Privations in the period surrounding
bankruptey. In our follow up telephone incer-
views with 931 debraors, they reported substan-
tial privations. During the two years before fil-
ing, 40.3 percent had lost telephone service;
194 percent had gone withour food; 53.6 per-
cent had gone without needed doctor or den-
tist visits because of the cost; and 43.0 percent
had failed to fill a prescription, also because of
the cost. Medical debrors experienced more
prohlems in uccess to care than other debtors
did; three-titths went without a needed docror
or dentist visit, and nearly half failed to fill a
prescription (Exhibit 4).

Medical debr was alse associared with
maortgage problems. Among the total sample of
1,771 debrors, those wirth more than $1,000 in
medical bills were more likely than others to
have taken out a mortgage t pay medical hills
(5.0 percent versus 0.8 percent). Fifteen per-
cent of all homeowners who had taken out a
second or third mortgage cited medical ex-
penses as a reason. Follow-up phone incer-
views revealed that among homeowners with
high-cost mortgages (interest rates greater
than 12 percent, or points phas fees of at least 8
percent), 13.8 percent cited a medical reason
for taking out the loan.

Following their bankruptey filings, about
one-third of debtors continued to have proh-
lems paying their bills. Medical debrors re-
ported particular problems making mortgage/
rent payments and paying for utilities (Exhibit

EXHIBIT 4

Privations Experienced By Households In The Period Surrounding Bankruptcey, 2001

Privaticn in households reporting
problems due to finances in the 24

Any medical cause Major madical cause No medical cause

months before flling for bankruptcy of bankruptcy® of bankruptcy® of bankruptcy
Went without food 21.1%° 21.8%° 17.0%
Water or electricity shut off 29.8° 26.4
Lost phone service 43.4° 43.6° 35.2
Moved because of financial difficulties 17.0° 17.8° 14.3
Lost insurance (home, car, life, or health) A7 Qaikk 46.T*** 34.8
Went without a needed doctor/dentist visit 5Q.G%F §0.THFw 45.0
Failed to fill a prescription 48.7%% A43.6%¥* 37.6
Chenged care arrangements for an elderly

relative [Shrfad BT 2.7
Privation in househoids reporting
continuing financial problems 3-12
months after filing for bankruptcy
Any probiem paying bilis 311° 275
Problem paying mortgage/rent 12.9° 9.1
Problem paying utilities 14.9° 9.8

SOURCE: Authors’ analysis of data from the Consumer
“ Bankruptey meating en2 or more of the following criteria: |

Kruptey Projact.
Iness, injury, addition: to family, death, alconelism, drug addiction,

or uncontrcllad gambiing as reason for bankruptey; of debtor/speuse lost at lsast twe weeks of work-relatad income because
of iiiness/injury; or uncovered medical bilis exceading $1.00C; or mortgagad home to pay medical bills. P vaiues are for
comparisens ta bankrupt households citing ne madical cause of bankruptey.

£ Bankruptey meeting one or more of the following criteria: lliness or injury as specific reason for bankrupicy; or uncovered

medical tills excerding $1.00C; or debtor/spouse lost at least two waeks of workrelated incoime bacs

mortgaged home to p:
bankrupicy.

“Not significant (p > .05).

< 10 *#p < 05 **Ep < QL MEEp < 001

se of illness/injury; or

v medicel bills. P values are for comparisons tc bankrupt households citing no major medical cause of
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4). Although our interviews occurred soon af-
ter the hankruptey filings (seven months, on
average), many debtors had already been
turned down for jobs (31 percent), mortgages
(5.8 percent), apartment rentals (4.9 percent),
or car loans (9.3 percent) because of the bank-
ruptey on their credit reports.

B Medical diagnoses, spending, and
type of coverage. Our interviews vielded de-
tailed data on diagnoses, health insuwrance cov-
erage, and medical bills for 391 debrors or fam-
ily members whose medical problems
contributed to hankruptey. In three-quarters
of cases, the person experiencing the illness/
injury was the debtor or spouse of the debtor;
in 13.3 percent, a child; and in 8.2 percent, an
elderly relative.

Ilness begot financial problems both di-
rectly (because of medical costs) and through
lost income. Three-fifths (399 percent) of
families bankrupted by medical problems in-
dicated that medical bills (from medical care
providers) contributed to bankruptey; 47.6
percent cited drug costs; 35.3 percent had cur-
tailed employment because of illness, often
(52.8 percent) ro care for someone clse. Many
families had problems with both medical hills
and income loss.

Families banlrupted by medical problems
cited varied, and sometimes multiple, diagno-
ses. Cardiovascular disorders were reported
by 26.6 percent; trauma/orthopedic/back
problems by nearly one-third; and cancer, dia-
hetes, pulmonary, or mental disorders and
childbirth-related and congenital disorders by
about 10 percent cach. Half (517 percent) of
the medical problems involved ongoing
chromic illnesses.

Our in-depth interviews with medical
debtors confirmed that gaps in coverage were
a common problem. Three-fourths (73.7 per-
cent) of these debtors were insured ar the on-
set of the bankrupting illness. Three-fifths
(60.1 percent) initially had private coverage,
but one-third of them lost coverage during the
course of their illness. Of debtors, 5.7 percent
had Medicare, 84 percent Medicaid, and 16
percent veterans/military coverage. Those cov-
ered under government programs were less

likely than others to have experienced cover-
age interruptions.

Few medical debtors had elected to go
without coverage. Only 2.8 percent of those
who wereuninsured or suffered a gap in cover-
age said that they had not thought they needed
insurance; 55.9 percent said that premiums
were unaffordable; 71 percent were unable to
obtain coverage because of preexisting medi-
cal conditions; and most others cited employ-
ment issues, such as job loss ar ineligibility for
employer-sponsored coverage.

Debtors’ out-of-pocket medical costs were
often below levels chat are commonly labeled
catastrophic. In the year prier to bankruptcy,
out-of-pocket costs (excluding insurance pre-
minms) averaged $3,686 (95 percent CI =
$2,693, $4,679) (Exhibit 5). Presumably, such
costs were often ruinous because of concomi-
rant income loss or hecause the peed for costly
care persisted over several years. Out-of-
pocket costs since the onset of illness/injury
averaged $11,854 (95 percent Cl = $8,332,
$15,175). Those with continuous insurance
coverage paid $734 annually in premiums on
average, over and above the expenditures de-
cailed above. Debtors with private insurance at
the onset of their illnesses had even higher out-
of-pocket costs than those with no insurance
(FExhibit 5). This paradox is explained by the
very high costs—5$18,005—incurred by pa-
tients who initially had private insurance but
lost it. Among families with medical expenses,
hospital hills were the biggest medical ex-
pense for 42.5 percent, prescription medlica-
tions for 210 percent, and doctors’ bills for
20.0 pereent. Virtually all of those with Medi-
care coverage, ancl most patients with psychi-
atric disorders, said rhat prescription drugs
were their biggest expense.

Bf The human face of bankruptey.
Debtors’ narratives painted a picture of fami-
lies arriving at the bankroptey courthouse
emationally and financially exhausted, hoping
to stop the collection calls, save their homes,
and stabilize their economic circumstances.
Many of the debtors detailed ongoing prob-
lems with access to care. Some expressed fear
that their medical care providers would refuse
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EXHIBIT S

Out-0f-Pocket Medical Spending Since liiness Onset Of Debtors Citing Medical
Reasons For Bankruptcy, By Insurance Coverage And Diagnosis, 2001

Group

Mean out-of-pocket expenditure ($}

All debtors citing medical reasons
Insurance at onset of iliness
Private
Medicare
Medicaid
Uninsured

11,854

Covered at onset of illness but gap since then

Yes 14,339

No 9,858
Highest-cost diagnnses

Cancer 35,878

Neurologic diseases 15,580

Menta! disorders 15,478

Death (any cause) 17.283

SQURCE: Authors’ analysis of data from the Consumer Bankruptcy Projact.

to continue their care, and a few recounted ac-
tual experiences of this kind. Several had used
credit cards to charge medical bills they had no
hope of paying.

The co-oceurrence of medical and job prob-
lems was a common theme. For instance, one
debtor underwent lung surgery and suffered a
heart attack. Both hospitalizations were cov-
ered by his employer-based insurance, but he
was unable ro rerurn to his physically demand-
ing job. He found new employment hur wa
denied coverage because of his preexisting
conditions, which required costly ongoing
care. Similarly, a teacher who suffered a heart
attack was unable to return te work for many
months, and hence her coverage lapsed. A hos-
pital wrote off her $20,000 debt, bat she
nonetheless hankrupted by doctors hills and
the cost of medications.

A second common theme was sounded by
parents of premarure infants or chronically ill
children; many took time off from work or in-
cwred large hills for home care while they
were at their jobs.

Finally, many of the insured debtors blamed
high copayments and deductibles for their fi-
nancial ruin. For example, a man insured
throngh his emplover (a large national firm)

‘as

suffered a broken leg and torn knee ligaments.
He incurred $13,000 in out-of-pocket casts for
copayments, dedoctibles, and nncovered ser-
vices—much of it for physical therapy.

Discussion

Bankruptey is common in the United
States, involving nearly four million debtors
and dependents in 2001 medical problems
conrribute to about half of all bankrupteies.
Medical debrors, like other bankrupecey filers,
were primarily middle class (by education and
occupation). The chronically poor are less
likely va build up debr, have fewer assets (such
as a home) to protect, and have less access to
the legal resources needed to navigate a com-
plex financial rehabilitation. The medical
debtors we swwrveyed were demographically
typical Americans who got sick. They differed
from athers filing for bankruptey in one im-
portant respect: They were more likely to have
experienced a lapse in health coverage. Many
had coverage at the onset of their illness but
lost it In ather cases, even continuous cover-
age left families with rumous medical bills.

B Study strengths and limitations. Our
study's strengths are the use of multiple over-
lapping data sources; a large sample size; geo-
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graphic diversity; and in-depth data collection.
Although our sample may not be fully repre-
sentative of all personal bankrupteies, the
Chapter 7 filers we studied resemble Chapter
7 filers mationally (the only group for whom
demographic data has been compiled nation-
ally from court records).” Several indicators
suggest that response bias did not greatly dis-
tort our findings.®

As in all sarveys, we relied on respondents’
truthfulness. Might some debtors blame their

complex web of problems involving illness,
work, and family. Dissecting medical from
other causes of bankruptey is diffienle. We
cannot presume that eliminating the medical
antecedents of hankruptey would have pre-
vented all of the tilings we classified as “medi-
cal bankrupteies.” Conversely, many people fi-
nancially ruined by illness are undoubtedly
too i1, too destitute, or too demoralized to
pursue formal bankruptey. In sum, bank-
ruptey isan imperfect proxy for financial ruin.
M Trends in medical

predicament on socially ac-
ceptable medical problems
rather than admitting to irre-
sponsible spending? Several
factors suggest that our re-
spondents were candid. First,
just prior to answering our
questionnaire, debtors had
filed exrensive financial infor-

“The privations
suffered by many
debtors belie the

common perception
that bankruptey is an
‘easy way out.””

bankruptey. Alchough meth-
odological inconsistencies be-
tween studies preclude pre-
cise quantification of time
trends, medical bankruptcies
are clearly increasing. In 1981
the best evidence available
suggests thac about 23,000

mation with the court under
penalty of perjury—information that was
available to us in the court records and chat
virtually never contradicted the cuestionnaire
data. They were abour to be sworn in by a
trustee (who often administered our guestion-
naire) and examined under oath. At few ather
pointsin life are full disclosure and honesty so
aggressively emphasized.

Second, the details called for in our tele-
phone interview—questions about out-of-
pocket medical expenses, who was ill, diagno-
ses, and so forth—would male a generic claim
that “we had medical problems™ difficult t
sustain. Third, one of us (Thorne) interviewed
(for other studics) many debtors in their
hames. Almost all specifically denied spend-
chrift habits, and observation of their homes
supported these claims. Most reflected the
lifestyle of people under economic constraint,
with modest furnishings and few luxuries.
Finally, our findings receive indirect corrobo-
ration from recent surveys of the general pub-
Tic that have found high levels of medical deb,
which often result in calls from collection
agencies?

Even when dara are reliable, making causal
inferences from a cross-sectional scudy such as
ours is perilous. Many debtors described a

families filed for bankruptey
in the aftermath of a serions medical problem
(8 percent of the 312,000 hankruptey filings
that year).”® Our findings suggest that the
number of medical bankruptcies had in-
creased twenty-threefold by 2001 Since the
number of hankruptey filings rose 11 percent
in the eighreen months after the completion of
our data collection, the absolure number of
medical bankruptcies almost surely continues
to increase.”

B Policy implications. Our data highlight
four deficiencies in the financial safery net for
American families confronting illness. Firse,
even brief lapses in insurance coverage may be
ruinous and should not be viewed as benign.
While forty-five million Americans are unin-
sured at any point in time, many more experi-
ence spells without coverage. We found liccle
evidence that such gaps were voluntary. Only a
handful of medical debtors with a gap in cov-
erage had chosen to forgo insurance because
they had nat perceived a need for it; the over-
whelming majority had found coverage unaf-
fordable or effectively unavailable. The priva-
tions suffered by many debrors—going
without foed, telephone service, electricity,
and health care—lend credence to claims that
coverage was unatfordable and belie the com-
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mon perception that bankruptey is an “easy
way out.”

Second, many health insurance policies
prove to be tao skimpy in the face of serious ill-
ness. We doubt that such underinsurance re-
tlects families’ preference for risk; fexv Ameri-
cans have more than one or two healch
insurance options. Many insured families are
bankrupted by medical expenses well below
the “catastrophic” thresholds of high-deduct-
ible plans that are increasingly popular with
emplayers. Tndeed, even the most comprehen-
stee plan available to us through Harvard Uni-
versity leaves faculty at risk for ouc-of-pocket
expenses as large as those reported by our
medical debtors.

Third, even good employment-based cover-
age sometimes fails to protect families, because
llness may lead to job lass and the consequent
loss of coverage. Lost jobs, of course, also leave
families without health coverage when they
are at their financially most vulnerable.

Finally, iHness often leads to financial cavas-
trophe through loss of income, as well as high
medical hills. Hence, disability insurance and
paid sick leave are also critical to financial sur-
vival of

a serious illness.

MNLY BROAD REFORMS can address
these problems. Fven universal cover-
age could leave many Americans vul-
nerable to bankruptey unless such coverage
was much more comprehensive than many
current policies. As in Canada and most of
western Europe, health insurance should be
divorced from employment to avoid coverage
disruptions at the time of illness. [nsurance
policies should incorporate comprehensive
stop-loss provisions, closing coverage loop-
holes that expose insured families to unaf-
fordable out-of-pocket costs. Additionally,
improved programs are needed to replace
breadwinners’ incomes when they are dis-
abled or must care for a laved one. The low
rate of medical bankruptey in Canada sug-
gests that better medical and social insurance
could greatly ameliorate this problem in the
United States.*
In 1591 Pope Gregory XIV fell gravely ill

His doctors prescribed pulverized gold and
gems. According to legend, the resulting de-
pletion of the papal treasury is reflecred in his
unadorned plaster sarcophagus in St. Peter’s
Basilica.™ Four centuries later, solidly middle-
class Americans still face impoverishment fol-
lowing a serious iliness.

This paper was supported by Grant no. 042
the Robert Wood Johnson Foundation. The Ford
Foundation, Hurvard Law School, and New York
Usniversity Law School provided funding for other
portions of this project. Teresa Sullivan, Jay Lawrence
Westhrook, Robert Lawless, Bruce Markell Michael
Schill, Susan Wachter, Kathering Porter, and John
Pottow pl
Cantor reviewed the medical questionnaire.
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Chairman CONYERS. Thank you so much.

I want to thank all of the witnesses. This has been very impor-
tant. It has caused Chris Cannon and myself to begin to think
about ways that we can come together to put some of the correc-
tions that are so badly needed.

And before I recognize him, I just wanted everyone to know that
Tim Carpenter from Massachusetts is at this hearing. And the
head of Healthcare-NOW, Marilyn Clement from New York, is at
this hearing and, of course, Courtney Farr from the California
Nurses Association.

And Members of the Committee, all of those folks with the red
jackets on are members of the Nurses Association, except Courtney
Farr. She decided to wear white today.

And so, I am pleased now to turn these proceedings over to Mr.
Chris Cannon.

Mr. CANNON. Thank you, Mr. Chairman.

One of the pleasures of working on this Committee is that the
Chairman is very clear in his views of the world and his principles,
as am I. We differ on many of those, but being clear means you
can actually work together. So he is not exaggerating when he says
that there are things we would like to do.

And, frankly, you know, I started out thinking about how Ms.
Smith was really the only interesting witness. And, of course, we
had people to her right who made that clear. And the people to the
left actually were interesting.

There was some humor in the process. The guys to the right—
we actually appreciate your information because it will go in the
report to some degree.

But I am going to ask the Chair’s indulgence here to actually
move away just a little bit and then talk about H.R. 676.

And I think, if you wouldn’t mind, Ms. Smith—in fact, let me
just quote Mr. Rukavina, who pointed out that much of what he
and his organization has learned has been talking to people like
you. I suspect that by talking about—I know this is very difficult
for you. I apologize in advance. Let me just say many of us have
had really rotten experiences with the medical system. So I realize
it is a little bit difficult.

But I would actually like to talk through with you some of the
problems of what happened to you and why and try and inform the
larger debate that we are going through here because while it is
true that people take money from various different sources and cer-
tainly, pharmaceutical companies and others, the American Med-
ical Association, give a lot of money, the fact is they don’t buy loy-
alty, by any means.

And the concern that we haven’t done anything, I think, is unfor-
tunate. I don’t see it as a matter of shame. I see it as a very com-
plex problem. And I hope that by walking through some of the
things that have happened to you we can help inform that debate.

And so, going through your story, “Brewing in my husband’s
body were bad arteries that also plagued his father.” So we start
off with a genetic problem.

This is not a problem of—I think, Dr. Himmelstein, you talked
about diabetes several times. Actually, several people did. At least
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Type II Diabetes is often self-inflicted by people who indulge them-
selves.

And, in fact, Mr. Conyers, you said earlier that you believe that
health care is a human right for everybody. And I have done a lit-
tle poll of doctors. So this is not scientific, not something I should
be criticized on.

But their conclusion, generally speaking, when I talk to doctors—
I have done numbers of these—is that 75 percent of our health care
costs are self-inflicted. If people would take care of diabetes, if they
wouldn’t smoke, if they wouldn’t drink to excess, if they would eat
reasonably, if they would exercise, perhaps as much as 75 percent
of our health care costs would disappear. If that happened, then we
could afford not only to take care of everybody in America, but ev-
erybody in the world and help them have the kind of health care
that I think human beings are entitled to, largely through their
own responsibility.

But in the case of your husband, he did not have—this is not a
problem that he inflicted upon himself. This is a problem that was
largely genetic, I take it.

Ms. SMmiTH. That is correct. Even the doctors at Mayo Clinic
talked about the genetic predisposition for his family to coronary
and peripheral artery disease. Throughout his body his arteries are
not great.

He has, for whatever reason, the cholesterol-making capacities
that are in high gear and deposit cholesterol throughout. And he
is sitting right behind me, always been a tall—this is my husband,
Larry, sitting right here—tall, slender man.

And if you looked at the two of us and wanted to decide which
one might be plagued by some problems with heart issues, it might
be me who tends to overeat occasionally and have problems with
things I shouldn’t do. He has always been a very active, tall, slen-
der guy.

Mr. CANNON. I am neither tall nor slender, but I am blessed with
wonderful cholesterol.

Ms. SMITH. That is all—

Mr. CANNON. With the other burdens I carry through life, that
is just—it happens genetically. And you, on the other hand, had
uterine cancer.

Ms. SmiTH. That is correct.

Mr. CANNON. Geez, the time is just not long enough to deal with
these issues. I am frustrated because the time is almost gone.

But your disease was not something you inflicted upon yourself
through lifestyle. It is either genetic or something in the environ-
ment that affected you. So there is really nothing you—you are not
like an overeating person that brings on diabetes and smokes and
drinks and causes huge costs in our health care system. You really
are a typical, normal middle-class American who was smashed in
a system.

Ms. SMITH. Yes. I would like to just—I know this is really an
aside. But one of the other things for me because Larry was having
so many significant health problems and I was so worried about
the $60 it would cost me to go to the doctor, I put off going, even
though I knew there probably was something going on with me. I
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wrote it off to this must be pre-menopausal system—it must be
something else and waited.

And then I had a cancer diagnosis. And I would like to urge
every woman, whether she is here or listening somehow, even if it
is $60, go get checked.

Mr. CANNON. You know, we held a hearing in Government Re-
form on that topic. And I think we actually passed that bill that
encourages public awareness of uterine and other female cancers
for that very reason.

Ms. SMITH. Absolutely.

Mr. CANNON. And, in fact, your point—I am just going to follow
up. You point out that Larry’s surgery was botched. And on the
other hand, you refer to, I think, the intuition, I think you refer
to, of your doctor who sent you to an OBGYN.

Ms. SMmITH. Absolutely. It was a dichotomy for us. His sur-
gery—-—

Mr. CANNON. You sort of got blessed.

Ms. SMITH. I was blessed with a nurse practitioner who was——

Mr. CANNON. Yes.

Ms. SMITH [continuing]. Who was ready to write me a script for
hormonal therapy thinking that I was having pre-menopausal
symptoms at the age of 45 or 46. And she was ready to write that
script. And she stopped and turned around and said, “I just don’t
like the sound of this.”

And I said, “What would you do if it was you.” She said, “I would
go have a D&C done.” I said, “Well then, that is what we have to
do, if I can get it paid for.” And fortunately, my insurance company
said fyes. And thank God, or I might not be sitting here today to
testify.

Mr. CANNON. Mr. Chairman, my time is expired. Can I make one
short comment? And then if we have a second round, I would like
to pursue this topic.

That is we have a doctor in the InterMountain Health Care Sys-
tem named Brent James who has done some really interesting
things in particular that go to helping avoid botched operations and
intuition, which is helpful on occasion. But if somebody is only
riding on intuition, we are likely to see serious other kinds of prob-
lems. And that, I think, is one of the areas where we will agree
that there is terrific opportunity for progress.

An((izl with that, I yield back hoping that we will have a second
round.

Chairman CONYERS. Thanks, Chris Cannon.

Let me review my notes here.

A 2-year wait for Medicare—who made that statement?

Ms. SmiTH. That was my husband. When he applied—that is
what the law is right now.

Chairman CONYERS. Now, that is something the Congress can do
between your Committee, other Committee, and this Committee,
and Ways and Means Committee, we want to take care of that.

Then somebody talked about a long wait to even get to bank-
ruptcy after you file. Was that Attorney Warren?

Ms. WARREN. I was the one who mentioned that one of the im-
portant changes in the recent bankruptcy amendment was to
lengthen the time between bankruptcies, how soon a family could
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file again. And that for families with medical problems, we have to
remember one of the reasons that bankruptcy is not a solution is
that the medical bills continue.

You know, I hate to say this. But the advice that I am often
called on to give for families facing serious medical problems is
wait until you are sure that the medical problem is entirely over.
And frankly, that may mean the death of whoever is seriously ill
before it is that you file for bankruptcy because once you file, there
is a minimum of 6 years before you will be able to come back again,
no matter how serious your problem and no matter what the rea-
son 1is.

Mr. CANNON. And, Mr. Chairman, would you yield just for the
clarification of that? In the BAPCPA—really, we should have put
another noun in there. Did we lengthen the time between the fil-
ings for insurance, do you recall?

Ms. WARREN. I thought you had. Although I am willing to yield
in the—Professor Zywicki, have I got this wrong?

Mr. WHITE. There is a time between discharge that goes from six
to eight, if I may, Mr. Cannon.

Ms. WARREN. Yes, we added 2 years.

Mr. WHITE. But the basic issue with regard to if one has an ongo-
ing substantial debt situation that was something pre-BAPCPA or
post-BAPCPA that would have existed in the bankruptcy system
going back from decades.

Ms. WARREN. Right. But basically——

Chairman CONYERS. Yes, that is 6 to 8 years——

Ms. WARREN. That is right.

Chairman CONYERS [continuing]. Before the date of the filing of
the petition.

Ms. WARREN. That is right. An increase of 2 additional years for
families who are hard-pressed and regardless of the reason.

Chairman CONYERS. Two years.

Mr. Rukavina, you made suggestions about what insurance com-
panies might be able to do to make this system a little bit more
palatable. And we want to put that into the record that you can
elaborate on it whenever you want. But just note that this Com-
mittee wants to get some specifics from you on that.

Now, it just occurred to me I was thinking that a lot of people
are too embarrassed, they are too proud to go into bankruptcy.
Bankruptcy used to be something that you don’t tell the neighbors
about. I am beginning to think it has become so common now that
that stigma is wearing off.

But one thing isn’t wearing and accounts for why people don’t
file is that they might lose their jobs when their employers find out
that you have gone into bankruptcy. Is that correct? Some people
say yes.

Professor Zywicki says no. I yield.

Mr. Zywicki. Under Section 525 of the Code, you don’t lose your
job if you file bankruptcy.

Chairman CONYERS. Well, what if you get fired and then you tell
your employer that under Section 525 of the Code that you don’t
lose your job?

Ms. SMITH. Representative Conyers, I would like to mention, too,
from someone who had to move from South Dakota to Denver,
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many employers now do a credit check to find out whether or not
they want to hire you as an employee. So they now make a decision
on me whether or not they want to employ a woman who would
work very hard for them and do a lot of good for their company or
their organization based on the fact that I got sick and my husband
got sick and we declared bankruptcy.

Chairman CONYERS. I hold in my hand 21 forms that are re-
quired to be filled out now. The very first one contains 57 questions
dealing with means test calculation. The other is a voluntary peti-
tion. The next one, list of creditors holding the 20 largest unse-
cured claims, a summary of schedules for the bankruptcy court
itself, statistical summary of certain liabilities and related data ref-
erencing 28 United States Code Section 159, real property.

This is just to get into the bankruptcy door. Now, we have to ex-
amine one very important thing before we leave here today. Is it
convenient, or is it as smooth as some of my friends here at the
witness table have alluded? Or is this a burdensome administrative
chore, daunting, maybe stress-inducing?

I mean, you have to really want to do something real bad to fill
out all of this stuff. Even though you don’t want to go into bank-
ruptcy, but this is what you have got to do.

What do you say, Professor Warren?

Ms. WARREN. Congressman, what has happened is that with the
2005 amendment we have simply driven up the cost of filing for
bankruptcy. The attorneys fees have gone up.

Chairman CONYERS. That is right.

Ms. WARREN. The length of time, the schedules, the information
that a debtor has to bring. You generously do not read some of the
questions that are there. They are not only impossible for most or-
dinary families to understand, frankly, they are impossible for
many lawyers to understand, even though specializing in the field.

When we drive up the cost of filing for bankruptcy, we don’t
drive them up just for those who abuse the system. We drive them
up for every single family. We drive them up for Ms. Smith and
her husband, everyone has got a medical problem, everyone who
has lost a job, every single mother who has had somebody walk out
and leave her with $50,000 worth of debt.

We have taken a system that was inadequate to deal with the
fallout from our health care system and we have taken that bank-
ruptcy system and we have made it more expensive, narrowed the
doors and made it an even less useful remedy for families that are
in serious financial trouble.

Chairman CONYERS. Dr. Himmelstein, there is this concept in
the civil rights movement that civil rights organizations are now
looking at human rights. They kind of expanded from what the
NAACP when it started in 1909.

But is health care now being re-examined by doctors and the
AMA and health care providers and nurses and professional people
in the industry and teachers? Is health care being examined as a
basic human right that ought to be available, certainly to every-
body in this country? And if so, is that concept growing, or are
things getting worse?

Mr. HIMMELSTEIN. I will address that in two ways. One is to say
that, of course, the U.N. declaration of human rights includes
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health care as one of the fundamental human rights. And the rest
of the developed world has already recognized that as one of the
fundamental human rights that is an entitlement of everybody in
those other Nations.

If you ask Americans that question—and it has been asked by
many polling organizations over the years—the American people
are overwhelmingly in accord with that concept as well. I ask this
of my medical students in a very specific way.

I say to them our bank that was robbed in Harvard Square some
few years ago—one of the bank robbers was accosted shortly after
leaving the bank and shot. And I asked them do you believe that
he should have been cared for for his wounds. And I have yet to
find a student who says that we should have left that bank robber
to die on the streets of Cambridge.

And what I then ask them is if a bank robber who has just
robbed $50,000 from our local bank should be entitled to medical
care, should we then deny that to a child with leukemia in our city.
Should we deny it to an elderly person with high blood pressure?
So I think by every standard in the civilized world today we
should, and most of the world does, recognize this as a funda-
mental human right.

Chairman CONYERS. But does that mean we have more work to
do in this country to get more people to recognize it?

Mr. HIMMELSTEIN. Well, the Institute of Medicine of the National
Academy of Sciences tells us that at least 18,000 adults die each
year because they cannot access medical care because they have no
health insurance. So we are a long way from recognizing this as
a human right. In fact, we have the number of deaths of 9/11 every
2 months in this country from lack of health insurance. And yet,
we take that as a commonplace and have done nothing about it for
a generation.

Chairman CONYERS. The gentleman from Arizona, Trent Franks?

Mr. FRaNKS. Well, thank you, Mr. Chairman.

And thank all of you for coming to testify today.

Mr. Chairman, I might start out by just saying how deeply I
sympathize with people who have medical challenges. I have the
memory of being a child born with some significant—I don’t re-
member when I was born, but dealing with some of the significant
issues of being born with full cleft. And this was devastating to my
family as far as the costs and things associated with that.

And so, I want you to know that my sympathies are there and
very sincere and very real.

That said, I was reading the other day, Mr. Chairman, about a
new process by which they inject a substance into a cancer patient.
And this substance goes into every cell in the body within about
48 hours, even passes the blood/brain barrier, goes into the spinal
areas. And essentially it is present in some form of some concentra-
tion in every cell in the body.

And then they leave it for another 48 hours or so, and it dis-
sipates in all of those cells, completely leaves, except in cancer cells
where it is retained. And then they subject the patient to a certain
bright light. Now, this is certainly experimental. It is just hopeful
that this is going to occur.
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And that light turns that substance poison and kills only, only
the cancer cells in a person’s body. In other words, it would be a
fundamental cure for almost all types of cancer. And the hard cost
would be $2,000 or $3,000 once it is done in the long run.

That kind of innovation is a byproduct of a competitive system
in America that has given us the most effective health care system,
I believe, in the world. And today there has been a lot of discussion
on national health care with very little on bankruptcy reform. And
I am afraid that we are trying to make bankruptcy reform deal
with a fundamental issue that is not really bankruptcy-related.

And I think the challenge here, what we all want to do is to
make health care and all of these innovations and all of these
things that can give people the qualify of life that we so des-
perately want to give to all of God’s children available and acces-
sible in as cost-effective way as possible. And if one just glances at
history in the background a little bit, the highway of history is lit-
tered with the wreckages of Nations who thought that they could
manage productivity and innovation, the governments that thought
that they could do that better than the market and the private sec-
tor and the free enterprise mechanism.

And I hope that we don’t make this problem far worse by nation-
alizing health care. I can’t think of a worse thing that we could do
to patients that are in a crisis situation than taking away the inno-
vation that has the potential someday to deal with all these things.

Much of the advantages that we have today are because our free
enterprise mechanism has given us such innovations. And I think
that nationalized health care would be the ultimate destruction of
innovation in America in terms of health care innovations. And
without those innovations, with the growing health care crisis and
the growing issues that are related to it, it occurs to me that it is
going to be hard to meet that circumstance in any frame unless we
come up with some major innovations, especially with the top five
killers.

And those are, you know, like cancer and heart disease and dia-
betes and such. I think we need major innovations in those areas
or we are going to have a very difficult time as an American family
and certainly as even a human family in dealing with these in the
long run.

With that said, it kind of gives you the direction I am going in.
I just think that nationalized health care is a terrible way to han-
dle this issue. I think it will make the—if you think health care
is expensive now, wait until it is free.

With that, Professor—I am going to have a hard time—Zywicki,
could you give me some idea of your own opinion that what nega-
tive or perverse economic consequences for health care in bank-
ruptcy systems are of trying to solve a medical debt bankruptcy cri-
sis through the institution of national health care? Do you think
national health care is the way to solve a bankruptcy issue?

Mr. Zywicki. Congressman, I share your concern and all those
here about the percentage, you know, the people who are hurt, who
are unable to pay their substantial health care bills today. I can’t
imagine how you could hook those two up.

It just seems to me that for precisely the reasons that you de-
scribe what we are talking about here are a relatively small num-
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ber of people who have very serious problems. The bankruptcy sys-
tem today deals with those situations quite adequately, not per-
fectly. But no system is perfect.

I think that to try to solve that particular problem through the
bankruptcy system would not only interfere with the smooth func-
tioning of the bankruptcy system, but, as you just suggested, might
have very serious unintended consequences for health care afford-
ability and availability as well.

Mr. FRANKS. Mr. Chairman, my time is expired. Might I just add
the comment that I am afraid that national health care would have
the compassion of the IRS, the efficiency of the post office before
we increased its competition, and the cost of the Pentagon.

So thank you very much.

Chairman CONYERS. Thank you.

Would the gentleman allow me to grant him an additional couple
of minutes so that Dr. David Himmelstein can comment on one his
comments?

Mr. FRANKS. Certainly. I am sure he has a perspective.

Mr. HIMMELSTEIN. Well, the issue of medical innovation and the
national health insurance system is one particularly close to my
heart. My father was the surgeon on the team that developed car-
diac catheterization that won the Nobel Prize for that innovation
in 1956. It was a team funded by the National Institutes of Health.

And virtually every major medical advance of the last 50 years
has been, in fact, funded by the National Institutes of Health. And
we are now facing a crisis in medical innovation in our country
with the drug companies having adopted a commercialized drug de-
velopment process, which is now yielding a distressing paucity of
innovation in that field. We are told, in fact, there is even a com-
mercial crisis of the drug industry because they are not developing
important new drugs at a reasonable rate for their investors and
concern that drug stocks may be falling because of it.

So we, in fact, have very substantial evidence that innovation in
medical science the public sector is an extraordinary leader. And
we also have that from real world experience. I mean, insulin is,
of course, a development from Canada. The C.T. scanner comes
from the United Kingdom, the angioplasty, which is the product of
a German physician, all of those places with national health insur-
ance.

And while we have a superb cadre of scientists in this country—
and I certainly would defend my colleagues medical and scientific
excellence—the process that we now have in place is clearly begin-
ning to stunt the development of medical science, not further it.

And in terms of cost, it is very clear that our privatized health
care system is by far the most costly and least efficient in the
world. We spend nearly twice per person what Canada does, and
a good deal of that excess spending is on the bureaucracy needed
to keep our private health insurance in place.

Just to give you one example, more people work for Blue Cross
Blue Shield in my home State that insures 2.5 million people than
work for the entire Canadian national health insurance system
that insures 30 million people.

So with due respect, Mr. Franks, I do think that we would be
both furthering innovation and efficiency in moving to national
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health insurance. And I would respond to your concerns about the
IRS and the post office, that if we had a post office that was like
our health insurance company, they would be saying to us things
like we are not going to deliver you the mail. You are too far from
the post office or get too many packages.

Mr. FRANKS. They do that in my district sometimes.

Mr. Chairman, the only thing I could add to that, in all sincerity
to the gentleman, I appreciate his comments. But I do think that
the case is very strong that those areas and those nations who
have at least a modicum of enterprise and free market system
clearly outpace those in innovation that do not. Otherwise, I just
don’t think Canadians would come here for heart operations. They
would stay there.

Chairman CONYERS. Well, I can tell you, sir, that I met Ameri-
cans in Canada when I was holding hearings who were told by
their doctors to go to Canada because there was no way that they
could be accommodated under our health care system.

Mr. HIMMELSTEIN. Indeed, a few years back a Member of Con-
gress went to Canada for his medical care because the leading spe-
cialist in that unusual lung disease were, in fact, in Toronto. And
when Paul Tsongas was running for president some years ago, he
expressed his concern that he wouldn’t have gotten the bone mar-
row transplant that he believed lengthened his life, which was a
surprise to the doctors in Toronto who developed that procedure
and who do it in larger numbers per capita than we do in Boston.

Chairman CONYERS. The distinguished gentleman from Georgia,
Hank Johnson?

Mr. JOHNSON. Thank you, Mr. Chairman.

The Bankruptcy Abuse Prevention and Consumer Protection Act
of 2005 was indeed a misnomer. It probably should have been
named the Creditor Relief Act of 2005.

And I say that because it made it more difficult for consumers
to obtain bankruptcy relief, either Chapter 7 or Chapter 13. And
it acted to protect the creditors who many times were credit card
issuers. And those were the primary lobbyists seeking a change in
the bankruptcy laws at the time.

There were not consumers down here in hoards saying that we
need consumer protection and abuse protection under the Bank-
ruptcy Act. It was the creditor, i.e., the credit card issuing compa-
nies.

And with that in mind, Mr. Zywicki, I would like to find out
whether or not you know that in the schedules that people file for
bankruptcy relief that the Chairman displayed the voluminous
copy of that lists so many details of the person’s life—but one of
the things that is listed is the creditors, information about credi-
tors. And so, you list the types of creditors. It could be a second
mortgage on the home. Or it could be voluminous or an outrageous
amount for credit cards.

When you did your study in determining that medical debt was
not really a major causal factor in bankruptcy filings, did you take
into consideration that sometimes people borrowed money on their
houses and on credit cards and paid the medical debts with those
and then declared bankruptcy on the debt that was owed on the
credit card or on the second mortgage?
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Mr. Zywicki. Thank you, Congressman. That is a very good ques-
tion that goes to the difficulties of trying to untangle what exactly
the medical bankruptcy——

Mr. JOHNSON. Now, when you start dancing on me instead of an-
swering the question it makes me think that perhaps the answer
is no.

Mr. Zywicki. Well, the reason why it is difficult is because dif-
ferent variables cut different ways. So, for instance, you are exactly
right. Some of the debt that people incur with respect to medical
e})l(penses are for credit cards, or home equity loans, that sort of
thing.

On the other hand——

Mr. JOHNSON. Well, there was no way of in your study of dif-
ferentiating between what portion of the credit card debt and sec-
ond mortgage——

Mr. Zywicki. That is correct. What I have been trying to say
is—

Mr. JOHNSON. It is either medical or

Mr. ZYWICKI [continuing]. A summary of other people’s studies.
I have not done an independent study. I have looked at the United
States trustee study, which I commend is a very good study. I have
looked at other studies that have been done through the years. All
of them note this particular problem.

On the other hand, you have got other difficulties. So, for in-
stance, medical debt is typically unsecured debt, which is dis-
chargeable in bankruptcies. So what we also know—and if you talk
to any lawyers, what you know is that in the period preceding
bankruptcy, people will pay down non-dischargeable debt or se-
cured debt like their mortgage and choose not to pay debt that is
dischargeable in bankruptcies.

So that is

Mr. JOHNSON. But you have caught them both ways on

Mr. ZYWICKI [continuing]. Cuts both ways.

Mr. JOHNSON [continuing]. The bankruptcy, though. Chapter 7
made it more difficult for the straight discharge. And Chapter 13
made it more expensive, you have got more paperwork to fill out.
The filing fees are higher, just a more onerous burden on people
to file Chapter 13s as well, so hitting them both ways.

And is there any way that you can point to a cost reduction for
the creditors because of the burdens, the increased burdens that
were put on the consumers in filing Chapter 7 and Chapter 13? In
other words, has it saved or made money for the creditors?

Mr. Zywickl. Sure. What we know——

Mr. JOHNSON. Is that yes or a no?

Mr. Zywicki. Empirical studies support exactly what economic
theory suggests.

Mr. JOHNSON. Well, is that yes or no?

Mr. Zywicki. Which is that the more risky lending is, the more—
all consumers have to pay for credit.

Mr. JOHNSON. So is your answer that the creditors have made off
like bandits while the consumers have been left with the surgical
robe that Dr. Himmelstein pointed to and the Vaseline on the table
next door? I mean, that is—I mean, your backside is definitely
showing, I think, throughout all of this.
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Mr. ZywickI. I have not seen any evidence that indicates that at
this time.

Mr. JOHNSON. That indicates the use of Vaseline. Thank you.

Chairman CONYERS. The Committee will stand in recess until we
have disposed of the votes that summon us to the floor.

[Recess.]

Chairman CONYERS. Will the witnesses take their seats so that
we can conclude this hearing?

The Chair sees no other Members present in the chambers. And
he would like—wait a minute. We do have Jim Jordan of Florida,
who said he would be back. And he is back. And he will be our
final witness interrogating—distinguished Member of the Judiciary
Committee is recognized.

Ohio—I stand corrected.

Mr. JORDAN. That is right.

And let me just ask a question. Let me get your response, too.
Does the United States of America have the best health care in the
world, not health care financing, but health care?

We will start at this end and maybe just—I am just kind of curi-
ous. And I apologize. I was not here for your testimony. I apolo-
gize—the meeting. But go ahead and respond.

And we can start with the professor.

Mr. Zywickl. It seems that way to me.

Ms. SMITH. I do not know the answer to that 100 percent. I know
that I received some fine care when I went to Cuba with Michael
Moore’s staff. I know that I have received some wonderful care
here, as has my husband received some wonderful care here in the
United States. But because I am just an average American, I
haven’t traveled everywhere to compare every system.

Mr. JORDAN. Well, I understand. But as an average American—
I mean, frankly, we politicians should listen to average Americans
a little more often, I think, than other folks.

Ms. SmiTH. I would agree.

Mr. JORDAN. But just if you just had to like just hazard a guess.

Ms. SMiTH. I would say—I have chatted with Senator Tom
Daschle about this not long ago. And he said he would describe our
system as islands of excellence in a sea of mediocrity.

And I think that I have been—I think that my husband has been
blessed, I will say that, in seeing some of those islands of excel-
lence in his care, or he would not be alive today. So I believe we
have some outstanding doctors and facilities and care providers in
this Nation.

Do we have the best in the world? I think we could. I think we
have a great start on that. But I think we have some trouble with
infant mortality rates and some other things that we really need
to work on.

Mr. JORDAN. Professor Warren?

Ms. WARREN. I would say it is excellent for those who receive it.
But it is certainly not excellent for those who are closed out of the
system.

Mr. JORDAN. Let me just ask a quick follow-up then of you.

Ms. WARREN. Sure.

Mr. JORDAN. Who is closed out of the system?

Ms. WARREN. Well—
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Mr. JORDAN. I mean—and I don’t mean that to sound, you
know,——

Ms. WARREN. No.

Mr. JORDAN [continuing]. Trite or anything. I am just—you
know, because I don’t know of anyone who ultimately is denied
care. It could be a hassle. And we have heard the compelling story
from the lady beside you.

But who ultimately is denied care in the

Ms. WARREN. Well, it is basically two groups that are denied
care. It is those who have no health insurance and cannot pay and
actually are denied care. It is also those who are so deeply
ashamed that they cannot pay for their health care who are in debt
and who won’t go back to the doctors.

Mr. JORDAN. Okay.

Ms. WARREN. And I should add remember the details of Ms.
Smith’s story. Part of it was that her husband could not receive fol-
low-up care because although the Mayo Clinic—we can name one
of the finest health care institutions in this country—said we will
give the care, we have forgiven the debt. But if you ever plan to
come back and get any follow-up, come with—was it $6,000 cash—
in your pocket.

Mr. JORDAN. Okay.

Ms. SMITH. They told us whatever our portion would be we need-
ed to bring cash first.

Ms. WARREN. I call that denial of health care.

Mr. JORDAN. Let me move to the next—next to you.

Go ahead.

Mr. RUKAVINA. I live in Boston. And we have some of the finest
medical institutions in the world. I am happy to live there. And I
agree with Professor Warren. I think there is uneven access to care
in the United States.

Mr. JORDAN. Okay.

Mr. RUKAVINA. And we have done studies. Others have done
studies.

Mr. JORDAN. Okay.

Mr. RUKAVINA. Individuals with medical debt, a significant num-
ber of them have been asked to pay before they are able to sched-
ule a follow-up visit with a provider.

Mr. JORDAN. Doctor?

Mr. HIMMELSTEIN. It is a topic that has concerned me for many
years from the time that I was an intern and did the first study
of so-called patient dumping in this country in 1981 and found that
about 300,000 Americans are denied care in emergency rooms in
hospitals each year because they can’t pay for it, clearly, sub-stand-
ard care. We also have a substantial population that financial in-
centives in our system—excuse me—give doctors and hospitals in-
centives for excessive and often even assaultive care so we know
that something like 70 percent of the stints put in in this country
do our patients no good and may actually harm them.

The systematic answer I would give you is my colleagues and I
published this spring a study looking at every study ever published
comparing quality of care in U.S. and in Canada. And what we did
was we searched the world’s literature, queried not only computer
databases, but colleagues to come up with every study ever pub-
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lished. We then had a librarian go through and blackout the re-
sults of each study so that we could not tell which had favored U.S.
or Canada before deciding whether the study should be included in
our systematic analysis.

We then summarized all of the evidence. And the best evidence
comparing insured Americans with the average Canadian is the
death rates are about 5 percent lower. Mortality rates are about 5
percent lower in Canada than in the U.S. for patients with com-
parable illnesses treated in Canadian as compared to U.S. care.

Statistically that is not a significant difference, we thought. So
we said indistinguishable though the trend favors Canada. And I
think that that probably comes from what was referred to as is-
lands of excellence in a sea of mediocrity in the U.S. But I hasten
to add that virtually all of those studies in the U.S. situation were
of insured patients and excluded those who were receiving the most
sub-standard care.

So I would say the fairest answer to your question is if you are
insured in the U.S., you get care about comparable to that of the
average Canadian. If you are uninsured, the quality of your care
is substantially worse in the U.S.

Mr. JORDAN. Mr. Chairman, it took a little longer to get through
thatdwith six panelists than I anticipated. But I see my time is ex-
pired.

Chairman CONYERS. Thank you, Jim Jordan of Ohio.

Mr. JORDAN. Yes, there we go.

Chairman CONYERS. We appreciate it.

Ladies and gentlemen, this has been very instructive. I would
like to leave the panel—well, let me ask Professor Zywicki: What
have you learned? What do you recommend? Where do we go from
here, the Committee, if you wanted to give us some free advice?

Mr. Zywicki. With respect to bankruptcy?

Chairman CONYERS. Yes.

Mr. Zywicki. With respect to bankruptcy, as I said, the funda-
mental challenge is balancing the needs of innocent individual
debtors with the needs of those doctors and hospitals that provide
health care service. And they are innocent, too. And I believe that
the current system balances those interests appropriately based on
what we know today.

BAPCPA has only been in effect for less than 2 years. It may be
that future real data comes up that tells us that this is a serious
problem. For the time being, though, it seems to me that it is a
complicated balance, but it seems to me, it strikes the balance be-
tween those two innocent groups of people with respect to bank-
ruptcy. So I don’t see any need to change the bankruptcy system
right now.

Chairman CONYERS. Thank you. And you do not feel that the 21
different forms that I am putting into the record, which total into
hundreds of questions of some detail, don’t need some scrutiny and
review and reduction?

Mr. Zywicki. Well, Congressman, I think that we need to con-
tinue studying how BAPCPA is actually working. This body looked
at BAPCPA for 7, 8 years before it went into effect. There was one
clear lesson we learned from that, which is that we tried the honor
system with respect to bankruptcy.
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We tried a system with few safeguards, few tools for studying
fraud, looking for fraud and abuse and that sort of thing. And it
turns out, human nature being what it is, that the honor system
didn’t work, just like it wouldn’t work if we had a tax system with-
out an IRS. We could say pay as much tax as you want, and we
know that wouldn’t work.

We found that that was going on with bankruptcy. So we tried
to—this body tried to put in safeguards, tried to put in mechanisms
to increase the accountability and the protections against fraud and
abuse. And I think that it is absolutely imperative that this body
continue to look at whether or not we have struck the right bal-
ance, whether or not the system is working as intended to try to
ferret out fraud and abuse while preserving the fresh start for
those who need it.

So far from what I can tell, the system seems to have struck
the—BAPCPA seems to have struck the right balance. Although
around the margins, obviously, with respect to things like credit
counseling, for instance, we may want to look and see whether or
not it has been a cost effective reform from a cost-benefit analysis.

Chairman CONYERS. Does your memory go back far enough to re-
call how long the credit card companies had campaigned for bank-
ruptcy reform? I have been here several decades, so I remember.
Do you?

Mr. Zywickl. I don’t. I didn’t really pay that much attention to
the lobbyists. I mean, I haven’t received—my research is not spon-
sored by any consumer creditors.

Chairman CONYERS. I see.

Mr. Zywicki. I haven’t received a dime from any bankruptcy
groups like bankruptcy judges or any of those sorts of people who
think that—who want more bankruptcies. I am just, you know, an
independent professor who thought that the bankruptcy system
could use some reform. And so, I didn’t really pay attention to——

Chairman CONYERS. But it didn’t come to your attention as a
professor or as a citizen?

Mr. ZYWICKI. Sure, absolutely. Yes, Congressman. I mean, when
I said there were——

Chairman CONYERS. I mean, you know what I know about how
we got to the law.

Mr. ZywicKI. Absolutely. What I saw was there were a lot of—
there were consumer creditors who wanted reform. There were a
lot of bankruptcy lawyers and members of the bankruptcy industry
who spent a lot of money and flying around here all the time trying
to lobby against them.

Chairman CONYERS. Year after year.

Mr. ZYWICKI. So——

Chairman CONYERS. Exactly. Okay. Now your memory is coming
back.

Mr. Zywicki. Right. So special interests lobbying on both sides.
And, you know, I don’t know—the final result, according to at least
the empirical studies I have seen suggested that congressmen and
senators voted for or against bankruptcy reform based on whether
or not they thought it was good or bad policy, not based on special
interest influence.
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And that was my impression, that those who voted against it did
so sincerely. Those who supported it in this House did so sincerely.
And I see no reason to doubt that.

Chairman CONYERS. Mr. Jordan? I yield to the gentleman.

Mr. JORDAN. Thank you. If I could, Mr. Chairman. I appreciate
you yielding.

Just one question for Professor. You know, last week I met with
a group of doctors in our district. And, you know, they would all
agree with, I think, your assessment, which they believe we have
the finest health care system in the world. And I know the panel
was mixed on that.

But they would agree with that. But they are very frustrated
with the financing system. I mean, so much so that a few of them—
the majority said no. But a few of them were saying single payer,
government-run system can’t be worse than dealing with the insur-
ance companies like we are dealing with today.

I mean, I am very nervous about going in that direction. I think
Congressman Franks when he talked about the government run-
ning and making decisions about health care—I think it is a scary
thought. And I am certainly not for it.

But I was somewhat surprised at the frustration from providers.
I mean, great doctor, surgeon, everything. And I related to them
it seems to me every single health care decision you have got so
many players in the game: the doctor, the patient, the insurance
company, the employer, the government, the pharmacist, the phar-
macy benefit manager, and the band plays on.

And the complication of the whole—and I know this is a longer
thing. But just real quick, what is it, in a general thing? And I
know this is off the bankruptcy topic. But I am searching for where
we have to go to make it work better, the best system. And, you
know, that is a huge question at the end of a Committee hearing,
I understand. But it is what I wanted to try to get to. And I appre-
ciate the——

Chairman CONYERS. But a very appropriate one, sir.

Mr. Zywicki. I agree. I mean, I don’t have any particular an-
swers, other than that I can restate the question as a bankruptcy
question, which is one that I am more familiar with. And this isn’t
directly on health care.

But when I was working on the bankruptcy reform legislation
and being involved in that process, at one meeting I sat down next
to a fellow who ran a—a father and a son who ran a small, family-
owned lumber store in Southern New Jersey. And I said, “I don’t
understand. Why are you here? Why do you want bankruptcy re-
form?”

And he said, “Well, listen, Professor, it is this simple. Two years
ago, a Home Depot opened up in the next town over, and we are
already having trouble making ends meet. So let me tell you, some-
body comes in, and, you know, we give them a credit to borrow
$1,000 to build a deck or something. The next thing you know, they
file bankruptcy, and we don’t see any of that money.”

“And let me tell you it is hard enough to make ends meet com-

eting against a store like Home Depot to not have to deal with
1,000 or $5,000 or $10,000 or $20,000 or $30,000 of bankruptcy
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losses every year. And that is why we want bankruptcy reform.”
That is a small-business man.

I suspect and, you know, my observation is that a lot of doctors,
for instance, are fundamentally small-business people. And we
have heard today that for one reason or another, a lot of medical
bills are not paid either because they can’t be paid or they aren’t
paid. And I can understand why a health care provider, for in-
stance, may want to get rid of the complexity of trying to collect
on bills, may want to get rid of the risk of not being able to collect
on bills.

You know, if somebody discharges $50,000 of bills, you know,
that could be your bonuses for your salary. I mean, you could imag-
ine sort of where that money goes.

Chairman CONYERS. Right, right.

Mr. ZYWICKI. So one could imagine why health care providers
may seek a more secure and a more systematic way of being paid.
How to bring that about is not my area of expertise. I can just sort
of identify that I understand the problem that he has in mind.

Chairman CONYERS. Could I just ask the witness, who is very ar-
ticulate, do you believe health care is a human right?

Mr. Zywicki. Congressman, [——

Chairman CONYERS. And you can say no if you really don’t be-
lieve it.

Mr. Zywicki. Well, I am trained as an economist.

Chairman CONYERS. Sure.

Mr. ZywicKl. And I am trained to look at the world through a
lens of scarcity. And so——

Chairman CONYERS. Of dollars and cents, cost-benefit.

Mr. Zywickl. That there are tradeoffs. And obviously, ideally I
would like to have great health care for everyone. I would like to
have great education for everyone. I would like to have the safest
cars and the safest houses for everyone.

Chairman CONYERS. Right.

Mr. Zywicki. Now, there is a lot——

Chairman CONYERS. There is a lot of things that you would like.

Mr. ZYWICKI [continuing]. Of things I would like.

Chairman CONYERS. But the 18,000 people that I have never
heard disputed that die because they don’t get health care—what
do we give them, a cost-benefit analysis? Or

Mr. Zywicki. Well, thank you for allowing me to clarify my ob-
servation.

Chairman CONYERS. Sure.

Mr. ZywicKI. I mean, obviously the tradeoff—I am not an expert
in this field, but just as somebody who has followed it loosely as
a citizen, the tradeoff seems clear, which is to say that trying to
increase access to everybody, it has been argued, leads to rationing,
leads to wait lists for people having to wait to see a doctor and that
sort of thing.

I personally don’t have the expertise to say how we should trade
off questions like choice, whether somebody should be able to
choose their doctor rather than be assigned a doctor, how long
somebody should have to wait to see a doctor for different types
of-
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Chairman CONYERS. So you assume a universal health care pro-
posal would assign doctors? It would take the private right? And
that is one of the things I wanted to get in the record, that uni-
versal health care, as is proposed in the Congress, is not govern-
ment-run. It is privately run, but government financed, which it is
a great deal right now. It is just that the systems are not working
very well.

Mr. Zywicki. Congressman, I present some data in my testimony
which is very surprising to me, which is, for instance, the observa-
tion that the decline in insured rates seems to be primarily among
immigrants. Over the past 13 or 15 years, the insurance rate for
natural born Americans has actually risen.

Now, why do I say that now? Well, mainly just because this is
obviously, as every congressman who has spoken today has ob-
served, this is a very, very complicated, complex question of how
to deliver to people the right combination of choice, quality, cost,
and that sort of thing. Obviously, there are a lot of other big social
issues wrapped up in there, which may be issues of immigration,
for instance.

What the best way to bring that about I will leave to other peo-
ple to try to decide.

Chairman CONYERS. Thank you so much.

Mr. Clifford White, do you have any parting comment?

Mr. WHITE. Well, the only observation I would make, Mr. Chair-
man, is that there is no information or data that we have identified
that would show that the bankruptcy reform law has had an ad-
verse impact on those who have filed bankruptcy because of high
medical debt. So just a couple of factual observations that some of
which were in the testimony.

The major change in the bankruptcy law and the consumer law
that would potentially affect such filers would be the means test.
More than 90 percent of filers are not affected largely by the means
test. And of the stack of forms that you pointed to, the large stack
of forms, almost all of those forms were required pre-BAPCPA, one
major exception being the means test form, which more than 90
percent of the filers just fill out the income portion, the first 15
lines.

So in our observation, the means test is not having an adverse
impact. And we understand both in applying the formula to make
sure it takes into account health care costs and also in exercising
discretion where the form may not take into account job loss, for
example, that we exercise discretion in taking into account special
circumstances which the law allows us to do so that we do not in
our enforcement activities take any steps that are unnecessarily
adverse to debtors.

That is a responsibility, a discretion we are given by the Con-
gress. And we have been very energetically trying to carry that out.

Chairman CONYERS. Thank you so very much.

Ms. Smith?

Ms. SMITH. One thing I wanted to—I wanted to thank you first
of all, Congressman, for letting me speak as I don’t think very
many Americans get the opportunity to do what I did here today.
And I deeply appreciate that.
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I do want to correct just one thing that you said. I don’t think
that the stigma of bankruptcy is gone at all. I think there is still
a huge stigma to bankruptcy, certainly, for any of us who were
raised with middle-class values, those of us who were raised to
work hard and do the right thing and go to church and be good,
faithful members of our communities.

Bankruptcy is failure. Bankruptcy is horrible. And anything that
makes that more difficult is hard to imagine that we wouldn’t want
to remove medical debt from that process.

And the other thing I hope I can say to all of you because I ap-
preciate an economist’s point of view, I appreciate a trustee’s point
of view and all the other people. But I know that if we had to go
strictly by the numbers, way back when when we formed this Na-
tion, we never would have fought the War of Independence.

We never would have fought to be in this room today if we went
strictly by the numbers and said this is the way it should play out.
But we didn’t do that because we believed there could be a better
way to run government. And I am still going to implore all of you
to please listen to the people who elected you and make this a bet-
ter system for us. Thank you.

Chairman CONYERS. Thank you very much.

Professor Warren?

Ms. WARREN. I will just be very brief and say that I agree that
the old system didn’t work before the 2005 amendment, not be-
cause there was evidence of fraud and abuse. There was never evi-
dence of fraud and abuse. These were stories, frankly, that people
just kept repeating.

But the only hard data we had was that there was not substan-
tial fraud and abuse in this system. The reason it didn’t work,
bankruptcy never was a good substitute for having health care in-
surance that really worked. It is a poor mismatch.

The reason we see families in bankruptcy in the aftermath of
health care problems is because there is no place else for them to
go. They didn’t turn to bankruptcy because they said, “Man, lucky
me, I have got $25,000 in medical debt and so this must be my
lucky day. I can file for bankruptcy.” It is that they scramble and
look.

It is not option two or option 10. It is option 500 on the list of
selling your goods and having garage sales and put second mort-
gages against your house and put a second lien against your car
and every other thing you can do to try to scratch to make it to
the next pay day without having to go see a lawyer and declare
bankruptcy. So we had a system that was broken. Yes, sir, we did.
And, frankly, Congress just broke it worse.

They drove up the costs of filing for bankruptcy. They didn’t sep-
arate out and say we are going to drive up the costs just for fami-
lies that abuse it. We are going to drive up the costs for everybody.
And they made access-tougher, tougher for everyone. We used the
8-year example as just one of those.

So if you ask the question around health care and bankruptcy,
I have to say you took a bad system and you made it worse. But
I will say one more thing about why it is relevant for this Com-
mittee. You are the voice of families like Ms. Smith’s, families who
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have been forced into this bankruptcy system. You are the voice for
the rest of the Congress.

If you will not tell the story of the bankruptcy families to the rest
odeongress, then their story is lost. It stops here, and it stops
today.

So if you ask for those last two pieces of advice, as you did, one
is please don’t make this bankruptcy system even worse. Please
consider making it better. But secondly, please take these stories
into the larger debate about what we are going to do with health
care in the United States.

Chairman CONYERS. Do you think reviewing the sub-prime con-
sideration in the bill or the means tests would be good starting
places?

Ms. WARREN. Congressman, I think there are so many good
starting places in that bill it is almost hard for me to answer. I
think those would be fine points of entry, sir.

Chairman CONYERS. Director Rukavina?

Mr. RUKAVINA. Chairman Conyers and distinguished Members of
the Committee, I would like to thank you for the opportunity to
speak before you today. I am not an expert on personal bankruptcy.
I have far too much experience working directly with individuals
who have medical debt, however. And I know what happens with
those individuals.

That debt is contagious. It is passed on to other family members.
That debt is converted to other forms of debt. People take medical
debt, medical bills, put it on credit cards. They take out loans. They
do take out second mortgages.

As a result of having medical debt, liens are put on accounts that
they have on homes. Wages are garnished. All of these are things
that are terrifying for someone who is trying to get access to health
care.

I don’t know that I have much to suggest in terms of the bank-
ruptcy law and what should be done. It doesn’t seem, from my an-
ecdotal information and the research I have read, that much has
improved for people with medical debt since the reforms.

However, I am wondering if there is some information that can
be mined. One of the previous speakers mentioned credit coun-
seling. We worked with a credit counseling service looking at rea-
sons for people seeking those services. And when we did a survey
several years ago, the counselors themselves were surprised to
learn that two out of every five people seeking their services were
there because of a medical incident.

And I am wondering if this Committee can mine the information
that exists in the credit counseling services. These are services that
is the new requirement under the Bankruptcy Reform Act. And I
am wondering if it is possible to look to see whether there is infor-
mation there that might inform future decisions that this Com-
mittee will be making.

Chairman CONYERS. Thank you so much.

Dr. David Himmelstein?

Mr. HIMMELSTEIN. I am no expert in bankruptcy and cannot ad-
vise the Committee on the bankruptcy laws at a general level. On
medical bankruptcy we are in the process of going into the field for
a second round of our study and seeing what the recent changes
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have wrought in the population. But we don’t yet have those re-
sults. So what whereof one does not know, thereof one should not
speak. And I will not speak further of that.

But what I will address briefly is a health care system which has
cost without benefit at this point so that when we say we weigh
the costs and the benefits, the business structure of our health care
system is a cost without a benefit. Where we take wonderful col-
leagues of mine like Jack Rowe, who is a superb geriatrician mak-
ing $250,000 a year at Harvard and instead we say go to AETNA
and there, Dr. Rowe, you can make $250,000 a day each day, in-
cluding weekends and holidays if you turn from being a doctor to
being a businessman.

Chairman CONYERS. How is that done?

Mr. HIMMELSTEIN. Jack Rowe was the CEO of AETNA after leav-
ing Harvard where he was chief of geriatrics. And as CEO of
AETNA, his payment amounted to $250,000 each day. That was
money drained from our health care system.

We have a debt collection system and a billing system which
drains enormous resources from our health care system and which
turns doctors into businesspeople. And I guess what I would ask
of this Committee and of the Congress is to return us to the calling
of our profession and allow us to take care of patients and not
worry about the enormous profits to be made off the health care
system and not to be burdened by paperwork.

When the honorable gentleman from Ohio spoke of the physi-
cians whom he met with in his district and his surprise at seeing
the relative support there. It is not just that they were small-busi-
ness men who were struggling. We have actually surveyed col-
leagues on this.

Most doctors are prepared to give up income, give up income if
we relieve them of the paperwork burden. More than half of doctors
in this country say they would give up 10 percent of their gross in-
come if we would relieve them of the paperwork burden that our
insurance system inflicts on them.

So what the Congress can do is stop us from being
businesspeople. And, in fact, most of us would be perfectly happy
to make a little less if we could just take care of our patients. We
make good livings. But let us take care of our patients, and let us
not be part of inflicting further suffering on our patients, which all
too often we do today.

So I guess the poet laureate of Kentucky said years ago that rats
and roaches live under the laws of the jungle and supply and de-
mand and it is the privilege of human beings to live according to
the laws of justice and mercy. And that is what most of us went
into medicine hoping to be part of. And help us to return to that.
Thank you.

Chairman CONYERS. Thank you so much.

Chris Cannon, the last word?

Mr. CANNON. Thank you, Mr. Chairman. I actually have some
questions. Do I have enough time to ask?

Chairman CONYERS. Yes, of course.

Mr. CANNON. You know, this is a fascinating hearing. It goes be-
yond bankruptcy. I appreciate some of the comments that may be
helpful as we look at bankruptcy again.
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But as we look as a country at what we do with our health care
system, it seems to me that you guys, at least a couple of you, are
peculiarly postured to help us understand a couple of things that
I am thinking, particularly Ms. Smith because you have been
through some of these things.

And, Dr. Himmelstein, I think you are the only medical doctor
on the panel. Right?

And this is our last panel. So thank you.

And tap me or something if I bore you. But——

Chairman CONYERS. You are never boring. I don’t always agree
with you, but we certainly listen carefully to each other.

Mr. CANNON. Thank you. And with some facts on the table, I
think there are some places we can go.

Chairman CONYERS. Absolutely.

Mr. CANNON. In the first place, though, the world has radically
changed about medicine.

I would like, Dr. Himmelstein, for you to respond to a couple of
things. In the first place, the current X prize. The last X prize was
for Burt Rutan who won the prize by going into sub-orbital space
twice. And the X stands for 10 as in $10 million.

The next X prize is for the company that can decode an individ-
ual’s DNA for $1,000. Are you familiar with that? And we are actu-
ally getting close. We are not there. I mean, it is a long way. But
we are a lot closer to $1,000 than we were from the amount of
monAey we started at when we did the original decoding of the
DNA.

That seems to me to be profound for how we look at the future
of health care. Is that not the case, do you think? In other words,
the fact that we can get your DNA—suppose we could do it for
$1,000 today. You could have your DNA decoded. I could have mine
decoded.

If we both have a problem, we treat the problem with the same
medicine. You get better. I get worse. We look at our DNA to find
out what the difference may be.

Mr. HIMMELSTEIN. Yes, we are a ways from doing that and from
the practical implications that one would dream about from that.
But at some point that will clearly have a profound impact on our
health care system.

Mr. CANNON. But we are down to the point where, you know, if
you take the HapMap that was recently completed—and the Uni-
versity of Utah played a big part of that—that, at least a HapMap
%an be done for less than $30,000, I think, now for an individual.

0_

Mr. HIMMELSTEIN. Right. And what it is doing essentially is
breeding very important research leads. And we are still quite a
ways from being able to take advantage of results from those re-
search leads.

Mr. CANNON. Let us pursue that, what it means to be quite a
ways away. And, you know, we now have these computers that
have massive multiple processors that do trillions and trillions of
transactions a second.

When you combine DNA with lifestyle choices and personal infor-
mation and start looking at the effects of different protocols, that
is a complex system of statistics rather than a double blind study,
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doesn’t that have a tendency to open up radical new ways to look
at results and back from that, into causation?

Mr. HIMMELSTEIN. We hope so. We don’t have proof of that, cer-
tainly, at this point. And we are, I would suspect, quite a ways
from that.

On the other hand, we have enormous untapped known potential
for improving health. So we know——

Mr. CANNON. I am going to get to that point as well. But I just
want to create kind of—I don’t know why you are—it is going to
take the time it takes. But what we have today is a relative cheap
process of decoding DNA, which allows us to do radically more than
we could do 2 years ago.

Mr. HIMMELSTEIN. Absolutely.

Mr. CANNON. And we have computers which are radically more
powerful than they were 2 or 3 years ago.

Mr. HIMMELSTEIN. Absolutely. But I would tell you when I was
a resident in 1978 I wrote a paper about how computers were going
to revolutionize medicine in the next 5 years.

Mr. CANNON. But they did to some degree. Now, the profession
didn’t adopt them in the ways that I think you were talking about
a moment ago that would help us implement

Mr. HIMMELSTEIN. I would invite you to most clinics around this
country—and what was said by the Committees in 1978 about
what computers were going to do are still being said by the Com-
mittees today. And the timeframe they are predicting is the same
5 years from now.

Mr. CANNON. But it is a dramatically different—it is a different
environment, you would grant that, would you not?

Mr. HIMMELSTEIN. Absolutely.

Mr. CANNON. That is important as we look at what our policy is
going to be because I personally believe, after having consulted
with some of the really brilliant people in America on this issue,
that we could increase our understanding of disease and causation
50-fold with the money we are investing right now just based upon
changing a few things.

Let me get to what I think is a final point because there is a lot
we could talk about here. But are you familiar with—I think you
smiled earlier when I mentioned Brent James’ name at IHC. Are
you familiar with Brent?

Mr. HIMMELSTEIN. Yes.

Mr. CANNON. He is

Mr. HIMMELSTEIN. We are speaking at a conference together in
August.

Mr. CANNON. Interesting. He is one of the more interesting peo-
ple I have met because he points out that a doctor can only under-
stand seven or eight or nine variables at any given time. And so,
you may get radically different instructions from a doctor from
morning to night in caring for the same patient with little change
in the condition.

And so, he has come up with a system in the case of—well, var-
ious systems—but in the case of diabetics, he has taken the aver-
age diabetic that is being served and by taking a complex system
and tracking complex data, he has been able to reduce the average
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blood sugar with the AC1 or whatever you call it, whatever that
test is.

Mr. HIMMELSTEIN. A1C.

Mr. CANNON. A1C, right—from nine to under seven. And if you
are under seven, you don’t have the complications with diseases
with feet. And this really gets back to the problem that your hus-
band had, was a botched job or the intuitive nurse that gets you
the right kind of treatment. And there is a great deal of intuition
which can be helpful or fail in the system.

And what Dr. James is doing is helping create an environment
where we use systems to control the variables so that we can en-
hance the likelihood of having good outcomes. That seems to me to
have a terrific potential for how we—and this, I think, was the
point you were making about how there are a lot of things we can
do now. Do you want to elaborate on those kinds of things we can
do today that allow us to improve health care?

Mr. HIMMELSTEIN. Well, I mean, at many levels I think from
quality improvement efforts in hospitals and out-patient practices
around the country, which Don Berwick and Brent James and oth-
ers have really been leaders and I am follower of theirs in this
field. We could probably save tens of thousands of lives each year
by upgrading quality.

I think it is also clear that a more consistent and rational fund-
ing system would give us a better base for doing that quality im-
provement work. And that is why Don Berwick, who was actually
knighted by the queen for his work on this and is generally recog-
nized as the quality improvement leader, is one of the supporters
of single payer national health insurance in this country.

But clearly, there is that kind of improvement we could make.
There is also improvement in prevention that we could clearly
make. And I would say this is not just individual choice.

It is not that tens of millions of Americans have decided all of
a sudden to start making irrational decisions about eating ham-
burgers and smoking cigarettes and killing themselves. It is that
we have developed a toxic food environment and a toxic non-exer-
cise environment in our country.

And we need to reverse those with some of the things the Chair-
man talked about at the outset, really changing the water in which
we swim to change tens of millions of Americans. It is not just that
I like hamburgers that is the problem.

Mr. CANNON. Right.

Mr. HIMMELSTEIN. It is that hamburgers are available cheaply at
every street corner and delicious fruits and vegetables are not in
many communities and that we have eliminated

Mr. CANNON. In any community, with all due respect. In this
community you can’t get—you can get an apple, one of those green
ones that don’t taste very good down in the cafeteria.

Mr. HIMMELSTEIN. I mean, I think we absolutely know there are
many things we can do in our society to improve health and rang-
ing from public health activities to more consistent application of
science and system science and delivery of care, and many of them
facilitated by national health insurance as well.

Chairman CONYERS. But could I merely interject that—and turn
it back to you, Chris Cannon, that we have been joined by Hilda
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Solis, the gentlelady from California, who is a supporter of a uni-
versal health concept. But more immediately, she is bringing a
group of Members of Congress plus people who work in the field
to San Diego, California this weekend. And I think it was out of
that interest of the distinguished panel of witnesses that she came
by. And we are so happy to have her here.

I yield back.

Mr. CANNON. Thank you.

In talking about prevention, we were talking earlier about the
difficulty in predicting the timeframe for the benefits from massive
computers and DNA. But if we just made more information avail-
able to individuals in a way that they could rely on it—is that not
one way that we could actually enhance people’s ability to do pre-
vention on their own?

Mr. HIMMELSTEIN. It is an attractive hypothesis as yet unproven.
I mean, we just had a paper published this past week looking at
the quality of care in practices using electronic health records
versus those not using electronic health records. And we all
thought that that was going to show a markedly positive benefit
and, in fact, showed no benefit whatsoever. So I would say it is as
yet an unproven but attractive hypothesis.

Mr. CANNON. My point doesn’t go to electronic health records so
much as an individual having access to information to understand
what is good for him so he could make better choices.

Mr. HIMMELSTEIN. Right. We would certainly like to think that
is true.

Mr. CANNON. And to the degree that he can have personalized
understanding of what would help him or her, you would ex-
pect——

Mr. HIMMELSTEIN. But if you can’t buy fruits and vegetables, you
still can’t eat them.

Mr. CANNON. That is exactly right. But if people understand
what that will do to their health, it will increase. The market will
respond to that.

Mr. HIMMELSTEIN. I hope so.

Mr. CANNON. I am not sure the congressional market will re-
spond to that, or at least not at the cutting edge.

But let me just touch on one other topic, if the Chair will indulge
me. Today the FDA bases its review of drugs on toxicity and effi-
cacy. You have to understand toxicity is a very complex subject.
And I don’t want to move into that very much. But efficacy is how
it works. And couldn’t the market decide that?

In other words, one of the things that I think should free up doc-
tors—and I have talked to many about this—is if they had the—
and doctors do have the ability to prescribe any drug that they
want for any problem. Their problem is that if somebody gets cured
on what is not a standard protocol and others come to him, he
could end up being called a quack. Or on the other hand, you could
end up with a prosecution like happened with Merck here 6 or 8
months ago where they pled guilty to promoting an off-label use.

Couldn’t we do something with efficacy in the FDA? Say a doctor
comes up with a protocol and says to the FDA, “I would like to do
this. I would like other people to do it as well. Would you call it
not dangerous so we could proceed with that protocol?”
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And then doctors would be encouraged to do different protocols.
They preempt being called quacks, on the one hand. On the other
hand, if things worked and doctors now used their genius to figure
out what might work, or drug companies or others, you end up
with information about drugs that is not available currently, given
the protocol or the process that we use at the FDA. Does that make
sense to you, Dr. Himmelstein?

Mr. HIMMELSTEIN. Well, if we add information of high quality,
then it makes sense. I fear that much of the information that we
are actually adding in the drug review process at this point is of
such low quality as to be virtually useless, other than its propa-
ganda for the drugs.

Mr. CANNON. Right. Exactly, which, by the way—I mean, the dif-
ficulty with what is useful information really then devolves to the
physician who has got the training to make decisions and to advise
and counsel his patients, which is something I would dearly love
to see. That is physicians driven by an interest in the health of
their patients instead of seeing their patients as money machines
that they pull the lever on and pay.

Mr. HIMMELSTEIN. Well, and we should recognize that at this
point the vast majority of drug education in this country of physi-
cians is carried out by the drug companies.

Mr. CANNON. Right.

Mr. HIMMELSTEIN. The drug companies’ budget for mis-educating
physicians is larger than the teaching budgets of all the medical
schools in the United States combined.

Mr. CANNON. Yes.

There are many, many more things to talk about, Mr. Chairman.
I appreciate your indulgence. Let me say this is an issue of enor-
mous importance to me. As I said earlier, virtually every family in
America has had a tragedy. We certainly have had tragedies
around my family. That is a personal issue. And I would love to
see an environment where we shift from—I think, Dr. Himmel-
stein, you talked about this—toxic environment of drugs.

Perhaps that was you, Mr. Chairman—this toxic environment
where all the incentives are distorted and the result is these kind
olf horrible tragedies that compound within a family, destroy a fam-
ily.

Well, you haven’t been destroyed, with all due respect, Ms.
Smith. I appreciate the fact that you are here. But much of your
life, much of what you anticipated for your life to become—because
of a series of issues, some of which may not have been controlled.
But with all due respect, I am more optimistic than Dr. Himmel-
stein. And I have been around some of the downside of this for a
very long time.

I believe that if we are thoughtful in Congress we can create an
environment where people can make healthier choices, where the
market will respond to those choices by providing better services
and where doctors can get away from a system—I will just tell you
that in many cases, in my experience, you go to a doctor. He looks
at you like a lever, a monkey in a cage, has the lever. He pulls the
lever, a banana comes out.

You walk into the doctor’s office, the monkey pulls the lever, and
he gets the payment. That is toxic. It is only a small portion of the
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whole system, but it is destructive to the doctor as much so as it
is to the patients.

So the most educated people in America, the people that spent
the most time as a group on education, end up being monkeys pull-
ing levers instead of people who help us be healthier. I think there
is something profoundly wrong. The way we have done this histori-
cally or the way we have let the system evolve is profoundly wrong.
And bankruptcy is a minor problem in this much larger problem.

And so, I appreciate, Mr. Chairman, you having this hearing and
going beyond, I think, the simple bankruptcy issues to those issues
that are behind that. And with that, I yield back the balance of my
time and thank the panel for your being here.

Chairman CONYERS. Thank you so much.

We usually give 5 days for Members to get any questions to you
and to get them back to us. And then we have 5 days for us to sub-
mit any additional materials into the record that we want.

This has been an extraordinarily long but meaningful, might
even become historic because there is so much to study and exam-
ine. The witnesses have been tremendous.

And we are delighted that so many of our Subcommittee Mem-
bers and other Members were here to share this afternoon with us.

With that, the Subcommittee on Commercial and Administrative
Law hearing is concluded. Thank you so much.

[Whereupon, at 4:44 p.m., the Subcommittee was adjourned.]
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Health care costs are rising sharply placing stress on employers, individuals, and
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with all other consumer debt, maldn g this debt not only invisible 3= medical debt, bt
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of this phenomenon, Dernce analyred data from a national housshold survey of bw- and
rniddle-incorne housshalds with credit card debt, Ineluded in this survey were questons
about medical expensesas 3 companent of eredit card debtand health insurance status,

KEY FIND NGS

Our findings show that low- and riddle-incorme ho useholds who cited medical ex-
pensesas a factorin their credit card debthad higher levels of credit card debt than those
who did not cite medical expenses ac a factor, Overall in our survey, 23 peroent of low-
and middle-income honseholds with credit card debt reported that mediral expenses
contributed to their curment leval of credit card debt. Within that group, 89 percent had
a Toajor raedical erpense in the previous three years, Chrerall, 20 percent of indabbed
lemer- and middle-inceorne honssholds reparted both having 2 majr medical srpense in
the revious thres years and that medical expanses contribubed to their curment level
of credit card debt. Throughout this report, we will refer to this gronp as "medically
indebied.” Within this “medically indebted” grovp,

+ Fortyfour pereent had eredit card debt higher than $10,000 and £7 percent had
credit card debt higher than $£,000,

+

Ayverage credit card debt was highs for bwe and middle- income housshalds
$11,622) a= compared to househalds without 2 major medical expenss in the
previous three years or medical expenses contributing 1o their ereditcard debt
#7004,

Horerage credit card debt was higher for those without health insuranee (14,512)
than for those with health insurence $10,573).

+

+

Aeragecredit card debt was higher for honsshalds with children ($12,840]) than
for those without children #10/863),

+ The medically indebted are more lilely to be called by Bill collectors than those
without such reedical expences (B 2 percent versus 38 pereant],

+

Lavels of credit card debt within cartain derographic groups wsere considerably
higher arnong those who had 2 major medical expensein the previous three years
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and who reported medical expenses as a contmibuior to thdr current level of
credit card debtas compared o those without such med iral e penses:

For bw-and mdddle-dncome Araericans between the ages of 18 and 34, average
credit card debt was 79 parcent higher 1 3,208 warsus $7460),

+

+

For low- and raiddle-inearne Hispanic households with credit card dabt, aversge
credit card debt was B4 parcent higher ($5, 200 varsus $8,6240),

+

With the excepton of thoss households earning less than $20.000 Frhers i was
high for all housghalds), the debtto inecome ratio was higher in each income
group.

Background

Health care costs have rsen precipitously in recert: years, and health spanding now
arcounds for 16 percent of our nation’s Gross Domeste Product, up from 12.8 percent
as recently as the year 2000, The cost of health insurance continues to outpace overall
irdlation and wage growth, placing added pressure on already stretched famadly budgets,
et the pastsix years, health insurance pretamrns have increased by 728 percent, while
median incore has grown by only 116 pareant, A farily health insurance policy is now
equivalent to 18 percent of median family incomne, up fom § percent in 1987,

Most Americans with health insurance have coverage through their own or a family
rerber’s worlkplace, fis employers lool: to rein in the r benefit costs, however, more ate
tuming owards health insurance armangernents that featnre greater etnphb ypes cost shar-
ing through higher deductbles, co payments, and other formos of outof poclet expanses,
Sorme arte eliminating coverage aliogether, and the share of worldng -age adults covered
by employer-sponsared health insurance is in decline, FPuble programs lile Medicaid
are not growing to mest the gap  individual health insurance policies can be prohibi-
Hively expen sve, and the nurnber of unin sured Americans contnues o creep wpward, In
2005, nearly 47 million Atnericans wereuninsured,

Uninsured Americans are partierukily vulnerable to medical bill problems and o
medicaldsbt, butsuch struggles are far from limited to the uninsured, According o a
revent survey, @ quarter of Araicans have problems paying medical bills, and, among
this group, over two-thirds have health insurance, Humerous studies have found that
large nurmbers of both insured and uninsured Americanshave diffic ulty paying redical
bills and are even falling inta debt.

Mledical debt is a growin g problermn with ssvere consequences for both access to neres-
zary health care sarvires and financial stability: Recent ressarch has found that about
23 moillion adults have medical debt; that privately insured adults with roedical debt
are more lilely than those without debt o sldp recornmended frestnents, leawe drug
prescripbons unfilled, and postpone care due o cost; that roughly half of all parsonal
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banlauptcies aredue in part to medical problans; and thateven relatively smoall kevels of
medical debt can have major conssquences on financ &l security,

There are several reasons why health insurmnee doesn't always offer sufficient protec-
Hon against high medical expenses, Becanse health insurance is Hed to employment,
a serious medical condition can have the effect of Hmiting the ability © worl, sam in-
come, and remain on an empbyer-sponsored health plan, Lapses in health insurance
are strong predictors of medical debt, In general, the trend for health insura nee policies
has included higher dedurtibles and co-payments for hospitalizations, office visits, and
prescription drugs, which, in turmn, increases the financial burden for peode who get
sicle, Medical debtcan aleo beted to leszcomprehansive insurance, As Health Savings
Aeocounts (H3A<) and high dednctible health phns grow more commmeon, prHents face
higher first-dollar expenses and may become more suscephble to redical debt,

Methodology

To gain a better understanding of mediral expensss as a component of credit card
debt, Demos analyred dats from a natjonal housahold sur ey that we commi ssioned in
confunction with the Canter for Fesponsible Lending in 2005, The survey consisted of
1,180 phome interriews with low- and middle-incomne houssholds whose incone fall be-
tween 50 percent and 120 percent of beal median inrorme—roughly half of all house-
hols in the country, In order 1o parteimte, 2 housshold had to have credit card debt
for three ronths or longer at the Hroe of the survey, Twenty-six percent of the low- and
roiddle-incorme respondents reported having credit card debt for at least three months,
The question "Tho you or your spouse have any credit card debt; that is, money due on
credit cards that you did not pay offin full at theend of kst monthe” was nsed to dentify
houssholds with revolving credit card debt, The margin of emmor for the survey i= plus
or mimms three percentage points for total respondents. Crverall survey findings on in-
debted low- and middle-incomme housshalds as well as more detailed indormation abot
the surveys methodalogy can befound in the report"TheFlaste Safety Net The Reality
Eehind Debt: in Aroerica”

To identify the role of medical expenses, the survey asled respondents quesbons
about ther medical expenses, health insurance status, and whether redical expenses
contributed to their currert: level of eredit card debt, Most of the findings in this repart
locle sperifically at the subsst of houssholds raporting that raedical expenses contribirhed
4o their current level of credit card debt and who reported a major medical expense in
the previous three years,
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Findings on Medical Expenses and Credit Card Debt

Twenily-nine percent of indebted lows snd middle-income houscholds reporied tha
medical expenses contributed to their current kevel of credit card debi. Within that group,
6 purcent abin reparted a major medical expense in the provioss theee years, Overall in
the survey, 10 percent of indebted kow- and middle-inceeme houscholds reported both
kaving a major medical expense in the previous theee years and that medical expenses
conkribated o their current level of credit card debt. Throsghout this report. we refer to
this growp e “medically indebard.” The torm “ron-medically indebaed” refers to maivey
respondenis with credit card debt who did not have a magor medical expense in ihe pre-
wioms three years and did not report medical asac it tar their current
bevel of cnedin cand debe hkwmmwmmumlh
indebled” in this report have modical debt outside of their credit card debl Similarly,
“medically indebted” respondents may abeo have cther forms of medical deba in addition
b evedil cagd deba. That informeation is oulside the soope of this sarvey.

mummmmmmmmm
: by Age, Income Level, and Race/Ethnicity

Lirts thas $35.000 B5.000
By Ruce, Exhnicity

Mon-Hapwnic Alrcan-fmencan  Si08S8 $ADOD
St el ot b= g

Loaw- and middle-income medically indebted houscholds had higher levels of oredin
cand debd than non-enedically indetited howscbolids, Average onedi card debt was 6 per-
ceril higghee oe kow- and middie-income medically indebied houscholds than foe line- and
mrldidle- incomie non- Iﬂhlrll&ﬂdhﬂuﬁ.{iilﬂmﬂmm&h
was higher than median debt across each af the o
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Tabde 1, which is pedt surpwisieg simce bealth expendivures yend 1o be highly comcentraed.
Average debt is important, however, because it reveals hinw Enancially devastating medi-
val debt can b fog those whis have the mbortune of Becomai g serioaly il
Figure 1. Avewage Credis Card Debi among Indebéed Low-
and Middle-lncons Homirhalds

57064

Mean Credit Card Debt,
Nbsclically Indebisd S11.623

Medically indebted hesasebolds had higher levels of credin card debe than non-medi-
cally indebied houscholds, Figure 3 desplays the distribution of bouscholds by level of
credil card debit. Among houscholds foporting that medical expionses conliibuted 1o
thedr current bevel of credin cand debt and who had a major medical expeerse in (he previ-
s Lhirer years, 44 poroent had oredin card debt over 10,000, Amaong households report-
g that msedical expeemes Sl not contiibte o Beir cusrend bevel of credil card debi ansd
wha did not have a major medical cxpense in the peevious three yram, 26 peroent had
credit card debi over $10006,

Figure 2. Distribution of Houscholds by Level of Credie Card Debt for Medically
Indebted Versas Non-Medically Indebted Householdy®
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HEALTH INSURANCE STATUS

Average credil card debt was 52 percent higher among medically indebied aninsared
hesasaebiihls than among medically indebled houscholds with healilh insurance, (514,513
versus SHLTE) which seggests that the unissused say be mete vilnerable than the in-
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sared g higher levels of credit card debw in the event they inour & major medical es-
pense.
Table 2: Average Creait Cord Debt For Medically Indebted”

Carranity raared f10573
Have Hod insurmnoe for the Past 3 Years. B1LED5.
LSRG O e e [ e —

Carmst wval of crea rar P2 mager mdcal epases i fhe gt 3 yeen

Cesmpared tr cther age groups, young adults had the highest level of sverage oredie card
debi, and the percent increase in debt for medically-indebted versus non-medically in-
debtod prople was greabrs amoeg poung adults, Average coedit card deobt was T9 peroma
Bigher among medically indebted low: ard middle-income Americars betwoen the ages
of 15 and ¥4 than for mon-medically indebted 18 to 34 year-olds (513,300 versas $7450,
Far young adults, particularky those in their first years in the workdoroe, or perhaps even
still in schosl, high levels of credit casd debi can have devastating consequences on li-
mancial ishility for years to come.

Tabio 3 "w“hm

l?.m aﬂm
__—
8 408 -19 pacen.

ke 65 and older age group was ibe only age group for whom mverage credil card debs
amwng Wi who were medically indebted was aciually kower than among those who
were non-medically indebted. (86,523 vervas S88466) 'Wihile adults ape 65 and older have
Iigher oul-of: pocket healih cxpenies than ciber sge groups, our Rndings are consiaien
with other research showing that adsalis age 65 and older have fewer problems with medi-
cal bills than the rest of the sdubl pogalation,
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Having children appeared to be a facior in oredit card debt levels among the medi-
wally indebied, while lovels of credit card debt amang the pon-medically indebaed were
virnually identical for houscholds with children and beouscholds withos chibdren. Sedi-
cally indebted hiuschedds with children had average credia card debi that was 20 percent
higher than medically indebied households without children (512840 verss $10,660,

RACE/ETHNICITY

Amnongg the medically indebied, Nos-Hispanic Whices had ibe highest average condin
card debt [(§11.971), followed by Non-Hispankc African-Americans ($1{,655] and His-
panics (SR Hiwever, average credit cand debt among medically indebled Hispan-
e was el perceml higher than among non-medically indebted Hispanios ($5, 200 verus
5,640,

While thise households in oar survey with higher incomes also had higher sverage
levels o credit card debt, the credit card debi-Li-income ratio, an imporiant measare of
“dieht stevss,” sl brigghest Eor thise househaodds with annual incomse hebow S20,00, Table
2 displays the debi-to-income ratios for medically indebted and men-medically indebied
imcome gromps in our survey. 'With the exoeption of these households earming less than
SN (where the debt-to-incame Fatio was high both for medically and non-medi-
cally indebard Boscholdsl, the debi-to-ingomse ratio was higher incach income groap for
thuse households reporting thst medical expenses contribusted o thelr current level of
oredit card deb and who had a major medical expense in the previous three years.

Table 4: Debt-to-Income Ratios By Annual Household

$20,000 10 lass than $30,000 i
$30,00010 lesathan $a0000 | @ a8
$40,000 to less than $50,000 30 A8
#B0p00miessthan $60000 2 48
$60,000 10 less than $70,000 21 a2

Heals
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Consequences of Medical Debt: Credit Card Balances,
Worse Health Care, Depleted Assets

IMedical debt can serionsly thresten both financial well-bang and access o health
rare services, The lowto middle income, raedically indsbted houssholds in our survey
showad many sgns of financial stress, Shdy-two percent of medically indebied house-
hods have been called by bill collectors, as compared to 38 percent of nonanedically
indebied houssholds, Fiftesn pereent of medically indebted households have declared
banlauptey, as compared to 11 percent of non-medically indebted honssholds, Among
those houssholds that refinaneed their hames or tool out a ssrond mmortgage, B0 pereent
of the medically indsbbed paid down credit cards with the money they received from the
refinancing, as comparned to ¢8 percent of the non-snedically indebbed.,

A gainst 3 backdrop of declindng econoreds stability, trends sach as rising health care
costs, changes in health insurance benefit design, and an everdncreasing reliance on
credit cards forecast dire condition s for Areria’s family finances,

In a recent survey of Americans with health insurmnce, 48 percent reported that i
seermed o them as if deduetible and copay costs were going up, Indesd, this sense is
confirmed by ressarch in the health policy literature finding that the proportion of peo-
ple with high out-of-poclet costs campared to income is on the rise, According to the
Center for Studying Health Syshern Chan ge, the number of low-incomn e privately insured
people with chronic health condifons faring cut-of-poclust espanses greater than S per-
cent of income purped by £0 percent between 2001, when 22 percent had out-of-poclet
mnedical expenses greater than § percentof incarme, and 2008, when 42 percent had sach
e BaE,

Since 2002, when Health Savings Accounts were authorized by federal bgiclation,
high-dednetible health plans have becorne rore widespread (o qualify for an H34, one
raust have a high-deductible plan). Becauss the premiuns for high-deductible policies
tend to be lower than preraiura s for comprehan sive health insurance, employerslooldng
o hold dewen prerodurn cost growth are increasingly offering thess plans, Most consarn-
ars in high deductible Hans, howeva, arenot opening and funding HSAs, According o
a 2008 survey by the Emngloyes Benefit Ressarch Institute and the Commaonwealth Fund,
greater parcentages of hea h care consumers in high -dednetible dans spend more than 5
percent of their incorme on ont-of-poclet medica ] evpenses and insuranee preriurn s, Far
those with housshold incornes below $50,000, the nurbers are even starler: 92 percent
of peoplein high dedwe ible plans spent more than & percent of incore on ount-of-poclet
esxrpen sas and preraiurn s, while 24 percent of those with comprehensiveinsurance did =,
Iediral W1l probleras a nd medical debt are more frequently reported by peoplein higher
dedue thleplans, Asthece types of plans proliferate, cut-of-poclet expen ses conld grow
even more, thus increasing the potential for medical debt,

A= deduetibles and co-payments increass, hoeptals ane finding mone patents unable
to pay thar medical bills, Sorne hospita | anagennant analysts ate experting an increase
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in self-pay patdents and are bracing for higher levels of bad debt (hospital charges that
are not covered by insurance and that patients ate unable to pay), In recogrnition of the
evolving paymnent landseape and therisl of hospital bad debt, health care providers ane
rmoTe aggrecsiwely sealdng upfront eallecion of co-pays and deductbles, & commponant
of thiz strabegy is to encourage patents to uss third party lenders such 2= cradit cards
to pay for medical expenses they canmot afford, which families fraquently do to mest
high medical Wlls, In 2001, patierts charged $15.5 billion in health care serrices o ¥isa
cards, Since out-of-poclat health erpenditures have trended upward since 2001 and
ovarall ereditcard useis on theriss, this figure is probably higher today, Becansecredit
cards are frequently used to pay for medicral evpenses, it is llely that many ecHmates
and analyses of medical debt actually underectimate the problern ., BEeranse medical dabt
that iz subsurnad in averall credit card debtis lamped in with a1l consurner dabt, it is nok
alweays properly identified 2 redicaldebh

In recognition of the growing marlet for prtent out-of-poclet costs, the credit card
industry has developed “medical eredit cards" designed specifically for redical expensss,
which hawve recently entered themarletplare, Insome eases, health insurers and financial
inshitons are teaming up o offer products featuring high dednetible health insnmnee
and lines of credit to mest the increass in out-of-pocleet expensss associzbed with the
higher dedurthle, Szweral H 54 semrirers are now incorporating integrated lines af oredit
into their HSA products, That there is a marlet for credit cards sperific ally designed
for these qut-of-poclet costs indicates that patients are having difficulty raeeting these
expanses, To the exient that interest mbtes o penalty fees are applied o these expenses
when creditcard s are used to meet thern, patents are paying even more, In othe casss,
credit card comapanies ate worldng in conjunction with health care providers to chift bill
collertion from the provider o the erediteard corpany, and are offering i neentves such
as bill discounts for midents who use the credit card, partdeularly undnsured patients,
Many of thess credit cards char ge interest, and, lile traditional consumer credit cards,
a late payment can trigger penalty rates and fees, thus exarerbating mediral debt, Ina
deregulated lending ervrironmnent, onece medical debt is subsnmed under eredit card debt;
itis subject o the smme maze of tar s, condition s, and fees to which all consumer crad it
card debt is subject More oversight of this burgeoning industry is nesded o protect:
consurmner s from medical ereditcard debt,

Areas for Future Study

Low- and middke-incorme houssholds are turning o credit cards to fill in gaps in
health coverageand to may for necessary medical evpenses they are unable o afford. Our
ressarch shows us that indebted houssholds with major redical expenses have higher
levals of credit card debt than thoze without such expensss, A< health insnrance optons
featuring higher deduetibles and out-of-poclet expenses become more widespread, we
can expact the use of credit cards 1o fill in the gaps to berome more common, To bet-
ter understand this emmerging phenomenon, addiional ressarch should be undertalen o
exporequesons such as:
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+ Arong households with credit card debt reporting redical expenses as afacion
what portion of that debtisdue o medical expenses?

+ Do houssholds devoting high percentages of income to medical expenses use
eredit cards for other basic necessites to male up for the greatar shareofincome
devoted o erpenses aszoniated with 2 raajor raedical event®

+

Isthe use of credit cards for medical expenses more cornanon for certain bypes of
medical condiions that moay not becovered by health insuranes?

+ W hat iz the frequency of credit card use o pay medical bills in varous sethings
such as hospitals, physician offices, and pharmacies?

+ Do low and middledncome houssholds with high deductble health dans use
credit cards o meet out-of poclet health expenses?

+ What types of interect ratec and feec ate patietts paying on "medical eredit

cards?"' Are consurners with redical evpenses inersasingly nsing these Jinds of
cards?

Policy Recommendations

Policymalers st address the twin problems of health care cost and coveragein a
comprehansive manner to protect Aonercan families from financial insecurity and the
deleterious health outcomes that result from the current sysbam, We belisve that the
ultimate solution is a systern that provides univarsal atcess to comprehensive benefite,
Shaort of this goal, howewver, there are inferim steps that we believe will begin to mitgate
the financial consequences that are imposed on peope who have the misfortune of get-
tng sk,

DIFFERENTIATE MED ICAL DEETFROM CONSUMER DEBT

Many Arericans atehaving trouble mesting their health care expenses and arerdy-
ing on creditcardsas a means bo pay their medical bills, However, debt from outstand ing
roedical bills is unlile other formms of debt Thers is growin g recogniton in the kend ing
and eredit cormmunity that mediral debt may require sperial treatment, ajor credit
seoning organizations, sachasFairlsmac and Company (FICC), consider roadizal debt o
be"atypical and non-predictve" of overall credit worthiness,

Medical debt, Hleothers forms of dabt, is fungible. Regnlators musteonsider ways o
prevent redical debtfrom ruining credit records, Since lenders riay have insufficient in-
formation to disregard medical debt when maldng 2 lending decidon, these debts should
b treabed differenthy by medical providers, Medical providars, and thetr dedgnees, such
as collection agencies to which delinquent accounts have besn turned cver, should re-
frain from reporting thatdebt to credit bureaus,
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iven the atypical nature of medical debt, no one maldng a good faith effort to pay
their medical bills should be subject to the maze of high interest mtes and penalty fees
that have come to charac terire the credit card industry today, Creditcard issuers regu-
larly group purchases inko cabegores of service, and identifying health care expenses
that were charged to creditcards should ot be overly burdensor e Inferect charges on
otha preferred expenses —home mortgages and Audent loans, for example—are fax de-
ductible, thus rmitgating the expenss to the consummer of the interest charges, Methods
for dmilarly midgating the cost of interest charges on medical expences for consurners
should be explored.

LIMIT THE ENTRY OF MED ICAL PROVIDER & INTO FINANC IAL SERVICES

Medical providers are beginning to offer financial services to patents, transforming
the patientsprovider ralabonship into 2 debtorfereditor relabionship. Provider-sponsored
credit card=and revolving lines of credit are often offered under the guiseof financial as-
sistance, The specific finance charges and fees associated with fhis credit are notalvways
readily apparent to the patient, Fatlents unable to pay their bills in full may feel obligated
or pressured to accept the terms of eredit offered by the very peofe or insHintions that
they lool o for healing, Madiral providers should be discouraged from moving into the
finaneial serricesarsa,

INCREASE OVERSIGHT OF LINES OF CREDIT ATTACHED TO HEALTH
SAVINGS ACCOUNTPRODUCTS

Financial services corapandss are uraping into the Health Savings Acecunt ratleet,
and some are offaing infegrated lines of credit into their H2A products, Internal Rev-
enne Jervice guidelines have authorized this practics; however, additonal research and
ovarsight are needed to protect consumers from potential interest charges that could
sarve as an additonal disincentive o sealk medical care, Parteularly if a patent has a
lowe credit seore, he ar sheeould pay high interest rates for health care services, Careful
rnondtoring of thisemerging industry isneeded to protec t patHents,

ENSURE ADEQUACY OF INSURANCE COVERAGE

Hemwr developroents in health inmmnee products —HS A=, high dadactible dans, lin-
ited benefit policies, “consurner-driven health care”—increass individual dsloand chal-
lenge the noon of health insuranee, Businesses thatoffer coverage to e poyess often
face double digit preminm increases and have little choiee but to pass along more of the
cost of the coverage, This puts their employess at dele of incurning medical debt. We
urge the establishment of standa rds for adequate coverage, inchding cost sharing obliga-
Hons that are proportionate o farily ineommes,

IMPROVE SCREENINGFOR ELIGIBILITY IN PUBLIC OR PRIVATE
FINANCIAL ASSISTANCE PROGRAMS

Crver the past few years, there has besn rauch atterton focused on health care pro-
vider billing and collecton practices, Research has documented that any peofe eli-
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gible for public mrograms are not enrolled in thern and, as 2 result, incur medical debt
Health care mroviders conld help reduce medical debt while enhancing their revermes by
irnproving their screening of patients for eligibility for pablic programs such as Medicaid
and State Children’s Health Insuranee Frograms, Froviders shomld also be enconraged
to clarify and publicize their insHtutonalfinaneial assistanee progranms thatare inendad
o escprnd access bo care for those withowut resources bo pay

ENACT A BORROWER’S SECURITY ACT

W roust protect consumers from decepive credit card termos and exorbitant inker-
st rates and fees, Fueked by steady deregulation of the industry, cred it card companies
increasingly charge encessive interest rates and fees, maldng it harder for families ©
get out of debt and bacl on the path to s=vings, Today there ate no legal bounds o the
amount of fees and interect cradit card companies can charge borrowers, In addition,
eredit card companies, unlile other lenders, are allbwed to change the terms on cards
at anyHme, for any reason, A= a resulf, cardhelders often borrow money under one s=t
of conditions and end up paying it bacle under a different set of condition s, We recom-
rend a Bormower's Security Aet that woul lim it these practices and restore the balance
of power in the lending relationship by prohibiting eredit card cormpanies from mising
a bormowars interect rabe based solely on payments to other creditors; requiring eredit
eard cormpanies o liwdt any interest rate inerease to fubure activity on the card ondy and
lire it the arnount by which inderest rates can be miced: requiring eredit card cornparndes
o instHtute 3 latepayTient grace period; and ratsing the raindraurs payThent requirernsnt
+o £ percent of a cardholder’s balance o curtall excesdive debtloads,
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berefits, as cormpared to 83 percard in 2000
See Kaiser Family Foandstion, “Ernplover
Health Berefits 2008 Annoal §orvey" Bxchibit
2.1, In 200 5,6%.4 percent of working age adults
had emplyment-tased health insurance, as
cormpared to 687 percent in 2000, See Faul
Fronstin, EBRT, “Soures of Fealth Insurance
and Characteristics of the Tnirsnred: A ralysis
of the Mamh 2 06 Curert Fopulation Suomey”
Izne Brief Mo. 288, October 2006,

- 9rhile progracce lite Medicaidand SCHIP
have offset some of the reduction in private
coverage in the past, public prograrms are no
longer exparding enoogh to compensate for
the decline in ermplyer-sponsored insurance.
SaeJohn Hokhanand Allison Cook, "Wy Did
the Murbe rof Tninsored Continne to Ineresss
in 2005 Taiser CommissiononMedicaidand
the Uninsured, Ootober 2008; Stephen Zuck
emnan and Allison Cook, “The Tole of Med-
iraidand SCHIT as anInsumnce Safety Met
Urban Institabe, August 21, 2008 Center on
Budget and Dolicy Priorities, "The Muamber of
Uninsured A rerivans isat an Al Tire High"
Angnst 28 2002; and Panl Pronstin, " Sources
of Health Insumnee and Charmcteristics of the
Uninsured: Anabysis of the March 2008 Cur
rent Population Surey" Issue Brief Mo, 284,
EERI, Ootober 2006,

10. Kaiser Pamily PonndationieHealthin

surance, "Update on Individm] Health Insur-
ance Revised Angust 2004, Aleo, it ks warth
roting that, deperding on the state, individaal
lealth insumnee policies can be priced differ
ertly for people of diffrent ages and health
statnses. Data on the cost of individms] health
insurarce i nsmlly dreswrn from actial insae-
arce policies and not their “sticker price If
sornecne chooses not to parchase individaal
lealth insurance after receiving a high price
quote, for exarnple, the price they were goobed



U112 Conses Burean, "Treome, Powerty
and Health Insurmne: Cowrage in the Uhited
States: 2005," August 2008,

12} fichels hi. Doty Jennifr 9. Edwards,
and Alyesa L. Hologren, “Seeing Red: Amerk
cans Drriven indo Debt by hedical Bill: Resalts
from a Mational Survey" The Commoreealth
Purd, Aagust 2005

13 ABC Mews, Faisar Family Poandation,
and TISA Today, "HealthCare in America 2008
Survey, Crotober 2008,

14 See The Access Project, “The Conse-
guences of Medical Debt: Evidencs frarm Thres
Cornroanities Pebroary 2008; Tavid 1T Hire
relstein, Blizabett Warren, Deborh Thorre,
and Steffie Woolhander, 'Illess and Injuryas
Cortributors to Bankroptoy Health Affaics
“ifeb Exclusive, Febrmry 2, 2005 Jessica H.
Iy and Peter |, Cunningbarn, “Toogh Trade
Offs: Medical Bills, Family Firarces and Ac-
cess o Care Center for Stodying Health Sy
ternChange, Issue Brief Mo, &5, June 2004;and
Michelle b, Droty, Jennifer 17, Edwards, and
Alysza L. Holmgren, “Seeing Fed: Americans
Drriven into Debt by Medical Bills: Resub=fmom
aMational Survey" The Coraroremeatth Pued,
Agiast 2005,

1% hfichalle hi. Doty Jennifer 19, Edwards,
and Alresa L. Holmgramm, “Seeing Red: Amerk
cans Drriven indo Debt by hedical Bill: Resalts
frorm a Mational Suney" The Comrooreealth
Fard, fugust 2005,

1% Catherine Hoffran, Diare Rowland, and
Elizabeth C. Harmel, "Medical Debt and Accass
to Fealth Care” Kaiser Carmmission on Mad-
iraidand the Uninsued, Sephember 2008,

Y David 11, Hirrreletein, Elizabeth, War
ren, Deborah Thorne, and Steffie Woolbander,
"Ilness and Injury as Contribators to Bank:
ptey”
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Health Affairs Web Exclasire, Pebroary 2,
2008,

1 Robert w. Seifert, ‘Home Sick: How
Medical Debt Undermires Housing Security"
The Arcess Project, Movernbar 2005,

1% Drawid 11, Hiroonalstei, Elizabeth War
ren, Debormh Thorne, and Steffie Woolbander,
"Mlress and Injury as Contributors to Bank
raptey! Health Affairs Web Exclasire, Febro-
ary 2, 3005,

2 Gary Churten, ot al. "Emplojer Health
Berefits: 2005 Anml Survey" HanryT . Kaiser
Farnily Fo unchtion, 2006,

2 pfitek M. Doty, fenrifer M. Edwards,
and Alyesa L. Holmgren, "Seeing Red: Ameri-
cans Drriven irdo Debt by hedical Bill: Resalts
from a Mational Survey” The Commmorswealth
Fund, Augast 2005,

2 For exarple, 40 pament of health cam

costs are incurred by 20 pereard of the popu-
lation. See Miadk W Stanton and Margaret
Lutlerord, “The High Corcerdmtion of 115,
Health Care Expendifures" Roclwille (WMD)
Agency for Healtheare Research and Qmlity;
2005, Fesearch in Action Issue 19, AHERG Pab,
Mo, 08-0080,

= ‘Tarnara Drat, "Strapped: Why Ameri-
ca's 20- and 20-Sorcethings Car't Get Ahead
Dioubleday, 2005,

% Stoven R. Machlin and Ma: W, Zods,
Vgt of Pocket Fealth Bipenses by Age and
Insurance Cowerage, United States, 2008"
Statistical Brief #126. May 2006, Agercy for
Healthrare Research and Qulity, Rockvilk,
WD, bt pfiwmrwnepsalug gowpapersst1 2.8
shatlze pdf

2'S'J‘\‘IJ.I:‘.'I'M.E' M. Doty, Tennikr M. BEdwards,
and Alyssa L. Holmogren, "Sesing Red: Ameri
cans D riven irdo Debt by Medical Billks: Results
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alMatibnal Survey," The Cornrmonmwealth
Fund, Angust 2008,

= ARG Mews, Kaiser Family Poundation,
and USA Today, "Health Care in Amarica 20068
Survey, Ootobar 2008,

P P T, Tu, “Rising Health Costs, Medi-
wal Debt ard Chronic Corditions," Center for
Studying Health Systern Clange, Issue Brief
Mo, &8, Septernber 2004,

2" bz Tradber, “Mast Fealth Sarings Ae-
conntsare Staying Eropty” San Prarciso Busi-
ness Tires, June 5 2008,

2. panlF mostinand Sara I, Collie, "Early
Experierce with High-Dedactibe and Cone
surper-Drriven Fealth Flans Pindings fromthe
EERLCornrronwealth Furd Consumerism in
Health Care $urvey EBRI Issue Brief Mo 288,
Decertber 2005,

2. fara E.Collins, Jennifer L. Kriss, Karen
Tavis, Mickelle M. Doty, and Alys L. Hol
rogrern, "Squeszed: Why Rising Bxposure to
Health Care Costs Threatens the Fealth and
Finarcial Well-Peing of American Farilies,"
The Cormonwealth Fund, Septernber 2008,

2L Healtheare Firarcial Management As-

sociation, "CDHC: Pirarcial Theat..or Cp-
portanity” Corsurer-Directed Health Care,
HERLA, Tuly 2005,

22 tpaWheare Firancial Manage et As-
sociation, "CDHC: Firarcial Theat..or Cp-
portanity" Corsurcer-Directed Health Care,
HENLA, July 2005,

8. Wirce Galloro, “Analyst Predicts Mo
BadTebt Alead Mode rnHealtbeare, Ootober
10,2008, Seealso Deriek D Peckins, "Revarp-
ing Upfrort Collections Can Keep Cash Flow-
ingMConsnrverDirseted HealthCare, HEMA,
Tady 200, Perkins predicts that the percentags

16 | Demos: & Hetworlfor Idess & detion

of hospital sdfpay midents will quadm-
pleto 20 percent soom,

' e Fhen Petters and Ron Like, "Get

Paid Mow: Enhanee four Hospital® Mar
gins by Collketing Co-paye and Dedoctibles
Health Leaders Media, Ootober 2008 Witress
Testironies from Melisa Jacoby and fmm
Mark Bakaving, A Review of Hospital Billing
ard Colkctions Practives” Subeomenittes on
Corersight and Inestigations, Fooss Comomi-
tee on Eremy and Cornmercs, June 24, 2004;
and The Access Projet, “The Consequenees of
Medical Debt: Evidencs from Thee Cornron
nibies February 2008,
8. Tulie A Jacob, “Credit to Your Practice:
Letting Patients Pay with Plastic” Ao Med.
Mews, Juby 20, 2002, %ee also Melissa B. Ja-
coby and Elizabeth Warren, “Beyond Hospital
M bebarior: An Alternative Account of Medi-
cal-Related Pinareisl Distress Marthorestern
Tlnive raity Lagr Tewiewr, Viol. 100, Ma2, 2008,

M'De]:omh Furewrich, Jeffrey Pottas, Rob-
ert Seifert, and Snmn Seager “Medical Drebt
ard Consurrer Credit Counseling Sarvices,”
Jonrnal of Health Care for the Door and Un-
derserved 15 (004): 335-348; Access Project,
“The Consequances of Medical Debt: Evidence
from Three Corarnnnities," Febrm oy 2002,

*7: \elisea B. Jacobyard Elizsbeth Warren,
"Beyond Hospital Mistehavior: An Altecrative
Apcourt of Medical Related Financil Dis-
tmes"" Mortberestern University Law Review,
Wal. 100, Ma. 2, 2006,

M'Forexample,umted]{ealﬂ\ Gronpstart
ed its ourn bardk, Bxante Firancial Services, 4o
sarvice Health Savings Avcounnts and recertlr
anrourced that it would offer consurersaline
of credit attached to their existing health ac-
count debit card Aetra and Bank of America
also recenfly introduced the "Unigue Astra
HealthyLiving Credit Card " See United Health



Press Release, "Integrated Health Card Wil
Give Corswmwers Allin-Cne Ames to Their
Health Care and Financial Irdormation,” Ax
gust 14, 2006 ard Aetna Press Releass, et
na And Bank Of America To Introdoce The
Ukique Aetna Healthy Living Credit Card
Mone rober 16, 2008, Also see Kelley M, Bafler,
“Health Cam Credit Cands Curb Costs, butIn
creass Debt," Eraplowes Benefit Mews, April 15,
2008,

2 i Stobbe, "Credit Card Agercy Cuts
Hospitals' Losses" The Chadotte Observer,
Tuly 11, 2003,

0 Lanil Costell, "Hespital Bills —- Bat
with Irderest; Mow Patients who Cant Pay, or
%o Hawe High Dedoctibles, Can Get Credit
Cards Specifically for Medical Cam. Bt the
Lates Can Reach 23%" Loz Angsles Times,
Decarmber 12, 2005, See also Melissa Jacoby,
“Hospital Bad Debt and Medical Credit Cards,"
Credit Slips, bt pafomrorne reditelips ongre red -
slip=2006/ T bospital bad de bl

. pora dtailed analysis of rsdlit card s,
e Gereral Accourting Office, “Increassd
Coroplexity in Rates and Fees Heightens Meed
for More Effective Disclosums to Consure
e Report to the Ranking Minority herber,
Terrcanent Subcornrnittee an Irsrestigations,
Cornrrittes on Hormeland Secudty and Gow
emmental Affaie, TIS. Serate, Septercber
2008,

42 pobert W, Seifert, "The Derand Side of
Finarcizl Explofatione The Case of Madical
Debt! Housing DolisyDebate 15:3 (2004),
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Appendix: Case Studies

Papggie £ — Tampa, Florida

Teggie lives with her hirband ard 16-ywar ald
daughter in Tampa, Plorids.  Although the
farndy's wady income exceeded $100,000 be-
fore Peggie fell ill, the farnily alrmost lost their
horee due to costly medical bills paid for with
cedit cards. TPeggie sufered two bouts of
brezst cancar in ane year with treat rerd span-
ning betwean Movernbe r 2008 and April 2005,
“Cver two years I had € surgeries, ending up
with adouble rastectorny and reconstruction,!
she explains. "All the money we had coming
inwent to pay medil bills, Hr antibicticsand
pain medications” While the redical teat-
reept cured her cancer, she was kft with over
$£0,000in redieal hills.

Teggie accuraibted these hills despite havieg
Leabth insnranes through her erplover Be-
canse she worked for 2 wery sralloganization,
Toweer, the insurmnce was a high-dednctible
plan purchased in the nonegronp market. Mast
of Peggiet bills sternred frora the high out-of
packet costs irnposed by her health plan: 208
corinsurance, ro drug cowrmge, and a $2500
deductible. The illress forced her to pay this
deductible thres times over three years, sach
tirne before she was abk to sk care: "Bebr
any of roy sungeries the hospital would check
with the ireurance cornpary, and mate sue
that my dedictible was paid. I not, Ihadto
pay it in full tefore the sungery!

Peggie also encourdersd unforeseen outof
netwark charges fir which her corinsurmnce
responshility ro= to 40%.  Although she
sought care & an in-retwords bospital some
of the doctors wading inthe bospital did ot
aveept her insurance o they ware tachnicalby
outof-retwork. Althoughher Mlnecswas hard
o cope with, Peggie fourd dealing with her
insurance cornpany o be even oore of ahead-
ache: "t one poirt I was o frostrated I wrote

1% | Dernos: & Networle for Ideas & detion

o the insurance company: "o are worss than
the cancer. T can ot out the cancer bt T hawe
o work o ith o

TPeggie and her hosband used up all of their
svings to pay for the medical care. Mewr
theless, their credit was theatened and their
honse almost wert into foreclosure due to left
over bills. They were only abk to pay off the
credit card delt after Deggie’s parents passed
aaray and laft her same money. Peggie mlates
that, “Cruring all of this we buried ry rother
ard father, ard only throogh the interitance
that I received from the mwere we able to leep
our hore and credit

David B. - University Heights, Ohio

Travid has had type-1 diabetes sinceage 11 —te
is row 45 years old  Cavid's diabetes and a
nuraber of oregoing miror health reeds neces-
sitate frequard trips to doctors and specialicts.
As a schoal peychologist, Tavid bas health
insurmree throogh his eroplover. Fe does not
have dental insumnce, howewer, Whik De
vid hasnt recently acamulated large medical
bills, the co-payrents for doctors’ visits am
firancially difficalt. ‘T bad to go througha
1ot of tests and seen 3 ot of diférent doctors
ard that's just wdditicnal co-pays each tire.
Basically, Fro ghing inde svings and ghing irdo
debt occasionally just to pay moy medical bk
The bills really add up aver the war: "adding
up even all my nedical expe neec, it's like clsa
o 2086 of oy gross incorne” David often de-
lays or discortinues care due to finarcial con-
siderations: “The time in-between my mgular
appointents with my disbetes specialist or
primaryear, I just don't goas often as I sap-
posed to...fand] I definitely discontinued treat-
reent of roy shonlderafter awhile just becanss I
couldr't afford i



“Withowt enoogh disposable incore to pay for
all of his medical costs omt-of-pochet, David
frequertly uses his credit card to charge co-
paymerts and other doctars’ bills. This past
wear, he was forced to see the dentist despite
lack of insurance coverage. He ended up put-
ting $1500 on his credit card to pay fora filling
and fixa brokentooth.

Affording prsciption medications has also
teen a chalkrge. David reflects that theres
only one cloie of insumnce companies
throngh his ermployer, and wet, "o far thee
hae been 3 different medications that T'we
been recommernded ar presoribed that are ot
on [the corpanys] forrmuboy and thas the
onlywayl can get thermisto payout of poclet”
Ore of thess medications costs §2 per day, ar
alroest $3000 par year. “[That] is 1% of my
gross mland” Davidesclaines.

Five years agy, David could no longer afford
to pay the roortgage and upleep on his hore,
=0 he sod it 4o pay off his credit card debt and
went back to renting, When money becomes
vary tight, David sometimes takes up a sscond
jobtohelp hira keep upwith ore going roedical

expenses.

Diane N, — Maryland Heights,
Missouri

Diare we urexpectedly hospitalizad for six
chys in July 2008 due o severe brorchitis.
Diespite having health insurance through her
hostand's ermployer, the family accorudated
o ® than #4000 in redical debt. Diare owes
ronch of this rooney due 4o co-payments and
a per person yearly deductible of $2500. To-
gether, Diare and her hustand earnmore than
7000 per year.  Buk with escalating insur
arce preminms and two grown danghter and
a grandehild they assidt finarcially, rorey is
tight. "T'rangrr becass we're paying so rmurh
for this health insnrance and we're getting, in
oy eyes, =0 litle back! Diare relates. T don't
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urderstand .1 dort thick our health cam is
that good here

Diare paysall of her medical bills on her ¢ redit
card. Because she s an accountant and book
ke par by profeszion, she makes sure fo pay off
her entire credit card balarce attheerd of each
ronth Albough she originally set op 2 $128
per roxnth payroent plnowith the hospital, Di-
are was forced to seale back her payments to
$20 for August and Septernber tabeep up with
Yer credit card bills. In August, she had been
able to meghtiate an almoet 20 0ds disconrd an
arehted doctorsbill, tut she hadto pay theen-
tire discourted balarce in full Driane paidthe
$542 20 with her debitoard, however this pay
rrent drained rach of the family's disposable
incore and they were urable to ksp up with
the original hoepital payrent plan. Althongh
Diare incmased her ronthly paywerts to $20
for the rest of 2008, the hospital contacted her
in Decerober and threatensd to sand the bill ta
collections if she didn't boost ber paymerntsto
$125. Forturately, Dine wasablk to negotiate
with the hoepital billing office to continue ac-
cepting $50 per month, which is affordable for
the famnily. Feflcting on her struggle o leep
up with her medical debt and credit card pay
merts Diane notes that, "“Youhave to rob Peter
4o payPaal, You have to go without sormething
el

Bacaus of these outstanding redicalbillsand
the prospect of more cost sharing, the family
delays care. "My hoshard needs 3 cobnoes-
copy" Diare explains. "His mother hadcarcer
whan she was younger than be is now, and ke
hias held off getting that dore besamse it'll cost
the $2500 deductible” Diare is also overde
for 3 rammogram screening: "I afraid that
[reer insarance] will not pay for it even thooght
it iz mpposad to pay 100" She tas everyright
to be fraid—they denied payrmert for 2 ream-
roogramnshe rece fred in Dece mber 2008, which
was only msolved after & months of concerted
salf-adwocacy. The insurance cornpary never
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paida cent; eventually the hospital just wrote
off the bill. Despite this victory, Diare shales
Terhead:"Tam weryticed of working o bardto
get the insnmnce cormpany to pay the claims
and keap the healtheare people at by

Domna and Grace W, — Greanfield,
Massachusetts

Donna'seHest danghter, & mee, was diagnosed
with Cerebral Palsy atage 1. Srace isnowsev
enyears od. Between 2001 and 2004, Grac
received nuremus Botox treatments to i
prove her mobility—the co-payment for sach
outpatient treatment was $500, which quickly
added up. Donna explains:"We had afinancial
Frain becanse she would reed to go in aboat
ewry four to five mordle, at ore point, for
tratrents" Grace also meeded lots of costly
durable medical equiproent, which was sorme-
tiroes pot cove red by insurance.

The farmily has mairtained redical incurmnes
through Danna's varions ermployers over ey
vears. Since 2007, Grace has also been coe
ered by CommorHealth, the Massachosetts
Madicaid program for disabled people. Befime
Grace qualified for CormmonHeatth, the famiby
was laft with raany outstanding rnedical Bills
that wem not covered by their health insor
arce. Donra and ber sponse melked ap cover
$20,000 in credit card debt to pay for Grees
adoption and redical car. "We typically paid
off the hospital and dectors" Donna reflects,
"but what happered was a kind of boormemeg
affct [whers] we ended op potting more on
crdit cards becanse we were leeping up with
the surgeons and the hospitals. We hadto go
into credit card debt to be able 40 beep things
rooving aboog for ber!

The lifestyle charge indaced by havinga child
with special needs was alsoa te rrific challenge,
"T' soreebody whits bept 3 good credit re-
cord.. bt when you have 3 child with special
needs, you think you hnow what's coming”
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Lonna sighs. "But there isnt any way to truly
T wihiat it's going to be like il yocre deal-
ingwithit ona day-to-daybasis" Donnabegan
wiorking part-tirme and took 2 rajor pay oot =0
she conld take care of Grace.

The fammily tried payment plns, bot dmined
their personal savings paying off the aeum-
lating bills. "The medical issues that would
core up with the co-payments and the de-
ductibles, and the dursble medical goods—it
just srowballed and it got way ahead of 1s10
the point where we knew, regmtfolly, what we
had todotoget tack antrack® Tnabk to keep
up, they declared bankraptey in 2003,

finge 2007, CorroonHealth has helped the
farnily to cover the bualk of Gracet medical
bills kft urcovered by their ircurarce. Madi
cal costs hawe still ace umulated, however and
they currently owe over $1000 in credit card
debt. Toaddinsalt to injury, althongh Donnat
spouset insnrance would be cheaper for the
whole farnily, her emplbaer does not recognize
same-sex marriage . The family is bredtoas-
cept irsurance fmom Donna's ernplower, which
costs avery expensive $1000 per month.
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Related Resources from Damos

THE FUTURE MIDDLE CLASS SERIES

+  African Americans, Latinos and
Ecoromic Cpportunity in the
21st Centary

Measuring the hiddk: Assessing
What It Takes to Be Middle Class

+ Millions to the Middk: Three
Strategies 4o Expard the Middle
Class

Molmde ADULT ECoMoMIcs SERIES
+  Higher and Higher Eduwation
+  DaycheckDarabysis
+  Generation Debt

+  TheHighCostof PuttingaRioof Crer
TorHead

+  AndBaby Mabes Brobe

PoLicy BRIEFMNG EOOK
FULEILLIMNG A MERIC A'S PRI SE-
Ideasto Expand Cpportunityand
Fevitalize Cur Derooe mey

Eoons

STRATPED: %hy Armerica's20- and 30-
Sormethings Cant Get Ahead (Doubleday
2006), By Tarnara Drant

Irequality Matters: The & rosring Beonirnic
Divick in America andTte Poisonos Cones-
quences (Mew Precs 2008), Edited By James
Lamrer & Cavid &, Smaith

2 | Dermos: & Networle for Ideas & detion

BoRposw 4@ To WAKE BuDs MEET
SERIES

UPDATED FOR 2007

+  Borrowing to habe Ends heet:
The Growth of Credit Card Drebt
inthe 0=

- CostlyCredit: african Areri
careand Latinoe in Detd

» A House of Cards Fefinancing
the American Deam

+  Retiring in the Bed: The Gmwrth
of Debt A rong Older Arericans

+  {Feneration Broke: The Growth of
Debt Among foangr Americans

+  Home Insecurity: How ‘Wide
spread Apprisal Frand Puts Ho-
rrecurres AtRisk

MEW IN 2007

> Borrowing to Stay Healthy How
Credit Card Delt I Rekted to
Medical B pensas

«  Uncovering America’s  Middle
Class Who' In Who's Out and
Who's Barely Hoding O

+  WhoTays? The Winrers andLos-
e of Credit Cand Deegulbtion

» Inthe Red or In the Black? Une
derstanding  the Delatibrship
‘betusesn Fousahold Debtand As-
sats

CONTACT

Wisit wrarer deroos.org fo sign apdar aur
rrondhly Aronnd the Kitehan Table e-reors-
journal and dowrnload meearch mports,
analysis and corome ndany from the Boonormic
Cpportanity Program

Tamara Dirant, Director
Econornic Opportandty Program
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Related Resources from The Access Project

LRETORTS

EBankraptcyis the Tip of 2 Medical Debt
Iezberg (Febraary 2006)
By Bob Sffer £ Ard Adtc Baduving

‘This article from aHealth Affaies web ax-
clusive rraintains that due to the increasing
problrmof arderinmranee, sirply coant-
ing the nuraber of people who Ik health
insurance is oo longer a sifficient reacker for
roonitoring inpmovenents in healthaccess,

Losing Ground: Eroding Health Insarance
Coverage Leaves Fansas Farmers with
IMedical Debt [August 2006)

By Willfam Lotiem, Robert Seifert, and Manoy
Frhn

This wpart intredies s data colleeted in col-
laborationerith the Iansas Farme rs Union
Tt docurents howr farm famndilies with health
insurarce am valre @bk to medical debt due
o increasedcost-sharing,

Tlaying by the Rules but Losing: How BMedi-
cal Drelbt Threatens Kans ans’ Healtheare
Access and Pinancial Secarity  anuary
200E)

By Carol Prwwr and Juffrey Protias

Tking data from a surey of over 1,000 people
at four Cornonnnity Health Centers across
Karsas, this report reveals that rmedical delbt
iz growing problem thm ngho ot the state,
and belies the roorth that health insuance
abvays provides adequate financial protection
from debt,

Horne Sids How Medical D ebt Undermines
Housing §ecurity (Moveraber 2005)

By Robert Suffert

Based on a survey of 1,700 low- and moderate-
incore taxpayers in seven cities, this re port
reveals that redical debt can contribute o
howsing problemns andother financial woes for
both the insured and wnireured.

The Cons equences of Medical Debt: Evi-
dence froam Three Cornmanities (Febroary
2003

By The Aooess Profoat

This e part docurnerts the parsonal effects
of medical debt, both financisl and health
access, throngh inte rriews with individaals in
Tlinnis, Florids, and Virginia.

Paying for Health Care When You're Unin-
sred: How Madh Support Does the Safety
Net Offer? (JTanuary 2003)

By The Aooess Profoat

Based ona snrvey of almeost 7000 wninsuced
peopke in 18 states, this report finds that
uninsned patients face great diffiedltissin
paying for care even atsafety-net health care
institations.

SERVICE

Doyouhave nnaffordable e dical bills?
Health care experses can be a sonme of finan-
cil stess andansiety, it ther are steps that
woncan take to deal with thern.

The Accss Projed wants to help you! We
provide free custornized coaching sessions

o people who have redical debt 4o help
thern negotiate with ircnrance companies,
tozpitals, andother health cam providers for
fee redictiones, affordable paymeert plans, and
fairer t reatreert.

Cort act: Andrew Coben, Cormrnnnity Re-
search Coordinatar, Medical B Megotiation
Program

Erutl: acohen@accespmiectory Fhone 617
SEL-00] 12230
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PERSPECTIVE:

BANKRUPTCY

PERSPECTIVE

Bankruptcy Is The Tip Of A Medical-Debt

Iceberg

Tracking the number of uninsured Americans is only part of the story:
How many insured Americans incur medical debt that deters them

from seeking care?

by Rebert W. Seifert and Mark Rukavina

ABSTRACT: Medical bankruptey, whatever its actual frequency, is an extreme example of a
much broader phenomenon. Medical debt is surprisingly common, affecting about twenty-
nine million nonelderly adult Americans, with and without health insurance. The presence
of medical debt, even for the insured, appears to create health care access barriers akin to
those faced by the uninsured. Policymakers, researchers, and medical providers should
consider medical debt a risk factor for reduced health access and poorer health status.
Simply reducing the number of uninsured Americans would be a holiow policy victory if the
problems arising from medical debt persist. [Health Affairs 25 (2008): w83-wS2 (pub-
lished cnline 28 February 2008; 10.1377 /hithaff.25.w89)]

AVID DRANOVE ANXD Michael
D Millenson agree with David
Himmelstein and his colleagues on
ane essential point: that illness and bank-
ruptey are a “genuine human tragedy.™ They
differ on the degree to which the financial
burden of illness conrributes to bankruptey
and, therefore, on policy remedies to alleviate
the problem. Their debate also illuminares an
intersection hetween personal finances and
the health care system that has much broader
implications. Our contention is that perva-
sive medical debt hinders access to health
care tor millions of Americans and should be
considered a risk factor, akin to lacking
health insurance, when one is designing poli-
cles to improve access.
Bankruptey is the extreme example of fi-
nancial overextension, as medical bankruptey

Robert Se
Mark Rukavina is its ex:
impirove health and health care access.

is at the extreme end of the spectrum of medi-
cal debt. Whatever the level of inedical bank-
ruptey, the actual problem is much greater
because medical debt, as is becomning increas-
ingly apparent, is pervasive and damaging not
anly to personal finances bur ta health care ac-
cess as well.

While health care is an important part of
the U.S. economy and a viral service, access to
care is by no means universal. For many Ameri-
cans, health insurance coverage is elusive,
making it difficult to access health care ser-
vices. Berween 2000 and 2004, the number of
Americans without health insurance increased
by six million, reaching 45.8 million in 2004.2

Given health care cost trends, it is likely
that the ranks of the uninsured will continue
to grow. Health insurance premiums increased
73 percent between 2000 and 2005, while

vt (rseifert@accessproject.org) is the policy director of the Access Project in Boston, Massachusetts.
direcior. The Access Project is a vesource center for local commumitics working to
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workers” wages increased 15 percent and the
general rate of inflation was approximately 14
percent.’ For Americans with health insur-
ance, the vast majority have employment-
based coverage, although the proportion of
workers receiving coverage through their em-
ployment is falling. Approximately 60 percent
of Americans received coverage through the
workplace in 2004, a decrease from 64 percent
in 20004

The average worker with employment-

with private insurance reporting substantial
problems paying their medical bills.

The Access Project has done community-
based research around the country; its find-
ings are similar to these national survey data. A
2000 study conducted in twenty-four commu-
nities found that almost half of the nearly 7,000
uninsured respondents had unpaid bills or
wete in debt to a particular safery-net facility
in their community® The Access Project’s
2005 study of low-income taxpayers in seven

based coverage paid premi-
ums of $2,713 for family cover-
age in 2003, an increase of
$1,094 since 2000. As premi-
ums are rising, employees face
additional cost burdens from
deductibles and copayments
for hospitalization, office vis-
its, and prescription drugs.?

“The care-seeking
behavior of privately
insured adults with
medical debt is like
that of uninsured
people.”

communities again found that
46 percent had medical debr.”

Thke problem of medical
debt also plagues middle-
income Anericans. Fully half
of those with private insur-
ance and medical debt had
household incomes of more
than $40,000; among this

Health insurance premi-
ums and out-of-pocket costs capture only part
of the true cost of health care for many 1.8
families, however. The full financial burden of
health care must also take into account medi-
cal debt or money owed for medical products
O services.

B Medical debt adds to the financial
burden of premiums and cost sharing.
Medical debt is surprisingly common. A recent
national survey found that one out of six
nonelderly adults—about twenty-nine million
people—had recent or accrued medical debt.®
The risk of medical debt is greater for people
without health insurance, but even those who
are insured are not inmune; 15 percent of
those who had insurance for all of the past
twelve months reported having medical debt,
and 70 percent of all those with debt said that
they were insured at the time the debt was in-
curred.” Many of these people could be charac-
terized as “underinsured™—nominally covered
bur inadecuately protected ?

Another national survey found more than
fifry-eight million U.S. adults at high risk of in-
cwrring medical bills they might not be able ro
atford? This figure included more than forey
million adults who were uninsured for all or
part of the previous year and 17.6 million adults

group, one-third were college
graduates or had postgraduate educations.?

B Medical debt is a barrier to access.
Analyses of access to care often compare in-
sured and uninsured groups; however, it ap-
pears that the care-seeking behavior of pri-
vately insured adults with medical debt is
much more like that of uninsured people. On a
number of standard access measures, respon-
dents to a national survey reported that medi-
cal debt, even among insured people with a
“medical home,” presents nearly as high a bar-
rier to access as having no insurance at all.”

People with medical debt—both uninsured
and those with private insurance—are much
Jess likely than those without debt to fill a pre-
scription, see a specialist when needed, or visit
a doctor or clinic for 4 medical problem, and
they are more likely to skip a needed test,
treatment, or follow-up In a recent study,
just over one-quarter of those with medical
debr said that they changed primary care doc-
tors because of the money they owed for care
Among uninsured people who owed money to
a safety-net provider, one-guarter said thar
they would be deterred from secking care ar
that facility in the future

Many of the reasons tor forgoing needed
care because of debt are selt-imposed: pride,

Woo

28 February 2006
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embarrassment, or simply the reluctance to
add to one’s debt burden. Other reasons,
though, are imposed from outside. Providers,
for example, might require a deposit or full
payment in advance from patients who owe
for past services. Some have policies to refuse
services outright-—sometimes to all family
members—until past-due bills are paid 7 And
many hospitals use aggressive, punitive debt
collection practices, including outside collec-
tion agencies and lawsuits, that might serve to

B implications and recommendations.
The annual estimate of uninsured Americans
has long been seen as a reliable proxy for the
state of health care access. This simple mea-
sure would allow us to claim victory when
(and if) new policies succeed in reducing the
number of uninsured Americans. That victory
will be 2 ineaningless one, however, if we dis-
regard the access barriers faced by the under-
insured and those with imedical debt.

Recent research findings cry out for new

deter patients from seeking
further care if they are unable
to pay promptly®

B Financial conse-
quences of medical debt.
The consecuences of medical
debr ripple far heyond health
care access. Medical debt un-

“it is clear that even
before it pushes
some families to the
crisis of bankruptey,
medical debt

measures o assess how well
our country is addressing the
health care access issue. It is
now documented that medi-
cal debt resulting from being
uninsured or having inade-
quare insurance reduces ac-
cess to care and undermines

dermines famili destabilizes the be f | ¢
ermines families’ economic the tinancial security o
o . : finances of a sizable e y.e
security in various ways. Of- f American families. Thus, this
ten, families exhaust savings number o debt is, in itself, a risk factor
Americans.”

trying to pay oft medical debr.

tor reduced access and poorer
healch status.

One national survey found
that 44 percent of those with
medical debt used all or most of their savings
to pay outstanding medical bills. Families also
trade medical debt off for other types of debt.
In the same survey, one in five medical debtors
took on large credit card debt or a loan against
their home to pay medical bills.”” These debts
can also be contagious. About two in five peo-
ple with medical debt in an Access Project
study in Kansas borrowed money from friends
or family to pay their medical bills*

People with medical debt are often subject
to legal judgments, wage garnishment, attach-
ment of assets including bank accounts, or
liens on their homes, which can lead to foreclo-
sure 2! It is typical for people with medical
debt to be contacted by collection agencies,
experience employment problems, and have
difficulties accessing loans or credit.® It is
clear that even before it pushes some families
to the crisis of bankruptey, medical debt
destabilizes the finances of a sizable munber of
Americans and thus creates strong incentives
not to seek needed medical care.

Policymakers, researchers,
and medical providers should all be encour-
aged to focus attention on this risk facror. Fi-
nancial protection must be a tenet of healch in-
surance. Insurance products that require
patients to pay more and more of the cost of
their care throngh higher deductibles and
copayments must take into account the in-
come of patients in setting cost-sharing lim-
its. Requiring additional costs to be borne by
the patient will likely have a detrimental effect
on access, particularly for those with chronic
illnesses, although low-wage workers and
even middle-income families may be at risk as
well.

To truly improve health care access for
Americans, it iz time to expand our policy vo-
cabulary beyond insurance coverage and begin
to examine the adequacy of that coverage in
ensuring health access and improving health
status and financial securiry.

HEALTH AFFAIRS - Web Exclusive
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The Access Project {TAP) hay served as a resource cenber fod bocsl communitees.
working 1o improwe healtl and haslthcans scceis tnce 1998 The minon of TAP i
b strengihen community sction prosmote sorisl change, and improve fealth, espe-
ially for thave who ate manl wilnecatile. TAP (ond ity Wction h
in conjunction weth kocal lesders to improve the: quality of sslevant information
needed 1o change the haalth iyiterm. TAPS fiscal spason is Thind Secior New
England, a non-profit with mose than 40 years of expevience i public and com-
municy health progecis TAP i aMiisted with The Heller Shool Tor Secul Pabcy and
Masagemant at Branceis University.

The Access Project

. 8% South Street, Suite 404
Boston, MA 02111
(817) 6549911
Fax: (617} &54-5r222
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Executive Summary

coiis 10 health care depends 10 a great degres on the abality 1o pay for it, sithar with

Irsuranoe of ot of one's own pocker, Even when unirduned pecple of thase with inadequate

irsurance ane abbe to get care, They sy recihod a bill for iLwhich can subsequenthy wresk
havoc in the form of excessive debt, damaged credit and other financial misfortune. This report is.
about how madical debs affects one important aspect of peoplo’s wes—thelr housing situation.

‘We surveyed nearfy 1,700 kow and moderate incoms people in seven locations® who were filing

Inspoemvi Tan Assiseancs [VITA) ies. Many wese eligibla 1o claim tha fed-

eral Earneed Income Tax Credit. Nearly half of these respondents reported having medical debt.

Key Findings

The survey shows important connections
lbatwan medical debt and sigrificant fnancial
hardships:

Heuning problemi were fomman
More than one-quarter of respondents with
detit said houting problems resulted fram the
dibt. Problems included:

= the inability to gquality for & mortgeg

= the inability to make rent or morigage
payments

= being tumed down from renting a home

= bing forced 1o mave 1o less expentive
housing.

In addiftion, some people sakd they have been
evicted of were naw homeleis becaue of
meedical debt.

These indings establish medical debt s a
barriar 1o Impariant elements of eLonomi;
advancement. namely asset development and
haousing security. Respondents in all racial and
ethnic categaries, a3 well as o1l i catego-
thes capiumed in the sureey, were substantially
alfected,

Prevalence of Medical Dbt
Ao debiride it Dot
AW Medcal Dbt
A
LERT ]
Bl erediit wead & freguiend result af medical debit

Our survey found that most people did not
krow wiviether their medical debi was an their
credit repaorts, but of those who did know,
thees i five faid i1 had damaged their credin,
Damaged credit affects people’s ability to
BECLIPE B MGTIGAGE OF 10 FENT an agartment. i
may abso be a barier to employment and auto
of home insurance, and has othes repenius-
shones as well, The effects of damaged credit
lingar: & delingquent 3ccount can remain on a
credit repart for seven years.
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Respendents whose medcal debag appeated
on thelr credit reports were twice as likely 1o
wxpariende housing peoblems as those whose
credit reports did not include medical debt.
Respondents with medical debt whe are not
wel aware of their credit status are likely 1o find
thair credit hurt—an unwelcome surprise when
1rying to by a home or stceds ather oredit.

One out of six respondents
with medical debts less than
$£500 said that the debt had
harmed their credit

Undice marry othes types of debe, medical debt
udually can enly hasm a credit rating, not hilp
it When madicsl providers and thedr collection
agents report debt to oredit bureaus, they typi-
cally only do 5o wisen payments hive nor been
made, This negative-only treatmant of medical
el is all the mane inequitable because it iy
one of the few types of debt that s imval-
uritstily acquired. Thus this “sccidental deba,”
even if relatively small, essentially acts as a
sickness thx—aon tap ol the bk themsalves
and posashle lost employ i by
darnaging credit,

Matatively sl detin had far-raaching sffect
One cut of siz respondents with medical debls
less than S500 gaid that the debt had harmed
thelr credit. Twedve percent of resp

Privaalenca of Housing Probiems

]
Py
.h
P Fiinarg
Firm

g o — R

The financial pressure that these howsing and
economic disadvantages create seems out of
proportion to the modest beved of debt that
brings tham cn. Adding 10 this pressune i
the additional finding that housing problems
become more likely as medical debt linges.

Heshh indurande did nog [l |hl:"l'.lll,'||'l
profecten

The respondents with medical debt in our sur-
way more often than not had health insurance
at the time the debt wad incurred. One out of
five respondents who had health insurance
wakd] thedr medical debt had bed 1o housing
problema, Though the lack of health insurance
put people at great risk for medicsl debr and
Its consequences, those with insurance were
by N means immune. Peaple with insurance,
particularty those who can be considered
“underiniured,” sre reiponsile for increas-
Ing shares of the health care costs, through
deductibles and copaymants, of thicugh cut-
right payment for uncovered services. That
Pealth irfuranos seerms nor 1o have served it
Fund, o My survey respon-

with this bevel of debt reported having hous-
ing problems.

mmmmnm.m
policy arens.
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Past Research

This Large scale survey of ke snd moderate income, working age sdults verilies a cenral finding of
a number of recent studies by the Commaonwealth Fund, the Kalser Family Foundation, The Access
Project and athers: medical deb |5 2 commaon phenamenon. & vidiety of nationsl susveys found

significant levels of medical debt, especially among low income people, those under 65 years old,
and those without health insurance (though a majority of adults with medical debt problems were
insured at the time the debt was incurred), Effects of the debts included limited access ta health

care, inabiliny 12 aviregs and purchase basic , collestion sctiens juch as wage
garnishment and hame kens, personal bankuptcy and. in the extrense. incanceratian.

Community-based research that The Access Project and others have done had comparabile findings.
In gxpdoring the extent and consequences of medical debt. The Access Project and its local partners
heard recurring anectoes sbout medical debit scting as a basrier 1o hame awnership. The desie to
investigate this questian more tharoughly gave rise 1o this study.

Areas for Palicy Recommendations
Medical Praviders Likelihood of @ Housing Problem i1
Medical providers can contribute to sohing

the problem by reducing the amount of medi-

cal debit they create and changing practices,
the effects of which caicade ima additianal

financial defficudties. Actions might include
instinuting reasonable billing and collection

e W=

= ¥ 8

N oF Fmagriueny o Mt [t Aoy

RIET e TR S

practices and adequately =T, it
To eligibiity in public insurance programs, in

addition, oiher types of providers (such as doc-

Tars offices, medical Labs, ambulance servioes) to the same degree as those without, calls into

have not been held to account on this lsue to Jurstian the adequacy of some insurance in
the same extent as hospitals, Further seruting PUIRING 115 peimary purpese: protecting the

and garding p [ d from financial catastrophe. Standards
ships with collection agents, lenders, and far adequane coverage. including cout sharing
coedit buresus would being focus 1o additional  Obligations that are peop ate to family
policy solutiom. Ircemses, might b exploned, as well as pro-

grams 1o provide benefits to the communities
ingurery i which insures oporate.

That people with health insurance ane aflected
by medical debt and its consequences abment
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Furthar research is alia meeded 1o understand
the relative influences of variout shortoom-
ings in haalth insurance—ascessively high
dedurtibles, breaks in coverage, incavered
sarvices—on madical debt and resulting prob-
lems, Knowledge of this sort will help policy
makers determing how standards for adequate
coversge could be 11, 10 that the purpose of
haalth insurance as finandial protection might
b restaned and maintained.

Lenders and AMsted Organdiations

LLendars mighit reasonably be asked to develop
wxplicit policies for segregating medical debiy
In considering an applicant’s eligibility for
eredit. bt this presusmes that medical debr iy
readily identifiable as such on a creda report.
Glven the atypical natune of medical debt and
the commonly expressed policy to treat it
differently, cne might question the need for
haalth case providers 1o repart these debts 1o
credit buresus at all_Lenders, credifton, credit
bureaus and regulatca should conslder ways
1o prevent medical debt from ever tamishing a
crwdit record, inluding rubes 1o prohilin medi-
cal providers and theis agents from repedting
mepdical debt to credit agencies.

If there is a more vulnerable
circumstance for a person

to be in than being ill, it is
probably to beill and in debt

Conclusion

If thare s a more walnerable circumatandce fora
perscn to be inthan being (11,8 i prebabdy 10
be ill and in debit. This report has shown that
wuch vulnarabality i net ran among our survey
respondents. To compound this, medical debt
alten results in housing and ceadit peoblems,
wehilch in tam may bring about fusther crip-
pling financial difficulties,

Repairing the health care system—comirol-
ling coats, improving quality, ensising sccess
and elminating disparities—Is a challenge of
rstions scope that has, 1o date, Been mad-
deningly elusive. Smaller victories are achiew
abile, howver, One place 1o look |5 sliminating
the financlal penalty imposed on people for
qetting sick Remedies—on the part of palicy
makers, medical providers, insurers and lend-
ery=—ar# at hand Al that b needed is action.
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Introduction

g numbers of winsured and | 4 people in the United

m-mmﬂm iiﬂmmﬁmmmhmmm
facilities are availsble to provide care o those withow! the means to pay for it 3o that no one need
go entinely withaut health care serdoes,

mn n mmmmﬂﬂmmlmqwmu Mulwwmmw

This baliel i false. A large body of evidence has established that scoess to health cate depends 1o
& great degres on the ability 16 pay for it either with imsurance of out of ore’s awn poacket. This
research has brought to light ancther ¢ quance of this aven when people are able to
et cane, They usualy receive 2 bill Tos (L which can wreak subiequent havos on their inances and
access to health care. Those bills, and their affects on people's lives, are the subjects of this report.

Tha Access Praject 1is bev ssplorion the Even relatively small

issue of medical debt For severs] yests, since

the lssus emerged thiough same of its cam- amounts of debt—5500 or
munity-based resestch a3 a significant but .
B s Sarier 40 e coor less—created housing

Further examination expased ugnificant finan-  problems for substantial

cial consaquences of the debt as wall s A% the

same Hime, Comemunity organizations across numbers of people

thie country are engaged in these issues ot the

local and regional levels through thelr healih Findirigs from the survey cormaboraste eslier
e advocacy, stonemie Improvement sad regearch on the scope and effects of medical
commaunity organizing activities. The Access debt.

Project has joined foeces with a number of

these groaps—~&CORMN chapters in Bridgeport, Mewly hall of the 1,692 wurvey respondents
CT; Pravidence, 7, Atlanta, GA and Phoenix, AZ; %48 they had medical debit, and debt was

The United Way of Palm Beach County, FL; 1SED feportid 1o 8 roughly squhvalent extent
Veritures In Des Moines, LA; the Community among 2 ethnic categories and all income
mplﬂ,hﬂﬂr'rtﬂ-l.mmlhlflﬂbﬁfm Flﬂﬂ:mhﬂ“mmwﬂlﬂ
Health Law Studies at the 51 Louis University roveal a previously unexplofed consequente

School of Law, MO—1a produce this report, ol midical debt—1ihat 0 aflects low-intoms
which i based on surveys conducted in sight  families” efforts to own, rent, or maintain their
commanities. homes.
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O by Firydinags. il

= More than a quarter of respondents with
Fedical disbt sakd That the debn resulted in
housing problems such as the inability to
qualify for & mortgage, ta make medtgage
or rent payments, of o securs of maintain a
home.

= Respondents whose medical debits appeared
an thilf credin reports weee Twice as likely 1o
experience housing problems as those whose:
eridin repadts. did not indude medical debis

= Even relatherly small amounts of debe—5500

of less—oreated housing probléms for sub-
stantial rumbers of people.

+ Having health insurance did rot suffcienty
protect many famibes from efther medical
diatit of tha reutting credit and housing prob-
lema.

+ Madlical debd ts “sccidental debit” that cre-
ales a cascade of consequences that ullimate-
Iy lireit tha albility of faniles with moderate
Incomes 1o have a secure place to lve.

Thee first section of the report describes past
respatch om medical debt and Its ConsRqUEnNCEL.
Succeeding secbions describe the survey, the
survry findings, implications of those findings,
aned suggested areas for policy thanges that
could mitigats hosising probiemns relabed 1o
misdicsl debt

PERSONAL ACCOUNT
The price ol bad |uck: chronic iliness leads to job low, debt, eviction




171

What We Knew:

Past Research on Medical Debt

edical debin s money owed for madical services of products, such as hoapital of physi:

clan's care. prescription drugs and ambulance services. It may be money owed directly

£ the pecvidier of the sendoe, 1o an agent of the provider, or to another source (such as
# coedit cand or other lender) that may have been used to pay a bill, The debt isell may represent
an entine bill or pust the pestion for which an Indivdual s responsible, such a5 a copayment or
deductible for & service that i covered by insurance, What is common sbout medical debt i that it
iy umually rvoluntarily scquired in pursuit of a service on which a person's witll being [and vome-

i lifie) deparsds, it is usually nat plannad far and 8 i wid

United Seates.

Although uninsured people
are the most obvious
victims of medical debt,
people with health insurance

are also at risk

This section of the report sets the context for
the mew information, particularly conderning

howing consequences of medical debt. which
we have discovered lram our susvey.

Prevabencn e Medical Dabt
Mumercus studies have confirmed that &
large portien of the pogulation of the United
State esperiences medical debt. These stud-
lirs loked a1 the issue both natiorally and
Iocally, and the findings are conslstent. The
Commaonwealth Fund's 2003 Biennial Health
Insurance Survey reported that, naticnally,
about a third {(33%} of adults under age &5
had a medical bl problem (unable to pay &
il contacted by a collection agancy about a
meedical b or had to change way of life sig-
nificantly to pay madical bills) in the past 12

d scross the al the

modthd, snd that one in s [ 16%) had recent
or acorued meedical debs. Overall, two in five
[41%) nan-eldery adidts had recent medical
bill problems or accrued medical debt.

Thir numibser grows to thees in five (60%] for
peogle who were winsured a1 any tme dusing
the past year® Another recent survey found
ehat ane American in five (21%) had a medical
bill currenely overdises Ciher naticnal surveys,
witille not &8 detailed on the matter of medical
hbit, found similar numbers of people report-
ing difficuley paying medical bills."

At the community bevel, Access Project
resgarch has found a comparable bevel of mad-
ical debt. In a survey of uninsured people in 24
commumnities, 80 percent of respondents said
they needed help paying their medical bills,
and nearly half {46%) reported having unpaid
bills o being in debt to the facility where
thery received care® Another study found that
miaity 40 percent ol households seeking eradit
counseling services at an agency in Forida
reported That & medical event confributed 1o
thadr debt problems.*
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Characteristicy of People wilh Medical Dabit
The widespread incldence of medical dett
make it unsurprising that, while maore vul-
naerabile groups are mare likely 1o expeience
merdical deb, all economic and demographic
mnmmmmm
halt [44%} of adults with incomes up to twice
i bederal povery level had medical bill oe
debt problems, almost a third (29%] of adults
with higher incomes also reported such prob-
lerra. About half (52%] of African Americans
and a thied (34%] of Latineds had debt prob-
ler, but so did neatly a thisd (28%; of Whites.
Mare than two in frve [43%] adults in pooeer
haalth had bill and debt problems, but almost
a quarter (23%] of the healthiest people did
a5 well. Arnd a3 mentioned earlier, three-fifths
of people who had been without health irsu-
ance 4t any time in the past year had medi-
call bill and debt prablems, but a substantisl
percentage of people wha were continucusly
insured (15%] did teo."

AMlihough uninsused people are the most
obwvious victims of medical debt. people

with heahh insurande are alio s risk The
Commaonwealth Fund stwdy found that a
magarity (629%) of non-elderly adults with
meedical bl or deit problems were insuned

&1 1he time the bl was incusred.' That find-
ing cally attention 1o the grawing problem aof
health ingurance that does not il s ceniral
purpase; 1o shelter the insured person from
wngedsive financial risk.
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Tha inceeasing promansnce of health plars that
require greater contributions from individuats
throwgh higher deductibles and copayments
imeeans that more insured pecple—particularly
those at the bower end of the income
spectrum—will face financial burdens that do
nat differ greatly from tharse Lecing the unin-
simred,

A recenl study conservatively estimated that
there were about 16 million “underinsured”
adulrs in 2000, in additien to the 45 million
uninsured. The access, care, and financial expe-
thences of the urderimured wene mare similar
to those of the undnsured than to those with
adequste insurance coverage. U The insde-
quacy of insurance coverage is another theme
ol this study, a5 will be discussed Liver in this
report.

EMpets of Madical Dokl
Peogle with medical debt experience effects in
teimns of Both their acoess to health care and
thelr financial well-being Nabonally, pecple
with medical debt are mich mane Moely than
Those without to skip a medical trestment ar
Tedlow-up; and less likely to fill a prescription,
see a speclalist when needed, or see a doctor
whan having a medical problem 4 Three out
of five (60%) people whose medical debt con-
tributed to their need 1o file bankiupicy went
withaut & nesded doctar of dentist visit and
half failed to fill a prescription.=

Past commanity reseasch that The Access
Project had done with local patrens Sup-
ports these findings. In a survey of

peogle in 24 communities, rearly one-quarter
of people with unpald bills said the debes
weculd deter tham from seeking cane at the
same lacility in the future.™ In a study of
poople with medical dabt in twe communities
in Massachusetts, about thiee-quarters [T1%)

al respondents who delayed getting care
beciuie of debt said it was bacsute They were
uncombortable about the bills, 30 percent sakd
they wene saked to pay up front and 14 per-
cent sakd they were denbed care altogether 't

The gamut of financial effects of medical debt
Fumns froim nutsande (o nightmade. it i typlcal
for a person owing monay for medical bills 1o
hear from a collection sgency; 21 percent of aif
non-eiderly adults in the Commoneeaith
Fund susvey had been contacted by collection
Igmn.lbnl.llrudh:i bifls in the patt year.'s
Some debt counselors condider medical pro-
widers bo be among the mast agaresiive ool
lectors. ™ Medical debt alio inhibits prople’s
ability to sccumulate savings ard 1o purchase
basic necessities food, heal. rent, telephane
BV T Mereaver, the consequendes of
medical debl sometimes extend sven funher,
People who owe medical bills oftan find them-
setves in court and subsequently subject to
legal judgmants that might include wage gar-
mishement snd liens an their hames, sametimes
leading to forechosure ! In same cages, fadure
to comply with court ardered repayment plans
have actuatly landed medical debbors in jasl 7
Arl medical experses or lost incame due to
\llmess or injury are factors in about half of
all personal bankrugtees, about two millicn
people per yeas i
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Whars Nean: Motivatson foe This Siudy

In explosing the extent and comeguences of
msedical debt with its local partnass ancund the
country, Access Project staff have frequently
heard about these consequences of medical
debit. Anather consequence was alio com-
meandy related: that medical debt was a bar-

as well it prasents a sevicus challenge both 1o
people who work hard to provide for thelr fam-
s and improsd thielr economé: standing—
home cwnership b a major engine of wealth
acoumukaticn for maddie class families—and
to policy makers who want fo strengihen com-
munities by peomating such behavioe The

ihef fo home i bestause it pe d
people frem qualifying for meatgages. if this bs,
in fact, & comemon phenomenon. and If medical
dabt contributes to other housing difficuliies

PERSONAL ACCOUNT

incler of this report explones bow medical
debt influences familles’ housing and overall
economic stability.

Madical bills build barrier to home-buying
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he surveys were conducted in sight cities: Atlanta, GA; Des Moines, 1A; Bridgeport, CT;
Phaenix, AZM Providence, RL 5t Lowis, MO; Tulsa, OK; and West Palm Beach, FL. The primary

wenues for conducting the surveys were Yol

Imcomee Tax Assi

ce [VITA] sites either

run by of assockated with the local research partner pasticipating in this progect. WITA peograms
offer free tax help 10 peapbe whose incomes were $36,000 or bexs in 2004 They are generally locat-
od at commandty and nesghbornood centers, libraries, schools, shopping malls and cther conve-
nbent bocatians. bn some instances (51 Louls, Des Moines, Tulss snd West Palm Beach), surveys were
done at mors than ans WITA site. In four sites (Atlanta, Bridgeport. Phoends and Providence), fleld
oeganipess for ACORN—the local resesrch partner in these locations—aonducted same surviys by
going door-to-door in the community. [All of the Atlanta surveys were collected in thes fashion ) The
surveys not collected at VITA ties have been excluded from the aggregate data reparted hene, and
‘the analysis of the aggregate data that follows encompasses seven of the eight dties. The section
that repoats ime-specidic findings inchudes all of the data,

The survey was conducted between January
and Apail J005 using a writhen quastionnaie
developed by The Acoess Project and the local
[partnes arganizations. To minimize selection
i, every perion who reglstered for tax assls-
tance at a VITA site duming a time the survey
Wik Bping conducted wiss aked To paricipans,
and was assured both of confidentiality and
that declining pastictpaticn would not affecr
the receipt of services. The guestionnaine was
withar adminisiered by a surveyor who had
lbeeen trained on this specific instrument or
was salf-administered by the respondent, with
trained surveyon nearby te supply needed
charifications. information supplied for the
sty was sell-reported and not verilied with
other sources. The guesticnnalnes were avail-
able in English and Spanith,

The WITA it@a wene chosen as The main venue
T thils survey because they provided a reli-
abile poal of lew- and moderste-ineome wark-
ing people wha are especially vulnerable to
the hazards of medical debr,

Many people who seek tax assistance at

WITA it dio 50 B0 cacder to cladm the Eamed
Income Tax Credit [EITC) ard recelve a refund
withaut incuniing the expende of & commer-
cial tax prepaser™ The credit is available 1o
people with income from wages up to a cer-
gain bevel—about S35.000 In tax year 2004 lor
Eamilies with more than one child, and same-
bt e bor families with one or na childien,
Thie maximum credet in 2004 was 54,500 (or
wioalotrs with twio or mone children, §2,604 for
wioeiiers with one child, snd 5390 for workens
nob raising a child; the average EITC In 2003
was $2L100.H the credin esceeds a Tamily's Tax
liabsility, that excess i refunded to the family as
a direct payment =

A total of 2038 surveys were completed, OF
that total, 1692 (795%) were comploted at WTA
abtes and 844 (21%] were collected theough
door-to-doos canvassing.
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Survey Fin

dings”

Demographic Characueiuio of Surwy Resporaden
The VITA site sample was racially and ethnically
divarse, OFf thir 1,692 survey respondents, about
& third [34%) of the survey respondents were
Adrican-Amarican, 29 percant v white, 3 pe
cent were Americsn Indian and 2 percent wene
Axlan of Asdan-Amadican, Fourtesn percent
idertified thermielves ad Hispanic (of any race).
Sust under one-difth | 18%) of respondents did
nod idintity a race or ethnicity.

Sixty-nine percent af the sampbe wete not
married; 31 parcent were marnied Households
had an aversge af about 1.6 children, 28 per-
canit had no children, 28 percent had one, and
A5 percent had bwo o more. A large majodity
(91%} of respondents were under age 65,

Because many people use the VITA sites o
claim the Earmed Income Cred it we assumed
that survey respendents would fall largely
within the income range eligible for the credit.
This proved to be the case: 38 pescent of the
sample had incomes below $15,000, 34 percent
Batwesn 515,000 and §25.000, and 20 parcent
between $25,000 and $35.000. Only eight per-
carit of our samplo had incomses o $35.000,
beyond the range of eligibility for the tax credi.

To determing whether cur sampbe was rep-
resentative of a Leger national group of low-
mcome families, we compared the demagraph-
ks of our sample with national data on tax filers
who claim the eaned income oredit. In general,
the Incomes of our sample were slightty higher,
thire was & semewhat highes proportion of
childiess families {though a vast majosity—73
perceni—had children), and respondents (o

our sunry wiee more likely 1o be masried than
the typical EITC reciplent. in short, oust sample
is slighty better alf economically than the EITC
population overall, suggesting the possibllity
that the sampla's expeience with medical debt
would understate the experience of a typical
EITC family, (See Table 1)
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(%]
Prevalence of Medical Debt

Medical Debt

Preveshiywoe o docrces of defrt Of tha 1,50 in
the sample, nearly half (446%) of survey respon-
dents reported having medical debs [Fig 11
Slightly more respondents with debt said they
had health insurance than not at the time they
recehved the care for which they owe money
g, 1. Maast of the paople with detit (70%)
owed hospetals and reasy hall (48%) owed
doctors. Smaliss but significent numbsen owed
many cther ypes of medical providess (Fig. 3).
Evers aride from haspital bl 74 pevcent of wur-
wey respondents with medical debd cwed other
providen: IT peroent awed mare than twa
types of providers.

Charactecipion of deditoss Thawgh thehs wete
variatlons in medical debt by race and ethnicity,
the more impaortant finding is that sl racial and
ethnic categories were substantially alfected.
Amang the repondents whe identified their
race or sthrdcity, Asan Amaricars [($3%),
Alrican Amaricans [51%) and Hispanics of sy
race (3%} were maoat likely to report having
medical deba, The lowent intidence of medical
debt was among Amencan Indians, bt at 40
percent the proportion wad siill high  People
at wariows income levels—at least in the range
covenid by the surdey—were alio similardy
affected Between 43 and 49 percent of people
Iy all insgeene clidses—from bebow §15,000 1o
cover 5 15,000—said they had medical debt.

LY
Where is Madical Debt Cwed?

|
|

\lil HEEEZE

FEISLS

Pl
with Megical Detd
Were Insured at Time of Bill

e, 10
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T sy st Do e e e s
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Nen-siderly people were much more likely 1o
face the burdens of medical debt than people
age 65 and abeve (47% i 209 Possible expla-
mations for this i that programs for senlors such
af Miedicase are Lirgely alfective in pratecting
them from firancial dfficulties, and that senion
are relatioaly insulated from outbacks in private
indurance or state Medicaid programs that pro-
wids thee bulk of cowerage 1o younger people.
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terh ol respondents with medicad deby [TEW)
recetved mo offers of finendal assitance from
their medical prowiders O thote who did, the
mast common forms of ssivtance were a pay-
mant plan cver time o Informaticn about pub-
lic programs 1o which they might spply. Galy six
[percent said thay had bewn offened a disceant
o thiir il {Fig. 430

Hoarting Problems and Financial Efects

of Medical Delbt

Fenaberce o i protlem . Miane Than one
quaster [27%) of survey respondents with medi-
cal debt said they hud houting problems that
resulted froem the debt (Fig. 51. The maost come-
imany probilenns wens insbility 1o qualify for a
martgage [11%], inability to pay rent or mort-
gage {109, bsing turred dawn from renting
ahome [1%], and bedng forced to mawve fo less
Expaniive houing (5%) (Fig 61 A small nurmbaer
of respondents said that they were evicied (2%
and/ar were new homeless [7%) because of
medical debt,

Significance of health rmniace Retpondeantd
without health insurance were moes likely 1o
have leger debity; sbout 38 percent of respon-
darits with health insurance at the time they

li:
i

acquired medical debt had debis smaller than
5500, Amang those with debt, those who were
mal indaned wene more liely 1o sy that the
debr led 10 a housing problem, But a signadicant
Prurmilstr—aboul o in Tve—of those wha had
been | i experienced housing probl &8
well (Fig. &1

S BRA T

Weitinn b betinpen craii feporfing and hosi
i prodler My respondents with meds-

cal dabit did mot know whsether the debe was
Incheded in their credit report (6% ) OF those
ity dlied oneve, iubasly thies in five said that it
was inclisded (Fig. 7). These people were twice
as [ikaly 1o repoet having housing problams
than those who reported that their medical
bt wir net on thelr credit repan (3% verus
i Fig. 8L
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.t
Medical Debt on Credit Report?

gL Do chvrareniic of debr g
s et boiting proddem The amount of
cutstanding medical bills was distributad fairy
evenly from refatively bow (less than $500) to
wary high (55,000 or more), with bills in the
ksl [51%) of people with cutstanding bills

of $5,000 of mare reported having a housing

The survey suggests that debit does nat hawe
1o be particularly lange roe pasticuliely old 1o
affect one’s credit standing. While Lisger defits
were mane Bely 10 appear on a credit iepent
(773% of debts greater than $1,000}, smalier
delins can harm credin as well About ene in sl
respondents [15%) who said medical debt was
on their oredit repart had debits under $500,
and ower one-third (35%] had debts under
50,000, Simialy, while medicsl debt chder
than ome year was highly likely (78%) to be on
& credit repoat, a quantar of debts (23%] less
than a year old were reported as well.

B e probbem resulting fram medical delt. While
people with larger bills were more likely 1o Tace
a problem, those with much smaller bills were
mu nol immune: 12 percent of rekpandents with
Likefibiocd of & Housing Problem If. madical debts of less than $500 reported hous.
{ Ing prabiems as well (Fig, 91
!l = ilu- .
!I‘ Likgihood of Housing Problems
I : by Size and Age of Debt
..] == L
’ iy e [em———y
-~

Ghepyron
(A EEE RN ]

Longes-term meedical debit was mare strongly
associated with housing problems than sheoat-
er-term debt Crver half [55%) of respondents
with debt more than five years old reported
Pousing problems. Stll, 16 percent of those
with deba less than a year old reported prob-
lerns a3 well (Fig. ),

Incarmse bevel also appeared 1o hive Bt
assoclation with resulting housing problems.
Stenilathy, all rascial and sthrde groups reparied
a substaritial level of housing problems; there
woere no stativtically significant differendesis
among them (Fig. 100
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paym resulted im housing problems (Fag, B) than
No Statistically Significant Differences thase who had not. There was alio an assacis-
Amang RacialEthnic Categories Elen between housing problems and actians
resulting from legal judgments such as home
liens, othar prepey llens, and wage gamish:
ment but the numbers of people who experi-

ented these actions were small in the survey
II.:I:.:
Ve

e |
o g P
= § & B U

— g m—— —
- . Bankruptey was & minor effect of medical debt
i this survey, relative to other consequences;
Relationibip betwern collection dobiom and seven percent sald they had filed personal
hewsting problesns Hall of sespondents with banknsptcy since cwing money lor medical
medical debt (50%) had been contacted by HhTrlii_lnHMdlﬂtmhmlrmnfpa-
collection sgencies, Five percent had been sonal ipicy naticnally, hawever: about
sised for the debt. People wha had been con- 1.5 percent of US, housebaldy declare bank-
rugtcy each year?

tacted by collection agencies or who had been
sued were more likely to report that the debt

PERSONAL ACCOUNT
Insured, in debt, and forced Lo move




Site-Specific Findings

Medical debt and resuiting housing problems
were lrequent in every site that paricipated in
the survey. A table containing site-specific find-
Ings appeears in Appendix B This table incompo-
rates the data collected through doos-to-door
surveying in addition to the surveys from the Tax
assistance sites (see “Methods® section). Some of
the key Findings follow:

= Atlanta had the highest prevabence of medical
debr. Tulsa and Phoenis the bawest [Fig 115

= Medical debs was fairly evenly diviributed
acroas Income categories In mast sites. The
exgaption wads Bridgeport, where medical debt
waes mare likely Tod lower income respandents.

= Askan Amaticans tepored a diproportionate:
Iy high level of medical debt i Des Moines and
Tulsa. Responds of Hispanic descent had a

dispropeationately high bevel of medical debt

in Palm Beach and Tulsa, b reported medical
dabt at a bow rate in St Lous, Respondents wha
identified themselwes &8 being of mane than

ane race had higher levels of medical debt in

Tulsa.

= With the exception af Arlanta, a1 least ane out
of six respondents with medical debt in cach
site reported that the debi resulted in a hous-
ing peoblem. Bridgepart respandenits mast
Trequantly (36%] said the debt resulved In a
heusing problem. AL other sites the proportion
ranged ficm 16 to 31 peecent (Fig 11}
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*+ Ruespordents in mest sites reported they
were insured at the time the debl was incured
about hall the time [Phoends, Palm Beach,
Providence, Tulsa) or more [Aflanta, Bridgeport,
St Louks). Four of ten respondents in Des
Malnes said they were insured.

+ Miedical debt was commonly reparted 1o be
on credit reports. AT beast four in ten respon-
dents [Tulsal and as many as ight in ten
(AElanta) suid the debt was on thelr credin
repart.

= Respondents in four sites (Azlanta, Palm
Beach, Providende, 52 Louls) wene mone By
than not 1o say they wene contacted by a col-
lection agency about their medical delts, and
were about equally likely as ot in two sites.
[Bridgepart, Tulsal. A minority of respandants
in Des Moines (30%) and Phoenix [44%] wsid
they were contacted.

\
\
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hits large-scale survey, conduded in pight lecations acrass Thi cowntry, vedifies a cenaral

finding of a number of recent studiei: medical debl is a common phenomenan. in this case,

It was present among naary hall of the survey respondents, most of whom were low and
maderate income, working age adults. Many of these adults were present where the surveys were
conducted—wolunteer tax assistance centars—baecause they had smployment income and were
eligibile for the federal Earned Income Tax Credit A majority had health insurance at the time they
acquined the debr. Mest had children living with them.in sheat, working families of medest maans
e 31 high risk for medical debt snd ity attendant consequences. Past research indicates that
thase (onsequences include restricted sccess o medical care for all family members, depletion
of savings, and haradsment by collection agencies, all of which constitute barriers To economic

advancemant and healthder and more secure lives.

Housing and credit problenis

The survey alio introduces new indormation
about consequences of medical debt. A quar-
et ol the respondents with debt said they had
expevienced some type of housing problemas
a5 resit ol i1, These prablems include being
unabde to qualify for a mortgage, to make
martgage or rent pagments, to rent a home, or
the mied 1o mave 1o a less costly home, These
findings establish medical debt s a basrier

ta still eaber impestant slements of economic
advancement, namely asset development and
hating security. s

An anghysts of the demegraphic and finan-
cial characteristics of the survey respondents
whase modical debt led to housing problems
suggets that the ik al such an outtome i
widespread. A significant portion of respon-
dents wirh medical debr—iegandless of their
age, income, marital status and ethnicity—had
hausing problems a3 a result. Wahin the scope
of this survey, no group appears to have been
invidnerable 1o the effects on Bousing sua-
thong of medical debs.

That medical debt cammanky leads to housing
problems in this study should not be a suprise
qiven the general prevalence of medical debt
among bow and moderate incoma families,
it L Pon to b much morey 1o Spane
for unplanned expenses. What is sobering is
han even relativily small levels of medicsl
debt—5500 or bis—can croate housing and
other economic hardships for families. These
disadvantages seem out of propedtion with
thee madest debit that beings them on, and
5500 may censiitute a sgnificant percentage
of tamily income. An additional finding is that
housing problems beccma mone Moy a0 mad-
ical debt lingers.

Same of 1he housing prablems repodted in this
study simply reflect the fact that medical debt,
because it lays a claim 1o families’ available
resources, dimenishes the amount available to
s for ofher purposes, juch a3 rent payments
of home w. Other problems. how-
wver,are indicative of deeper Biues, The inabi-
Ity to qualify for a mortgage or ewen to rent an
apartment. et example. is o signal of damaged
credit, which has broad ramifications.
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Madical dobt affecred the crodin of ar beait a
third of the survey respondents with debd, and
thise pecpla wire mane than twice as ety as
those whose medical debt did not mar their
ceadit 1o report a housing probdem. This b espe-
cially significant because nearly half of those sur-
veryed said they did nat know whether medical
debit wak on their credit report. Our findings sug-
gt that those wha are not yet sware of thelr
credil #latus sie more likely than not ta find
thair credit hurt—an unwelcome surprise whaen
trying to buy & home or stcess ather credit,

The impartance of credlt regorting

# to ot L g are bt one way
that damaged credit affects people’s lves It
also limits access 1o affordable credit for ather
purpedes, such as purchasing a ca, which may in
turn limit employment possibllities. Employers
ey themselves consull credit reports in mak-
ing hiring decizhans. Insureds may consult credin
repoats in underwriting automobile and home
cavrage. In 4ome Cates, prople with low oedit
scores have been required to pay higher utility
deposits, And the effecis of damaged cred lin:
ger; a delinguent sccount, regardless of size, can
remain on a credit repart for seven years ™ This
risk b5 aften mailtiplied by the Lact that a single
mapdical episode can result in many bills—from
a hotpital, doctor, ambulande, laboratory, and
30 on—and, thevefors, many scars on a credit
e

Unike many cther types of debt medical debt
wsally cam ardy harm a credit rabing, nat halp
it When medical providers and their collection
agants repodt debd to credit bureaus, thay typé
cally do 5o andy when payments have nat been
made, This negative-anly treatment of medical
et is all the more inequitable becouie i is ane

af the few types of deba that are involuncaity
acouiired. Thus this “accidental debt,” even if rela-
tively small, essantially acts as a sicknass tas—on
100 of the bills themselves and possible lost
empiloymeent income— by damaging credit. And
this tam i3 long-term, perhaps permanent.

Inadequacy of insurance “protection”

One other inding deserves specific atten:

Tion. Hawing heahth insurance did nat provide
adeguate protection from housing problems in
many cases ol medical debt, althcugh thase wha
did ot have health insurance at the fime their
mmadical deba was incuired were more likely to
experience housing problems. And, although the
debits of those who had healih insurance tended
o bae smaller, even small smounts could dam:-
age thiir credit $Tatus. Accoeding 1o infarmation
from other sources. famillies with incomes balow
twice the federal poverty line (sbout $36,800 for
a Ramily of feur) had cut-of-pocks health care
expendes of about $2,800 in 2000, about 7.6
percent of imncomse fes a typleally-sized tamily,
Added to this, & debt of even $500—another 1.4
parcent of income—is signifecant, Seen in this
contest, the burden is chear.

That health indurance seems nof to have served
ins fundamental purpase far mary ey
respondents— protecting families against great
finaniial geposune—warrants further smention.
The current trend of passing more of the finan-
clal burden of health care to individuals thiough
higher deductibles and copayments in the name
af "individual respansility,” combined with rap-
idly increasing health care costs, particularly foe
the chronically @, ralses crucial questions about
the deteniorating ad y af i # that
sheuld be addressad in the palicy arena.
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Policy Recommendations

o what can be done? The effects uncovered in this survey are likely only to weesen as health

cane cots increase, the numbers of uninsuned rise, and those Tortunate enough ta maintain

health coverage ar required 1o absork mane of thie cost. Medical debi is aifecting people's
acceds 1o housing at the same time that housing is becoming increasingly unaffordable for fami-
lies of modest means.™ and the madically-related credit problems that cause thete housing peob-
lern hinder famillies’ economic advancement in many othes ways.

Legialaton snd other policy makers, a5 well a3 members of the sectons that contribsute to this
peoblem—medical providers, health insurers, employers and lenders—should consider a number
ol areas in which they might respond 1o reduce the sickness tax that medical debt imposes. if the
market and private actions are unable to relieve the problem, leglsl of regulati Vi ]
some of these changss would be an sppropriate nest step.

Medical Providers

Madical peosfders can contribute 1o solving
the problem by reducing the amount of medi-
cal debt they create, and by changing practioes
that result in sdditional finsnclsl difficultiss
for patbents. For example, publicity in the last
few years about hospitals’ practices of billing
urindured patients 1heir highest fees and pur-
sisng them wsing overly-aggressive collection
practices have lad 1o greater sention ta char-
ity care and collections policies. Some hospl-
taly have revamped their practices by alfering
greater discounts o low-income unbniuned
panients and restricning pracuices like wage
gatnishments and property lers.= SHll, many
haspirals have not addressed their policies a1
all and some that have are nat making their
policies well known to the genaral public?
Hokpitals cam slun lenit the creation of madi-
call dabi—and anhance thedr revenuss—by
adequaately screening patients Tor eligibany in
jpubdic * prog such as Mandicald,
and by agresing to reasenable payment plans
that low-income patients can fulfill.

Thi significant numbers of respandents in
this study wha reported debt to doctors and
aiher non-hospitsl providers also remind us.
that these other providers have not been held
R0 account on this issue 1o the Lamse exenl
a1 hespitaly. Further scruting and standardy.
regarding providess' relationships with collec:
tlon agents, henders and oredit buresus would
bring fotus to addiional policy solutions.

Insurers and Employers

That peaple with health insurance are alfected
by mepdical debt and its consequances almost
to the same degree as those withowt call into
guestion the adequacy of some Insurance in
protecting policy hobders from finenclal catas-
trophs. New developments in health insur:
ante produtts—health svings sccounti, high
deductible plans, limited benadit policies, “con-
suimer-diiven health cane™—pist Bamilies with
litthe excess income at risk and challenge the
wery natien of health insursnce, (Many of these
plans have deductibles of $1.000 or more, well
abpen the level of debit that hasmed the
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rekpondents in our iudy] Employers who
want 1o continue offering coverage to their
emplorads in the face of averrising premiums
aften have littke choice but to pass slang mare
of the cost of the coverage, increasing the risk
of medical debt for their emgloyees. Liatle has
I demanded of insurens. however, mary
of whith have enjoyed robust peofits in the
Nat fmwi years ™ Stanadards for adequate cover:
#9e, inchuding cost sharing obligations that
are proportionate to famiby incomes, might
e exploced, a3 well 34 programs o provide
lbenafits 1o the communities in which inwur:
ery aperate. This year. lor example, the four
Pennsylvania Blue Crous plans agreed to cre-

PERSONAL ACCOUNT

ati & "Community Health Reirvesmmant Fund®
which could blaze a trall lor the recognition of
Insurars’ comemninity obdigations elsewhene ™

Further research is alsa navded 1o understand
the relative infuences of variouws shortcomings.
Ins haalth insurance—azcessively high deduct-
iblies, bk i g, imcavensd servi

on medical debt and ity resulting peoblems.
Kncwhedge of this som will help palicy makers
determine how to set standards for adequate
coversge, o that the purpase of health kniur-
ance a3 financial protection mighit be restored
arl maintained,

Insurance without protection: on-going health costs lead to foreciosure
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Lendars and Affiliated
Organizations

A CONLENIUY SPPOars 1o exist among those
whao make and advise others about lending
degisiona that medical debt should be consid-
ered dilferently from other types af persanal
dedn, Fair luaac and Company (FICO), 3 majer
credit scoring coganization, consdders medi-
cal dabit 1o be "atypical and non-predictive” of
overall credit worthiness, for example # While
lendars might reasonably be asked to develop
explicit policies for segregating medical debas
in considering an applicant’s sdigibility for
credit, such an approsch presumes that medi-
cal dabt ks readily identifiable as such on a
eradit report. i a delinguent sccound i Bisted
Ly thee name of a collection agency rathes than
aiedical prenidier, or i1 8 bill has been pald
with a credit cand or at the expense of ancther
ill thiat therefore replaces the deling
rroedical bl medical debt might net be iden-
tiflable as such, Lenders, who might like to dis-
eount o disregard medical debt in thesr deci-
sicn making thus cften do not have sufficlent
informatian 1o implement such policies.

Girwen the arypsical nature of meedical debs amd
the commonly exprevied palicy 1o treat it
differently, ome might quastian thi need for
health care providers to repart these debs to
credit bureaus at all Lenders, coeditors, credin
bureaius and regulators should consider wrys
te prevent medical debt from ever tarmnishing a
eredit recard, including rules 1o prohibit medi-
cal prowiders and their agents from reporting
medical debil 1o credil sgencies.

A consensus appears to
exist among those who
make and advise others
about lending decisions
that medical debt should
be considered differently
from other types of
personal debt
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Conclusion
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Appendices

Appendix A

Tabdes Showeing Aggreg ite Dt

Thee felewing tables reporied data collecied only al the Volurmeer Income Tax Asdinance (VTTA] siues
[m=,6820 See the "Methods® section of the report for further explanation.
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Appendix B

Site-Specilic Data

This vable presents ol of the survey datas collected for the survey, from Both the VITA sites
Im1=1,692) and through doos-lo-door canvassing {nZ=+444; Total N= 2,138]. See “"Methods® section
of report for further explanation,
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WAL ACELSSPIAJELL DLE

‘What is Medical Debt?

Medical debt is money owed for any type of medical services or products. The money may
be owed directly to the provider of the service or to an agent of the provider, such as a
collection agency. When money is borrowed for the purpose of paying off medical bills, it is
also considered medical debt.

How Many Americans Have Medical Bill Problems and Medical Debt
One third (34%) of adults under the age of 65 have problems related to medical bills or
accrued medical debt. Over half (53%) of uninsured adults and more than a quarter (26%)
of continuously insured adults have this problem. [18]"

— Onein five adults (21%) under the age of 65 have current medical debt. [18]

—  One quarter (25%) of non-elderly adults spend 10 percent or more of their household
income on insurance premiums and out-of-pocket healthcare expenses. [17]

— An estimated 58 million adults are at risk of incurring medical bills they may not be able
to afford. This includes 17.6 million privately insured adults. [20]

The Financial Consequences of Medical Debt

— One quarter (26%) of non-elderly adults with medical bill problems or medical debt were
unable to pay for basic necessities. [18]

— Four in 10 (39%) non-elderly adults with medical bill problems or medical debt used up
all of their savings to pay the bills. 18]

— One quarter (26%) of non-elderly adults with medical bill problems or medical debt took
on credit card debt to pay the bills. [18]

— Among low and moderate income adults surveyed at income tax assistance sites, more
than a quarter (27%) of those with medical debt said the debt caused housing problems,
such as being unable to qualify for a mortgage or pay rent. |9]

Healthcare Access Consequences of Medical Debt
Three of 10 non-elderly adults (29%) delayed or skipped needed care because of cost. |18]

— Inasurvey of community health center users in Massachusetts, nearly 60 percent of those
with medical said it caused them to delay getting needed health care. [12]

— Inasurvey of family farmers in Kansas, nearly half (47%) of those with medical debt said
it caused them to delay or avoid needed care. [6]

— The privately insured with medical debt are as likely to postpone care due to cost as the
uninsured (28% and 30%), and much more likely to postpone care than the insured
without medical debt (6%). [20]

" The number refers to the number of the source publication, as listed on the back of this page.
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BANKRUPTCY FORMS SUBMITTED BY THE HONORABLE JOHN CONYERS, JR., A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF MICHIGAN, CHAIRMAN, COMMITTEE
ON THE JUDICIARY, AND MEMBER, SUBCOMMITTEE ON COMMERCIAL AND ADMINIS-
TRATIVE PROPERTY

Official Form 22C (Chapter 13) (04/07) According to the calculations required by this statement:
[[1The applicable commitment period is 3 years.
Inre [] The applicable commitment period is 5 years.
Debtor(s) [] bisposable income is determined under § 1325(b)(3).
Case Number: [ pisposable income is not determined under § 1325(b)(3).
(If known) (Check the boxes as directed in Lines 17 and 23 of this statement.)

CHAPTER 13 STATEMENT OF CURRENT MONTHLY INCOME
AND CALCULATION OF COMMITMENT PERIOD AND DISPOSABLE INCOME

In addition to I and J, this must be by every individual Chapter 13 debtor, whether or not filing
jointly. Joint debtors may complete one statement only.

Part I.'REPORT OF INCOME

Marital/filing status. Check the box that applies and complete the balance of this part of this statement as directed.
a. [0 Unmarried. Complete only Column A ("Debtor’s Income”) for Lines 2-10.
b. [ Married. Complete both Column A and Column B ouse’s Income”) for Lines 2-10.
All figures must reflect average monthly income received from all sources, derived during the Column A Column B
six calendar months prior to filing the bankruptcy case, ending on the last day of the month Debtor's Spouse’s
‘| before the filing. If the amount of monthly income varied during the six months, you must Income Income
divide the six-month total by six, and enter the result on the appropriate line.

'72 { Gross wages, salary, tips, overtime, issi $ $

Income from the operation of a business, profession, or farm. Subtract Line b from
Line a and enter the difference in the appropriate column(s) of Line 3. Do not enter a number
less than zero. Do not include any part of the business expenses entered on Line b as
a deduction in Part 1V.

a. Gross receipts $

b, Ordinary and necessary business expenses $

c. Business income Subtract Line b from Line a $ $

Rent and other real property income. Subtract Line b from Line a and enter the difference
in the appropriate column(s) of Line 4. Do not enter a number less than zero. Do not in-
clude any part of the operating expenses entered on Line b as a deduction in Part IV.

4 da Gross receipts $

- b. Ordinary and necessary operating expenses $

[ Rent and other real property income Subtract Line b from Line a 3 $

5°::| Interest, dividends, and royalties. $ $

6~ | Pension and retirement income. $ $

Any amounts paid by another person or entity, on a regular basis, for the household
7 | expenses of the debtor or the debtor’s dep il ing child or sp sup-
port. Do not include amounts paid by the debtor’s spouse. $ $

Enter the amount in the appropriate column(s) of Line 8.
However, if you contend that unemployment compensation received by you or your spouse
was a benefit under the Social Security Act, do not list the amount of such compensation in
8 | Column A or B, but instead state the amount in the space below:

Unemployment compensation claimed to
be a benefit under the Social Security Act | Debtor $

Spouse $ $ §

>~ Income from all other sources. Specify source and amount. [f necessary, list additional

sources on a separate page. Total and enter on Line 9. Do not include any benefits received

- “| under the Social Security Act or payments received as a victim of a war crime, crime against
9 humanity, or as a victim of international or domestic terrorism.

a. |$
b [s $ $

10 Subtotal. Add Lines 2 thru 9 in Column A, and, if Column B is completed, add Lines 2
through 9 in Column B. Enter the total(s). $ $

Total. If Column B has been completed, add Line 10, Column A to Line 10, Column B, and
11 | enter the total, If Column B has not been completed, enter the amount from Line 10, Col-
“jumn A,




198

Official Form 22C (Chapter 13) (04/07) - Cont.

" Part II. CALCULATION OF § 1325(b)(4) COMMITMENT PERIOD

12 | Enter the amount from Line 11.

Marital adjustment. If you are married, but are not filing jointly with your spouse, AND if you contend
13 | that calculation of the commitment period under § 1325(b)(4) does not require inclusion of the income of
your spouse, enter the amount of the income listed in Line 10, Column B that was NOT paid on a regular
basis for the household expenses of you or your dependents. Otherwise, enter zero.

14" | subtract Line 13 from Line 12 and enter the result.

15 | A i current il for § 1325(b)(4). Multiply the amount from Line 14 by
the number 12 and enter the result
) family il Enter the median family income for applicable state and house-
16 hcld size. (This information is available by family size at www.usdoj.gov/ust/ or from the clerk of the
bankruptcy court.)
a. Enter debtor’s state of residence: b. Enter debtor’s household size: $

Application of § 1325(b)(4). Check the applicable box and proceed as directed.
[ The amount on Line 15 is less than the amount on Line 16. Check the box for “The applicable commit-
ment period is 3 years" at the top of page 1 of this statement and continue with this statement.

[J The amount on Line 15 is not less than the amount on Line 16. Check the box for “The applicable com-
mitment period is 5 years” at the top of page 1 of this statement and continue with this statement,

- Part IIT; APPLICATION OF § 1325(b)(3) FOR DETERMINING DISPOSABLE INCOME

18 | Enter the amount from Line 11. $

B Marital adjustment. If you are married, but are not filing jointly with your spouse, enter the amount
19 | of the income listed in Line 10, Column B that was NOT paid on a regular basis for the household expenses
of you or your dependents. If you are unmarried or married and filing jointly with your spouse, enter zero. | $

.20:°| current monthly income for § 1325(b)(3). Subtract Line 19 from Line 18 and enter the result.

21 [ A lized current hiy i for § 1325(b)(3). Multiply the amount from Line 20 by
the number 12 and enter the result

22 | applicabl dian family i Enter the amount from Line 16. $

Application of § 1325(b)(3). Check the applicable box and proceed as directed.

[ The amount on Line 21 is more than the amount on Line 22. Check the box for *Disposable income is de-

23 termined under § 1325(b)(3)" at the top of page 1 of this statement and complete the remaining parts of this state-
ment.

[] The amount on Line 21 is not more than the amount on Line 22. Check the box for "Disposable income
is not determined under § 1325(b){3)” at the top of page 1 of this statement and complete Part VII of this statement.
Do not complete Parts IV, V, or VI.

Part IV. CALCULATION OF DEDUCTIONS ALLOWED UNDER § 707(b)(2)

Subpart A:'Deductions under Standards of the Intérnal:Revenue Service (IRS)

S dards: food, ing, i personal care, and miscella-
24 |Neous. Enter the "Total” amount from IRS National Standards for Allowable Living Expenses for the appli-
cable family size and income level, (This information is available at www.usdoj.gov/ust/ or from the clerk

of the bankruptcy court.)

Local Standards: housing and utilities; non-mortgage expenses. Enter the amount of the
25A | IRS Housing and Utilities Standards; non-mortgage expenses for the applicable county and family size.
{This information is available at www.usdoj.gov/ust/ or from the clerk of the bankruptcy court). $
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258

Local Standards: housing and utilities; mortgage/rent expense. Enter, in Line a below, the
amount of the IRS Housing and Utilities Standards; mortgage/rent expense for your county and family size
(this information is available at www.usdoj.gov/ust/ or from the clerk of the bankruptcy court); enter on
Line b the total of the Average Monthly Payments for any debts secured by your home, as stated in Line
47; subtract Line b from Line a and enter the result in Line 258. Do not enter an amount less than
zero.

a. IRS Housing and Utilities Standards; mortgage/rent Expense $

b. Average Monthly Payment for any debts secured by your
home, if any, as stated in Line 47 $

C Net mortgage/rental expense Subtract Line b from Line a.

26

Local Standards: housing and utilities; adjustment. if you contend that the process set out in
Lines 25A and 25B does not accurately compute the allowance to which you are entitled under the IRS
Housing and Utilities Standards, enter any additional amount to which you contend you are entitled, and
state the basis for your contention in the space below:

27

Local Standards: transportation; vehicle operation/public transportation expense.
You are entitled to an expense allowance in this category regardless of whether you pay the expenses of
operating a vehicle and regardless of whether you use public transportation.

Check the number of vehicles for which you pay the operating expenses or for which the operating ex-
penses are included as a contribution to your household expenses in Line 7. £10 1 [ 2 or more.
Enter the amount from IRS Transportation Standards, Operating Costs & Public Transportation Costs for
the applicable number of vehicles in the applicable Metropolitan Statistical Area or Census Region. (This
information is available at www.usdoj.gov/ust/ or from the clerk of the bankruptcy court.)

28

Local Standards: transportation ownership/lease expense; Vehicie 1. Check the number
of vehicles for which you claim an ownership/lease expense. (You may not claim an ownership/lease ex-
pense for more than two vehicles.) 11 [J2 ormore,

Enter, in Line a below, the amount of the IRS Transportation Standards, Ownership Costs, First Car (avail-
able at www.usdoj.gov/ust/ or from the clerk of the bankruptcy court); enter in Line b the total of the Av-
erage Monthly Payments for any debts secured by Vehicle 1, as stated in Line 47; subtract Line b from
Line a and enter the result in Line 28. Do not enter an amount less than zero.

a. IRS Transportation Standards, Ownership Costs, First Car $

b. Average Monthly Payment for any debts secured by Vehicle 1,
as stated in Line 47

[ Net ownership/lease expense for Vehicle 1 Subtract Line b from Line a,

29

Local Standards: transportation ownership/lease expense; Vehicle 2. Complete this Line
only if you checked the “2 or more” Box in Line 28.

Enter, in Line a below, the amount of the IRS Transportation Standards, Ownership Costs, Second Car
(available at www.usdoj.gov/ust/ or from the clerk of the bankruptcy court); enter in Line b the total of
the Average Monthly Payments for any debts secured by Vehicle 2, as stated in Line 47; subtract Line b
from Line a and enter the result in Line 29. Do not enter an amount less than zero.

a. IRS Transportation Standards, Ownership Costs, Second Car $

b. Average Monthly Payment for any debts secured by Vehicle 2,
as stated in Line 47

c. Net ownership/lease expense for Vehicle 2 Subtract Line b from Line a.

30

Other Necessary Expenses: taxes. Enter the total average monthly expense that you actually incur
for all federal, state, and local taxes, other than real estate and sales taxes, such as income taxes, self
employment taxes, social security taxes, and Medicare taxes. Do not include real estate or sales
taxes.

31

Other y EXp d y payrofl deductions. Enter the total average monthly
payroll deductions that are required for your employment, such as mandatory retirement contributions,
union dues, and uniform costs. Do not include discretionary such as Y
401(k) contributi
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32

Other Necessary Expenses: life insurance. Enter average monthly premiums that you actually
pay for term life insurance for yourself. Do not include premiums for insurance on your depend-
ents, for whole life or for any other form of insurance.

33

Other Necessary Expenses: court-ordered payments. Enter the total monthly amount that
you are required to pay pursuant to court order, such as spousal or child support payments, Do not in-
clude payments on past due support obligations included in Line 49.

34

Other ! y ion for ploy or fora i y or
challenged child. Enter the total monthly amount that you actuaily expend for education that is a
condition of employment and for education that is required for a physically or mentally challenged depend-
ent child for whom no public education providing similar services is available.

35

Other y i . Enter the average monthly amount that you actually ex-
pend on childcare—such as baby-sitting, day care, nursery and preschool. Do not include other educa-
tional payments.

36

Other Necessary Expenses: health care. Enter the average monthly amount that you actually
expend on health care expenses that are not reimbursed by insurance or paid by a health savings account.
Do not include payments for health insurance or health savings accounts listed in Line 39,

37

Other N ! ication services. Enter the average monthly amount
that you actually pay for telecommumcatlon services other than your basic home telephone service—such
as cell phones, pagers, call waiting, caller id, special long distance, or internet service—to the extent nec-
essary for your health and welfare or that of your dependents. Do not include any amount previously

deducted.

38

Total Expenses Allowed under IRS Standards. Enter the total of Lines 24 through 37.

Subpa’rt B: Ad‘dltlanal Expense Deductions under § 707(b)
Note: Do not include any expenses that you have listed in Lines 24-37

39

Health Insurance, Disability Insurance, and Health ings A it Exp List and
total the average monthly amounts that you actually pay for yourself, your spouse, or your dependents in
the following categories.

a Health Insurance $

b. Disability Insurance $

c. Health Savings Account $
Total: Add Lines a, b, and ¢

40

Continued contributions to the care of household or family members. Enter the actual
monthly expenses that you will continue to pay for the reasonable and necessary care and support of an
elderly, chronically ill, or disabled member of your household or member of your immediate family who is
unable to pay for such expenses. Do not include payments listed in Line 34.

41

Protection against family violence. Enter any average monthly expenses that you actually in-
curred to maintain the safety of your family under the Family Violence Prevention and Services Act or
other applicable federal law. The nature of these expenses is required to be kept confidential by the court.

42

Home energy costs. Enter the average monthly amount, in excess of the allowance specified by IRS

Local Standards for Housing and Utilities, that you actually expend for home energy costs. You must pro-

vide your case trustee with ating that the is
and Y.

. 43,

for d children under 18. Enter the average monthly expenses
that you actually incur, not to exceed $137,50 per child, in providing elementary and secondary education
for your. dependent ch!ldren less than 18 years of age. You must provide your case trustee with docu-
ating that the disr ble and y and not already
accounted for in the IRS Standards.

a4

Additi food and clothi Enter the average monthly amount by which your food and

clothing expenses exceed the combmed allowances for food and apparel in the IRS National Standards, not

to exceed five percent of those combined allowances. (This information is available at www.usdoj.gov/ust/

or from the clerk of the hankruptcy court.) You must provide your case trustee \mth documentation
ating that the i isr and

45

Continued charitable contributions. Enter the amount that you will continue to contribute in the
form of cash or financial instruments to a charitable organization as defined in 26 U.S.C. § 170(c)(1)-(2).

46

Total Additi: | Exp D i under § 707(b). Enter the total of Lines 39 through 45.
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Subpart C: Deductions for.Debt Payment

Future payments on secured claims. For each of your debts that is secured by an interest in prop-
erty that you own, list the name of the creditor, identify the property securing the debt, and state the Av-
erage Monthly Payment. The Average Monthly Payment is the total of all amounts contractually due to
each Secured Creditor in the 60 months following the filing of the bankruptcy case, divided by 60. Mort-
gage debts should include payments of taxes and insurance required by the mortgage. If necessary, list
additional entries on a separate page.

47
Name of Creditor Property Securing the Debt 60-month Average Payment
a. $
b. $
c. $
Total: Add Lines a, b, and c $

Other payments on secured claims. If any of debts listed in Line 47 are secured by your primary
residence, a motor vehicle, or other property necessary for your support or the support of your depend-
ents, you may include in your deduction 1/60th of any amount (the “cure amount”) that you must pay the
creditor in addition to the payments listed in Line 47, in order to maintain possession of the property. The
cure amount would include any sums in default that must be paid in order to avoid repossession or fore-
closure. List and total any such amounts in the following chart. If necessary, list additional entries on a
48 separate page.

Name of Creditor Property Securing the Debt 1/60th of the Cure Amount

$

. $
[ $
T

otal: Add Lines a, b, and ¢ $

Payments on priority claims. Enter the total amount of all priority claims (including priority child
49 f . o
s support and alimony claims), divided by 60.

Chapter 13 administrative expenses. Multiply the amount in Line a by the amount in Line b, and
enter the resulting administrative expense.

a. | Projected average monthly Chapter 13 plan payment. $

50 b. | Current multiplier for your district as determined under sched-
ules issued by the Executive Office for United States Trustees.

(This information is available at www.usdoj.qov/ust/ or from the
clerk of the bankruptcy court.) X
c. | Average monthly administrative expense of Chapter 13 case
Total: Multiply Lines a and b $
51 | Total D i for Debt Pay Enter the total of Lines 47 through 50. $

Subpart D: Total Deductions-Allowéd tinder § 707(b)(2)

52 | Total of all deductions allowed under § 707(b)(2). Enter the total of Lines 38, 46, and 51. I$

Part V. DETERMINATION OF DISPOSABLE INCOME UNDER § 1325(b)(2)

53 | Total current monthly income. Enter the amount from Line 20. $

Suppott income, Enter the monthly average of any child support payments, foster care payments, or
54 -| disability payments for a dependent child, included in Line 7, that you received in accordance with applica-
ble nonbankruptcy law, to the extent reasonably necessary to be expended for such child. $

, Qualified retirement deductions. Enter the monthly average of (2) all contributions or wage de-
55 * | ductions made to qualified retirement plans, as specified in § 541(b)(7) and (b) all repayments of loans

from retirement plans, as specified in § 362(b){19). $
56| Total of aill deductions allowed under § 707(b)(2). Enter the amount from Line 52. $
57 | Total adjustments to determine di: ble | Add the on Lines 54, 55, and 56

and enter the result. $
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58

Monthly Disposable Income Under § 1325(b)(2). Subtract Line 57 from Line 53 and enter the |
result.

Part VI: ADDITIONAL EXPENSE CLAIMS

Other Expenses. List and describe any monthly expenses, not otherwise stated in this form, that are required for the
health and welfare of you and your family and that you contend should be an additional deduction from your current
monthly income under § 707(b)(2)(A)(ii}(I). If necessary, list additional sources on a separate page. All figures should re-
| flect your average monthly expense for each item. Total the expenses.

Expense Description

597

Monthly Amount
a. $
b. $
c $
$

Total: Add Lines a, b, and ¢

‘Part VII: VERIFICATION

I declare under penalty of perjury that the information provided in this statement is true and correct. (If this is a joint case,
both debtors must sign.)

Date: Signature:

(Debtor)
Date:

Signature:
(o if any)
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United States Bankruptcy Court
DISTRICT OF

Name of Debtor (if individual, enter Last, First, Middie):

Narme of Joint Debtor (Spouse) (Last, First, Middle):

All Other Names used by the Debtor in the last 8 years

All Other Names used by the Joint Debtor in the last 8 years
(inctude married, maiden, and trade names).

(include married, maiden, and trade names):

Last four digits of Soc. Sec./Complete EIN o ofher Tax 1.D. No. (if more than one,

state all):

Tast four digils of Soc. Sec/Complete EIN or ofher Tax 1.D. No. (if more than
one, state all)

Street Address of Debtor (No. and Street, City, and State):

E P CODE

Street Address of Joint Debtor (No. and Street, City, and State):

EIP CODE

County of Residence or of the Principal Place of Business:

County of Residence or of the Principal Place of Business:

Mailing Address of Debtor (if different from street address):

Mailing Address of Joint Debtor (if different from street address):

1P CODE
Location of Principal Assets of Business Debtor (if different from strect address above):

[zIP CODE
EIP CODE

Chapfer of Bankruptey Code Under Which
the Petition is Fited (Check une box.)

Type of Debtor
(Form of Organization)
(Check one box )

Nature of Business
(Check ome box.)

[0  Health Care Business O Chepter? [ Chapter 15 Petition for

O  Individual (includes Joint Debtors) O  Single Asset Real Estate as defined in  { [J  Chapter 9 Recognition of a Foreign

See Exhibit D on page 2 of this form. 11USC. § 101(51B) O Chapter 11 Main Proceeding
O Comoration (inchudes LLC and LLP) O Railroad O Chapier 12 [0 Chapter 15 Petition for
{1 Parinership [0  Stockbroker O Chapter 13 Recognition of 2 Forcign
O  Other (¥ debtor is not one of the above entities, | (] ~ Commodity Broker Nonmain Proceeding

check this box and state type of entity below.) O  Clearing Bank

] er Nature of Debts

(Check one box.)

Tax-Exempt Entity
(Check box, if applicable.)

O Debs are primarily consumer
debs, defined in 11 U.S.C.
§ 101(8) as “incurred by an
individual primarily for a
personel, family, or house-
hold ”

O Debts are primarily
‘business debts.
[0  Debtor is a tax-exempt organization
under Title 26 of the United States
Code (the Internal Revenue Code).

Filing Fee (Check one box.) Chapter 11 Debfors

Check one box:

[0 Full Filing Fee attached. Debtor is a small business debtor as defined in 11 U.S.C. § 101(51D).

[ Filing Fee to be paid in installments (applicable to individuals only). Must attach
signed application for Lhe court’s consideration certifying that Lhe debtor is
unable (o pay fee except in instaflments. Rule 1006(b). See Official Form 3A.

[0 Debor is not a small business debtor as defined in 11 US.C. § 101(51D).

Check it
[0 Debtor’s agpregate noncontingent liquidated debts {excluding debts owed to
[ Filing Fee waiver requested (applicable fo chapter 7 individuafs only). Must insiders or affiliates) are less than $2,190,000

attach signed application for the courl’s consideration, Ses Official Form 3B.

[0 A planis being filed with this petition.
O Acceptances of the plan were solicited prepetition from ong or more classes

of creditors, in accordance with 11 U.S.C. § 1126(b).

THIS SPACE IS FOR COURT USE ONLY

Statistical/Administrative Information

0 Debtor estimates that funds will be available for distribution to unsecured credilors
im] Debror estimates that, after any exempt property is excluded and administrative

expenses paid, there will be no funds available for distribution to unsecured creditors.
Estimated Number of Creditors

1 50- 100- 200-  1,000- 5.001- 10001-  25001- 50,001 Over
49 99 199 999 5,000 10,000 25,000 50,000 100000 100,000
a O ] a ] 0 0l 0 ] [}
Estimated Assels
Csoto [Is10,000 to [1$106,000 to 181 mittion to [More than $100 million
$10,000 $100,000 $1 million 5100 million
Estimatcd Liabilities
Oseto 850,000 to [15100,000 to 81 million to [More than $100 million
350,000 $100,000 $1 million $100 million
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Voluntary Petition Name of Debtor(s):

(This page muist be completed and filed in every case,)
All Prior Bankruptcy Cases Filed Within Last 8 Years (If more than two, atiach additional sheet.

Location Case Number: Date Filed:
Where Filed:
Location Case Number: Date Filed:
Where Filed:

Pending Bankruptey Case Filed by any Spouse, Partner, or Affiliate of this Debtor (If more than one, attach additional sheet

Name of Debor: Case Numbe)
District. Relationship: Tudge:
Exhibit A Exhibit B
{To be completed if debtor is an individual
(To be completed if debtor is required to file periodic reports (e.g., forms 10K and whose debts are primarily consumer debts.)
10Q) with the Securities and Exchange Commission pursuant to Sestion 13 or 15(d)
of the Securities Exchange Act of 1934 and is requesting relief under chapter 11.) I, the attomey for the petitioner named in the foregoing petition, declare that 1

have informed the petitioner that [he or she] may proceed under chapter 7, 11,
12, or 13 of title 11, United States Code, and have explained the refief
available under each such chapter. I further certify that I have dejivered to the
debtor the notice required by 11 U.S.C. § 342(b).

[0  Exhibit A is attached and made a part of this petition.

Signature of Attorney for Debtor(s) ate.

Exhibit C
Dos the debtor own or have passession of any property that poses or s alleged to pose a (hreat of imminent and identifiable harm ta public health or safety?
O Yes, and Exhibit C is attached and made a part of this petition

O Mo

Exhibit D
(To be completed by every individual debtor. If a joint petition is filed, each spouse must compiete and attach a separate Exhibit D.)
[0 Exhibit D completed and signed by the debtor is attached and made a part of this petition.
If this is a joint petition:

O Exhibit D also completed and signed by the joint debtor is attached and made a part of this petition.

Information Regarding the Debtor - Venue
{Check any applicable box.)
[  Debtor has been domiciled or has had a residence, principal place of business, o principal essets in this District for 180 days immediately
preceding the date of this petition or for a longer part of such 180 days than in any other District

] There is a bankruptcy case conceming debtor’s affiliate, generat partner, or partnership pending in this District.
O Deblor is & debtor in & foreign proceeding and has its principal place of business or principal assets in the United States in this District, or

has no principal place of business or assets in the United States but is a defendant in an action or proceeding [in a federal or state court] in
this District, or the interests of the parties will be served in regard to the relief sought in this District.

Statement by a Debtor Who Resides as a Tenant of Residential Property
(Check alt applicable boxes.)

(] Landlord has & judgment against the debtor for possession of debtor’s residence. (If box checked, complete the following.)

{Name of landlord that obizined judgment)

(Address of landiord)

[m] Debtor claims that under applicable Taw, there are ci under which the debtor would be permitted to cure the
entire monetary default that gave rise to the judgment for possession, after the judgment for possession was entered, and

[m] Deblor has included with this petition the deposit with the court of any rent that would become due during the 30-day period after the
filing of the petition,
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Voluntary Petition Name of Debtor(s)

(This page must be completed and filed in every case.)
Signatures

igs of Debtor(s) Signature of a Foreign Representative

Form BI, Page 3

1 declare under penalty of perjury that the information provided in this petition is true | I declare under penalty of perjury that the information provided in this petition is true
and correct. and correct, that I am the foreign representative of a debtor in a foreign proceeding,
[If petitioner is an individual whose debls are primarily consumer debts and has | @nd (hat I am authorized to file this petition

chosen to file under chapter 7] Iam aware that I may proceed under chapter 7, 11, 12
or 13 of title 11, United States Code, understand the relief available under each such | (Check only ane box)
chapter, and choose to proceed under chapter 7.

[If no atlormey represents me and no bankruptey petition preparer signs the petition] I
have obtained and read the notice required by 11 US.C. § 342(b).

[ ¥ request relief in accordance with chapter 15 of titte 11, United States Code.
Certified copies of the documents required by 11 U.S.C. § 1515 are atlached.

[ Pursuant to 11 U.S.C. § 1511, T request relicf in accordance with the

I request relief in accordance with the chapter of title 11, United States Code, chapter of litle 11 specified in this petition. A certified copy of the
specified in this pefition. order granting recognition of the foreign main proceeding is attached.
X X
Signature of Debtor (Signature of Foreign Representative)
X
Signature of Joint Debtor (Printed Name of Foreign Representative)
Telephone Number (if not represented by attorney)
Date
Date
Signature of Attorney Signature of Non-Attorney Bankruptcy Petition Preparer
X I declare under penalty of perjury that: (1) ¥ am a bankruptcy petition preparer as
Signaturc of Attorney for Debtor(s) defined in 11 U.S.C. § 110; (2)1 prepared this document for compensation and have
provided the debtor with a copy of this document and the notices and information
Printed Name of Attorney for Debtor(s) required under 11 U.S.C. §§ 110(b), F10(h), and 342(b); and, (3)if rules or
guidelines have been promulgated pursuant to t1 US.C. § 110(h) setting 2 maximum
Firm Name fee for services chargeable by bankruptcy petition preparers, ] have given the debtor
notice of the maximum amount before preparing anty document for [Tling for a debtor
Address or accepting any fee from the debtor, as required in that section. Official Form 19B
is attached.
Telephone Number Printed Name and title, if any, of Bankruptcy Petition Preparer
Date Social Sccurity number (If the bankruptcy petitian preparer is not an individual,
‘Signature of Debtor (Corporation/Partnership) state the Social Security number of the officer, principal, responsiblc person or

‘partner of the bankruptcy petition preparer.) (Required by 11 U.S.C. § 110.)
I declare under penalty of perjury that the information provided in this petition is true
and correet, and that 1 have been authorized to file this petition on behalf of the

debtor. Address
The debtor requests the relief in accordance with the chapter of tifle 11, United States
Code, specified in this petition x
X
Signature of Authorized Individual Date
Printed Name of Authorized Individual Signature of bankruptey petition preparer or officer, principal, responsibe persen, ar

- partner whose Social Security number is provided above.
Title of Authorized Individual

Nemes and Social Security numbers of all other individuals who prepared or assisted
in preparing this document unless the bankruptcy petition preparer is not an
individual.

Date

¥ more than one person prepared this document, attach additional sheets conforming
10 the sppropriate official form for cach person

4 bankruptcy petition preparer’s failure to comply with the provisions of title 11 and.
the Federal Rules of Bankrupicy Procedure may resull in fines ot imprisonment or
both, 11 USC. § 110; 18 US.C. § I36.
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Form 4
(10/05)

United States Bankruptcy Court
District Of

Inre . Case No.
Debtor

Chapter

LIST OF CREDITORS HOLDING 20 LARGEST UNSECURED CLAIMS

Following is the list of the debtor’s creditors holding the 20 largest unsecured claims. The list is
prepared in accordance with Fed. R. Bankr. P. 1007(d) for filing in this chapter 11 [or chapter 9] case.
The list does not include (1) persons who come within the definition of “insider” set forth in 11 U.S.C.

§ 101, or (2) secured creditors unless the value of the collateral is such that the unsecured deficiency
places the creditor among the holders of the 20 largest unsecured claims. If a minor child is one of the
creditors holding the 20 largest unsecured claims, indicate that by stating “a minor child” and do not
disclose the child’s name. See 11 U.S.C. § 112: Fed. R. Bankr. P, 1007(m).

(0] @ 3) @ )
Name of creditor  Name, telephone number and Nature of claim Indicate if claim  Amount of claim
and complete complete mailing address, (trade debt, bank is contingent, [if secured also
maiting address including zip code, of loan, government unliguidated, state value of
including zip employee, agent, or department comtract, exc.) disputed or security]
code of creditor familiar with subject 1o setoff

claim who may be contacted

Date:

Debtor

[Declaration as in Form 2]
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United States Bankruptcy Court

District Of
Inre Case No.
Debtor
Chapter
SUMMARY OF SCHEDULES

Indicate as to each schedule whether that schedule is attached and state the number of pages in each. Report the totals from Schedules A, B, D, E, F, I,
and J in the boxes provided. Add the amounts from Schedules A and B to determine the total amount of the debtor’s assets. Add the amounts of all
claims from Schedules D, E, and F to determine the total amount of the debtor’s liabilities. Individual debtors also must complete the “Statistical
Summary of Certain Liabilities and Related Data” if they file a case under chapter 7, 11, or 13.

ATTACHED

NAME OF SCHEDULE (YESINO) NO. OF SHEETS ASSETS LIABILITIES OTHER
A - Real Property $ KO ek Y

B - Personal Property $

C - Property Claimed
as Exempt

D - Creditors Holding R T
Secured Claims :

E - Creditors Holding Unsecured PO N I
Priority Claims i
(Total of Cluims on Schedule E)

F - Creditors Holding Unsecured
Nonpriority Claims

G - Executory Contracts and

Unexpired Leases

H - Codebtors

1- Current Income of s
Individual Debtor(s)

3 - Current Expenditures of Individuat is

Debtors(s)

TOTAL
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Official Form 6 - Statistical Summary (10/06)

United States Bankruptcy Court

District Of

Inre N Case No.
Debtor

Chapter

STATISTICAL SUMMARY OF CERTAIN LIABILITIES AND RELATED DATA (28 U.S.C. § 159)

If you are an individual debtor whose debts are primarily consumer debts, es defined in § 101(8) of the Bankruptcy Code (11 U.S.C.
§ 101(8)), filing e case under chapter 7, 11 or 13, you must report all information requested below.

D Check this box if you are an individual debtor whose debts are NOT primarily consumer debts. You are not required to report any
information here.

This information is for statistical purposes only under 28 U.S.C. § 159.

Summarize the following types of liabilities, as reported in the Schedules, and total them,

Type of Liability Amount
Domestic Support Obligations (from Schedule E) b
Taxes and Certain Other Debts Owed to Governmental Units 3
{from Schedule E) (whether disputed or undisputed)
Claims for Death or Personal Injury While Debtor Was $
Intoxicated (from Schedule E}
Student Loan Obligations (from Schedule F) $
Domestic Support, Separation Agreement, and Divorce Decree $
Obligations Not Reported on Schedule E
Obligations to Pension or Profit-Sharing, and Other Similar $
Obligations (from Schedule F}

TOTAL | $

State the following:

Average Income (from Schedule I, Line 16) $
Average Expenses (from Schedule J, Line 18) 5
Current Monthly Income (from Form 22A Line 12; OR, Form $

22B Line 11; OR, Form 22C Line 20 )

State the following:

I. Total from Schedule D, “*UNSECURED PORTION, IF
ANY” column

2. Total from Schedule E, “AMOUNT ENTITLED TO
PRIORITY” column,

3. Total from Schedule E, “AMOUNT NOT ENTITLED TO
PRIORITY, TF ANY” column

4. Total from Schedule F

5. Totat of non-priority unsecured debt (sum of I, 3, and 4)




Form B6A
(10/05)

Inre

209

Debtor

Case No.

(If known)

SCHEDULE A - REAL PROPERTY

Except as directed below, list all real property in which the debtor has any legal, eqnitable, or future interest, including all property owned as a co-
tenant, community property, or in which the debtor has a life estate. Include any property in which the debtor holds rights and powers exercisable for
the debtor’s own benefit. If the debtor is married, state whether husband, wife, or both own the properly by placing an “H,” “W,” “J,” or “C” in the
column labeled “Husband, Wife, Joint, or Community.” If the debtor holds no interest in real property, write “None” under “Description and Location

of Property.”

Do not include interests in executory contracts and unexpired leases on this schedule. List them in Schedule G - Executory Contracts and

Unexpired Leases.

Ifan entity claims to have a lien or hold a secured interest i any property, state the amount of the secured claim. See Schedule D. Ifno entity claims
to hold a secured intetest in the property, write “None” in the column labeled “Amount of Secured Claim.”

If the debtor is an individual or if a joint petition is filed, state the amount of any exemption claimed in the property only in Schedule C - Property

Claimed as Exempt.

DESCRIPTION AND
LOCATION OF
PROPERTY

NATURE OF DEBTOR'S
INTEREST IN PROPERTY

=

2E | currenTvaLuE

=] OF DEBTOR’S

== INTEREST IN

£ 2 | PROPERTY, WiTHOUT

R DEDUCTING ANY

£ SECURED CLAIM
OR EXEMFTION

AMOUNT OF
SECURED
CLAIM

Total »

(Report also on Summary of Schedules.)



Farm B6B
10/05)

Inre

210

Debtor

SCHEDULE B - PERSONAL PROPERTY

Except as directed below, list all personal property of the debtor of whateverkind. If the debtor has no property in one or more of the categories,
place an “x” in the appropriate position in the column labeled “None.” If additional space is needed in any category, attach a separate sheet properly
identified with the case name, case number, and the number of the category. If the debtor is married, state whether husband, wife, or both own the
property by placing an “H,” “W,” “I,” or “C™ in the column labeled “Husband, Wife, Joint, or Community.” If the debtor is an individual or a joint

Case No.

petition is filed, state the amount of any exemptions claimed only in Schedule C - Property Claimed as Exempt.

Do not list interests in executory contracts and unexpired leases on this schedule. List them in Schedule G - Executory Contracts and

Unexpired Leases.

If the property is being held for the debtor by someone clse, state that person’s name and address under “Deseription and Location of Property.” In

(If known)

providing the information requested in this schedule, do not include the name or address of & minor child. Simply state “a minor child.”

TYPE OF PROPERTY

=202

DESCRIPTION AND LOCATION
OF PROPERTY

HUSBAND, WIFE, JIINT,
OR COMMUNITY

CURRENT YALUE OF
DEBTOR’S INTEREST
IN PROPERTY, WITH-
OUT DEDUCTING ANY
SECURED CLAIM
OR EXEMPTION

1. Cash on hand,

2. Checking, savings or other finan-
cial accounts, certificates of deposit,
or shares in banks, savings and loan,
thrift, building and loan, and home-
stead associations, or credit unjons,
brokerage houses, or cooperatives.

3. Security depasits with public util-
ities, telephone companies, land-
lords, and others.

4. Household goods and furnishings,
including avdio, video, and computer
equipment.

5. Books; pictures and other art
objects; antiques; stamp, coin,
vecord, tape, compact disc, and other
collections or collectibles.

6. Wearing apparel

7. Furs end jewelry.

8. Firearms and sports, photo-
graphic, and other hobby equipment.
9. Interests in insurance policies.
Name insurance company of each
policy and itemize surrender or
refund value of each.

10. Annuities. Itemize and name
cach issuer.

11. Interests in an education IRA as

26 US.C. § 529(b)1). Give particulars.

interest(s). 11 US.C. § 521(c); Rule
1007(5)).

defined in 26 U.S.C. § 530(b)(1) or under
a quafified State wition plan as defined in

(File separately the record(s) of any such
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Form B6B-Cont.
10/05)

Inre 5 Case No,
Debtor

SCHEDULE B - PERSONAL PROPERTY

(Continuation Sheet)

(If known)

TYPE OF PROPERTY DESCRIPTION AND LOCATION

OF PROPERTY

Wzoz
HUSBAND, WIFE, JOINT,

OR CONMUNTTY

CURRENT VALUE OF
DEBTOR’S INTEREST
IN PROPERTY, WITH-
OUT DEDUCTING ANY
SECURED CLAIM
OR EXEMPTION

12. Ifterests in IRA, ERISA, Keogh, or
other pension or profit sharing plans.
Give particulars.

13. Stock and interests in incorpo-
rated and unincorporated businesses
Ttemize.

14. Interests in partnerships or joint
ventures. Iemize.

15. Government and corporate bonds
and other negotiable and non-
negotiable instruments.

16. Accounts receivable.

17, Alimony, maintenance, support,
and property settlements o which the
deblor is or may be entitled. Give
particulars.

18. Other liquidated debts owed to
debtor including tax refunds. Give
particulars.

19. Equitable or future interests, life
estates, and rights or POWErs exercis-
able for the benefit of the debtor other
than those listed in Schedule A — Real
Propery

20. Contingent and noncontingent
interests in estate of a decedent, death
‘benefit pian, life insurance policy, or trust.

21. Other contingent and unliquidated
claims of every nature, including tax
refunds, counterclaims of the debtor, and
rights to setoff claims. Give estimated
value of each.
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Forn B6B-cont.
(1005)
Inre Case No.
Debtor (If known)
SCHEDULE B -PERSONAL PROPERTY
(Continuarion Shet)
g CURRENT VALUE OF
DEBTOR’S INTEREST
N ge TN PROPERTY, WITH-
TYPE OF PROPERTY ) DESCRIPTION AND LOCATION “2 | OUT DEDUCTING ANY
N OF PROPERTY H H SECURED CLAIM
E .} OR EXEMPTION

22, Patents, copyrights, and other
intellectual property. Give particulars,

23. Licenses, franchises, and other general
intengibles. Give particulars.

24. Customer lists or other compilations
containing personally identifiable
information (as defined in 11 U.S.C. §
101(41A)) provided 1o Lhe debtor by
individuals in connection with obtaining
a product of service from the debtor
primarily for personel, family, or
household purposes.

25. Automobiles, trucks, trailers,
and other vehicles and accessories.

26. Boals, motors, and accessories
27. Aircralt and accessories.
28. Office equipment, furnishings,

2nd supplies.

29. Machinery, fixtures, equipment,
and supplies used in business.

30, Inventory.

31. Animals.

32. Craps - growing or harvested.
Give particulars.

33. Farming equipment and implements.
34, Farm supplies, chemicals, and feed.

35. Other personal property of any kind
not already listed. Itemize.

continuation sheets attached

Towml»

(nclude amounts from any continuation

sheets attached. Report total also on
Summary of Schedules.)
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Official Form 6C (04/07)

Inre ) Case No.,
Debtor (if known)
SCHEDULE C - PROPERTY CLAIMED AS EXEMPT
Debtor claims the exemptions to which debtor is entitled under: O Check if debtor claims a homestead exemption that exceeds
{Check one box) $136,875

O 11US.C. §522(0)(2)
O 11USC. §522(6)3)

CURRENT
SPECIFY LAW VALUE OF VALUE OF PROPERTY
DESCRIPTION OF PROPERTY PROVIDING EACH CLAIMED WITHOUT DEDUCTING

EXEMPTION EXEMPTION EXEMPTION
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Official Form 6D (10/06)

Inre Case No.
Debtor (if known)

SCHEDULE D - CREDITORS HOLDING SECURED CLAIMS

State the name, mailing address, including zip code, and last four digits of any accouat number of all entities holding claims secured by
property of the debtor as of the date of filing of the petition. The complete account number of any account the debtor has with the creditor is useful
to the trustee and the creditor and may be provided if the debtor chooses to do so. List creditors holding all types of secured interests such as
judgment liens, gamishments, statutory liens, mortgages, deeds of trust, and other security interests.

List creditors in alphabetical order to the extent practicable. If a minor child is a creditor, indicate (hat by stating “a minor child” and do
not disclose the child’s name. See 11 U.S.C. § 112. If “a minor child” is stated, also include the name, address, and legal refationship to the minor
child of a person described in Fed. R. Bankr. P. 1007(m). If all secured creditors will not fit on this page, use the continuation sheet provided.

If any entity other than a spouse in a joint case may be jointly Hable on a claim, place an “X” in the column labeled “Codebtor,” include the
entity on the appropriate schedule of creditors, and complete Schedule H— Codebtors. If 2 joint petition is filed, state whether the husband, wife,
both of them, or the marital community may be liable on each claim by placing an “H,” “W,” “J,” or “C” in the column labeled “Husband, Wife,
Joint, or Community.”

If the claim is contingent, place an “X* in the column labeled “Contingent.” If the claim is unliquidated, place an “X” in the column
labeled “Unliquidated.” IF the claim is disputed, place an “X” in the column labeled “Disputed.” (You may need to place an “X” in more than one of
these three columns.)

Total the columns labeled “Amount of Claim Without Deducting Value of Collateral” and “Unsecured Portion, if Any” in the boxes
labeled “Total(s)” on the last sheet of the completed schedule. Report the total from the column labeled “Amount of Claim Without Deducting Value
of Collateral” also on the Summary of Schedules and, if the debtor is an individual with primerily consumer debts, report the total from the colurnn
labeled “Unsecured Portion, if Any” on the Statistical Summary of Certain Liabilities and Related Data.

D Check this box if debtor has no creditors holding secured claims to report on this Schedule D.

CREDITOR’S NAME AND g . | DATECLAMWAS | o | § AMOUNT OF CLAIM |  UNSECURED
MAILING ADDRESS HEEE INCURRED, Zle|a WITHOUT PORTION, IF
INCLUDING ZIP CODE AND | &| Z.© Z | NATUREOFLIEN, | © E = | DEDUCTING VALUE ANY
AN ACCOUNT NUMBER a1 egs AND Z| 2 E OF COLLATERAL
(See Instructions Above.) 8| 588 DESCRIPTION g2 e
O|@=9 | ANDVALUEOF | S |2 1A
g ¢ PROPERTY =
SUBJECT TOQ LIEN
ACCOUNT NO.
VALUE §
ACCOUNT NO.
VALUE §
ACCOUNT NO.
VALUE §
conrinuation sheels Subtotal & $ $
T attached (Total of this page)
Total » $ $
{Use only on last page)

(Report also on Summary of (I applicable, report

Schedules.) also on Statistical
Summary of Certain
Liabilities and Related
Data.)



Official Form 6D (10/06) — Cont.

Inre

215

Debtor

(if known)

SCHEDULE D - CREDITORS HOLDING SECURED CLAIMS

(Continuation Sheet)

CREDITOR’S NAME AND g oo DATE CLAIM WAS a AMOUNT OF CLAIM | UNSECURED
MAILING ADDRESS g ; 4= INCURRED, NATURE E =i a ‘WITHOUT PORTION, IF
INCLUDING ZIP CODE & =l Z OF LIEN,, AND S| Z| B | DEDUCTING VALUE ANY
AND AN ACCOUNT a2 g E 5 DESCRIPTION AND Z E 2 | OF COLLATERAL
NUMBER 2 £35S | VALUEOFPROPERTY | 5| & &
(See Instructions 4bove.) ] = = 8 SUBJECT TO LIEN 8 2] a
= =
ACCOUNT NO.
VALUE §
ACCOUNT N
VALUE§
ACCOUNT NO.
VALUE §
ACCOUNT NO.
VALUES$
ACCOUNT NO.
VALUE §
Sheetno.___of __ continuation Subtotal (s)» $ $
sheels attached to Schedute of (Total(s) of this page)
Creditors Holding Secured
Claims
Total(s) » $ $
{Use only on last page)
(Report also on (it applicable,
Summary of Schedules.)  report also on
Statistical Summary
of Certain
Liabilities and

Related Data.}
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Official Form 6E (04/07)

Inre Case No.,
Debtor (if known)

SCHEDULE E - CREDITORS HOLDING UNSECURED PRIORITY CLAIMS

A complete list of claims entitled to priority, listed scparately by type of priority, is to be set forth on the sheets provided. Only holders of
unsecured claims entitled to priority should be listed in this schedule. In the boxes provided on the attached sheets, state the name, mailing address,
including zip code, and last four digits of the account number, if any, of all entities holding pricrity claims against the debtor or the property of the
debtor, as of the date of the filing of the petition. Use a separate continuation sheet for each type of priority and label each with the type of priority.

The complete account number of any account the debtor has with the creditor is useful to the trustee and the creditor and may be provided if the
debtor chooses to do so. If a minor child is a creditor, indicate that by stating “a minor child™ and do not disclose the child’s name. See 11 US.C. §
112. If “a minor child” is stated, also include the name, address, and legal relationship to the minor child of a person described in
Fed. R. Bankr. P. 1007(m).

If any entity other than a spouse in a joint case may be jointly liable on a claim, place an "X" in the column labeled "Codebtor," include the
entity on the appropriate schedule of creditors, and complete Schedule H-Codebtors. If a joint petition is filed, state whether the husband, wife, both
of them, or the marital community may be liable on each claim by placing an "H," "W," "1," or "C" in the column labeled "Husband, Wife, Joint, or
Community." Ifthe claim is contingent, place an "X" in the column labeled "Contingent." If the claim is unliquidated, place an "X" in the column
labeled "Unliquidated.” If the claim is disputed, place an "X" in the column labeled “Disputed." (You may need to place an "X" in more than one of
these three columns.)

Report the total of claims listed on each sheet in the box labeled "Subtotals” on each sheet. Report the total of ell claims listed on this Schedule
E in the box labeled “Total” on the last sheet of the completed schedule. Report this total also on the Summary of Schedules.

Report the total of amounts entitled to priority listed on each sheet in the box labeled "Subtotals™ on each sheet. Report the total of all amounts

entitled to priority listed on this Schedule E in the box labeled “Totals™ on the last sheet of the completed schedule. Individual debtors with
primarily consumer debts who file a case under chapter 7 or 13 report this totat also on the Statistical Summary of Certain Liabilities and Related
Data.

Report the total of amounts not entitled to priority listed on each sheet in the box labeled “Subtotals” ou each sheet. Report the total of all
amounts not entitled to priority listed on this Schedule E in the box labeled “Totals™ on the last sheet of the completed schedule. Individual debtors
with primarily consumer debts who file a case under chapter 7 report this total also on the Statistical Summary of Certain Liabilities and Related
Data.

D Check this box if debtor has no creditors holding nnsecured priosity claims to report on this Schedule E.
TYPES OF PRIORITY CLAIMS (Check the appropriate box(cs) befow if claims in that category are listed on the attached sheets)
[ Domestic Support Obligations

Claims for domestic support that are owed to or recoverable by a spouse, former spouse, or child of the debtor, or the parent, legal guardian, or
responsible relative of such a child, or a governmental unit to whom such a domestic support claim has been assigned to the extent provided in
11 US.C. § 507(a)(1).

[ Extensions of credit in an involuntary case

Claims arising in the ordinary course of the debtor's business or financial affairs after the commencement of the case but before the earlier of the
eppointment of a trusiee or the order for relief. 11 U.S.C. § 507(a)(3).

O Wages, salaries, and commissions

Wages, salaries, and commissions, including vacation, severance, and sick leave pay owing to employees and commissions owing to qualifying
independent sales representatives up to $10,950* per person earned within 180 days immediately preceding the filing of the original petition, or the
cessation of business, whichever oceurred first, to the extent provided in 11 U.8.C. § 507(a)(4).

D Contributions te employee benefit plans

Money owed 1o employee benefit plans for services rendered within 180 days immediately preceding the filing of the original petition, or the
cessation of business, whichever accurred first, to the extent provided in 11 U.8.C. § 507(a)(5).
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Official Form 6E (04/07) - Cont,

Inre , Case No.,

Debtor (if known)

m] Certain farmers and fishermen

Claims of certain farmers and fishermen, up to $5,400* per farmer or fisherman, against the debtor, as provided in 11 U.S.C. § 507(a)(6).

I:I Deposits by individuals

Claims of individuals up to $2,425* for deposits for the purchase, lease, or rental of property or services for personal, family, or household use,
that were not delivered or provided. 11 U.S.C. § 507(a)(7).
[ Taxes and Certain Other Debts Owed to Governmental Units

Taxes, customs duties, and penalties owing to federal, state, and local governmental units as set forth in 11 U.S.C. § 507()(8).

D Commitments to Maintain the Capital of an Insured Depository Institution

Claims based on commitments to the FDIC, RTC, Director of the Office of Thrift Supervision, Comptroller of the Currency, or Board of
Govermors of the Federal Reserve System, or their predecessors or successors, to maintain the capital of an insured depository institution. 11 U.S.C.
§ 507 (a)(9).
D Claims for Death or Personal Injury While Debtor Was Intoxicated

Claims for death or personal injury resulting from the operation of a motor vehicle or vessel while the debtor was intoxicated from using alcohol, a
drug, or another substance. 11 U.S.C. § 507(2)(10).

* Amounts are subject to adjustment on April 1, 2010, and every three years thereafter with respect to cases commenced on or after the date of
adjustment,

continuation sheets attached



Official Form 6E (04/07) - Cont.

Inre
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N Case No.

Debtor

(If known)

SCHEDULE E - CREDITORS HOLDING UNSECURED PRIORITY CLAIMS

(Continuation Sheet)

Type of Priority for Claims Listed on This Sheet

CREDITOR’S NAME, DATE CLAIM WAS AMOUNT AMOUNT AMOUNT
MAILING ADDRESS z| g INCURRED AND =] a a OF ENTITLED NOT
INCLUDING ZIP CODE, E =3 E CONSIDERATION E == CLAIM TO ENTITLED
AND ACCOUNT NUMBER 8|28 FOR CLAIM © é‘ 5 PRIORITY TO
(See instructions above.) ’ E £g &5 % PRIORITY, IF
ALK HAEME ANY
C187% Sla
= ) z
S
Account No.
Account No.
Account No.
Account No.
Sheetna. ___of ___ continuation sheets attached to Schedule of Subtotals»
Creditors Holding Priority Claims (Totals of this page)
Total»
(Use only on last page of the completed
Schedule E. Report atso on the Summary
of Schedules.)

Totals»
(Use only on fast page of the completed
Schedule E. I applicable, report also on
the Statistical Summary of Certain
Liabilitics and Related Data.)
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Official Form 6F (10/06)

Inre N Case No.
Debtor (T known)

SCHEDULE F - CREDITORS HOLDING UNSECURED NONPRIORITY CLAIMS

State the name, mailing address, including zip code, and last four digits of any account number, ofall entities holding unsecured claims withoutpriority against
the debtor or the property of the debtor, as of the date of filing of the petition. The complete account number of any account the debtor has with the creditor is
useful to the trustee and the creditor and may be provided if the debtor chooses to do so. If 2 minor child is a creditor, indicate that by stating “a minor child”
and do not disclose the child’s name. See 11 U.S.C. § 112. If “a minor child” is stated, also include the name, address, and legal relationship to the minor child
of a person described in Fed. R. Bankr. P. 1007(m). Do not include claims listed in Schedules D and E. If all creditors will not fit on this page, use the
continuation sheet provided.

If any entity other than a spouse in a joint case may be jointly liable on a claim, place an “X” in the column {abeled “Codebtor,” include the entity on the
appropriate schedule of creditors, and complete Schedule H - Codebtors. If'a joint petition is filed, state whether the husband, wife, both of them, or (he marital
community may be liable on each claim by placing an “H,” “W,” “1,” or “C” in the column labeled “Husband, Wife, Joint, or Community.”

Ifthe clsim is contingent, place an “X” in the column labeled “Conti ” If the claim is unliquidated, place an “X” in the column labeled “Unliquidated.”
If the claim is disputed, place an “X” in the column labeled “Disputed.” (You may need to place an “X™ in more than one of these three columns.)

Report the total of all claims listed on this schedule in the box labeled “Total” on the last sheet of the completed schedule. Report this total also on the
Summary of Schedules and, if the debtor is an individual with primarily consumer debts filing a case under chapter 7, report this tota! also on the Statistical
Summary of Certain Liabilities and Related Data..

O Check this box if debtor has no creditors holding unsecured claims to report on this Schedule F.
uf ja)
CREDITOR’S NAME, o ; = DATE CLAIM WAS 5| 8 AMOUNT OF
MAILING ADDRESS = NC) % INCURRED AND & 2|8 CLAIM
INCLUDINGZIPCODE, | & | 5 £/2 | CONSIDERATIONFOR | § | 5 | §
ANDACCOUNTNUMBER | g | $5£§ CLAIM. El 2|5
(See insiructions above 8 a8 8 IF CLAIM IS SUBJECTTO | & g a
2 SETOFF, SO STATE. o
ACCOUNT NO.
ACCOUNT NO
ACCOUNT NO.
ACCOUNT NO.
Subtota> | §
conlinuation sheets attached TotaD» | §
(Use only on last page of the completed Schedule F.)
(Report also on Summary of Schedules and, if applicable, on the Statistical
Summary of Certain Lisbilities and Related Data.)
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Inre
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Case No.

Debtor

SCHEDULE F - CREDITORS HOLDING UNSECURED NONPRIORITY CLAIMS

(if known)

{Continuation Sheet)
of
CREDITOR’S NAME, o E o) DATE CLAIM WAS = | a AMOUNT OF
MAILING ADDRESS ] O E INCURRED AND 1818 CLAIM
INCLUDING ZIP CODE, TR 2 CONSIDERATION FOR 2 2 |E
ANDACCOUNTNUMBER | & | £ % s CLAIM. E15 1|5
(See instructions above.) 8 |2=8 | FcLaMIssuBECTTO | 2 (& | A
2 SETOFF, SO STATE. S %‘
ACCOUNT NO.
ACCOUNT NO.
ACCOUNT NO.
ACCOUNT NO.
ACCOUNT NO.
Sheetno.___of___continuation sheets atwached Subtolal»
10 Schedule of Creditors Holding Unsecured
Nonpriority Claims
Total»

(Use only on last page of the completed Schedule F.)
(Report also on Summary of Schedules and, if applicable on the Statistical
Summary of Certain Liabilities and Related Data.)
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Form GG
(10/05)

Inre s Case No.,

Debtor (if known)

SCHEDULE G - EXECUTORY CONTRACTS AND UNEXPIRED LEASES

Describe all executory contracts of any nature and all unexpired leases of real or personal property. Include any timeshare
interests. State nature of debtor’s interest in contract, .., “Purchaser,” “Agent,” etc. State whether debtor is the lessor or
lessee of a Jease. Provide the names and complete mailing addresses of all other parties to each lease or contract described. If
a minor child is a party to one of the leases or contracts, indicate that by stating “a minor child” and do not disclose the child’s
name. See [1U.S.C. § 112; Fed.R. Bankr. P. 1007(m).

[ Check this box if debtor has no executory contracts or unexpired leases,

NAME AND MAILING ADDRESS, DESCRIPTION OF CONTRACT OR LEASE AND
INCLUDING ZIP CODE, NATURE OF DEBTOR’S INTEREST. STATE
OF OTHER PARTIES TO LEASE OR CONTRACT. WHETHER LEASE IS FOR NONRESIDENTIAL

REAL PROPERTY. STATE CONTRACT
NUMBER OF ANY GOVERNMENT CONTRACT.
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Form B6H
(10/05)
Inre » Case No.
Debtor (if known)
SCHEDULE H - CODEBTORS

Provide the information requested concerning any person or entity, other than a spouse in a joint case, that is also liable on any debis listed by
debtor in the schedules of creditors. Include all guarantors and co-signers. If the debtor resides or resided in a community propetty state,
commonwealth, or territory (including Alaska, Anzona, California, Idaho, Louisiana, Nevada, New Mexieo, Puerto Rico, Texas, Washington, or
Wisconsin) within the eight year period i di ding the of the case, identify the name of the debtor’s spouse and of any
former spouse who resides or resided wnth the dehl.ur in the ity property state, h, or territory. Include all names used by the
nondebtor spouse during the eight years i ing the of this case. If a minor child is a codebtor or a creditor, indicate
that by stafing “a minor child” and do not disclose the child’s name. See 11 U.S.C. § 112; Fed. Bankr, P. 1007(m).

[ Cheok this box if debtor has no codebtors.

NAME AND ADDRESS OF CODEBTOR NAME AND ADDRESS OF CREDITOR
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Official Form 61 (10/06)

Inre » Case No.,
Debtor

(il known)

SCHEDULE I - CURRENT INCOME OF INDIVIDUAL DEBTOR(S)

The column labeled “Spouse” must be completed in all cases filed by joint debtors and by every married debtor, whether or not a joint petition is
filed, unless the spouses are separated and a joint petition is not filed. Do not state the name of any minor child.

Debtor’s Marital DEPENDENTS OF DEBTOR AND SPOUSE

Status:
RELATIONSHIP(S): AGE(S):

Employment: DEBTOR SPOUSE
Occupation

Name of Employer

How long employed

Address of Employer

INCOME: (Estimate of average or projected monthly income at time DEBTOR SPOUSE
case filed)

1. Monthly gross wages, salary, and commissions
(Prorate if not paid monthly) §$ S
2. Estimate monthly overtime

3. SUBTOTAL

4. LESS PAYROLL DEDUCTIONS
8. Payroll taxes and social security
b. Insurance
c. Union dues
d. Other (Specify):

%o o6
A A e

5. SUBTOTAL OF PAYROLL DEDUCTIONS

6. TOTAL NET MONTHLY TAKE HOME PAY $

o

7. Regular income from operation of business or ion or farm $
(Attach detailed statement) s

8. Income from real property
8,
8,

9. Interest and dividends
10. Alimony, maintenance or suppori payments payable to the debtor for
the debtor’s use or that of dependents listed above
11. Social security or government assistance
(Specify): s
12. Pension or retirement income
13. Other monthly income )
(Specify), 3,

14, SUBTOTAL OF LINES 7 THROUGH 13 $

o o o o

w | | » ©»

15. AVERAGE MONTHLY INCOME (Add amounts shown on lines 6 and 14) $

16. COMBINED AVERAGE MONTHLY INCOME: (Combine column totals $
from tine 15; ifthere s only one debtor repeat total reported o line 15)

(Repont also on Summary of Schedules and, if applicable,
on Statistical Summary of Certain Liabilities and Related Data)

17. Describe any increase or decrease in income reasonably anticipated to occur within the year following the fling of this doeument:
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Official Form 6J (10/06)

o re » Case No,

Debtor (if known)

SCHEDULE J - CURRENT EXPENDITURES OF INDIVIDUAL DEBTOR(S)

Complete this schedule by estimating the average or projected monthiy expenses of the debtor and the debtor's family at time case filed. Prorate any payments made bi-
weekly, quarterly, semi-annuslly, or annually to show monthly rate.

[[]  Ghesk this bo i ajoint petion s filed and debior's spouse maleiains aseparet household. Complete  separate schedule of experditures Iabeled “Spouse.”

1. Rent or home mortgage payment (include lot rented for mobile home) $
a. Are real estate taxes included? Yes No
b. Is property insurance included? Yes No
2. Utilities: a. Electricity and heating fuef $
b. Water and sewer $
¢. Telephone
d. Other s
3. Home maintenance (repairs and upkeep)
4. Food
5. Clothing
6. Laundry and dry cleaning

o

7. Medical and dental expenses

8. Transporiation (not including car payments)

9 ion, clubs and i magazines, etc.
10.Charitable contributions

P A I I

11.Insurence (not deducted from wages or included in home mortgage payments)
2. Homeowner’s or renter’s
b. Life
c. Health
d. Auto
c. Other 3

© e ;o

12. Taxes (not deducted from wages or included in home mortgage payments)

(Specify) $

13, Instatlment payments: (In chapter 11, 12, and 13 cases, do not list payments to be included in the plan)
2. Auto s
b. Other §
¢. Other s

14. Alimony, maintenance, and support paid to others

16. Regular expenses from aperation of business, profession, or farm (attach detailed statement)
17. Other

18. AVERAGE MONTHLY EXPENSES (Total Lines 1-17. Report also on Summary of Schedules and,
if applicable, on the Statistical Summary of Certain Liabilities and Related Data.)

19. Describe any increase or decrease in expenditures reasonably anticipated to occur within the year following the filing of this document:

3
15. Payments for support of additional dependents not living at your home $
$
$

20, STATEMENT OF MONTHLY NET INCOME
2. Average monthly income from Line 15 of Schedule I $
b. Average monthly expenses from Line 18 above 5
<. Monthly net income (a. minus b.) 5
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Official Form 6 - Declaration (10/06)

Inre N Case No.
Debtor (if known)
DECLARATION CONCERNING DEBTOR'S SCHEDULES
DECLARATION UNDER PENALTY OF PERJURY BY INDIVIDUAL DEBTOR
1 declare under penalty of perjury that I have read the foregoing summary and schedules, consisting of sheets (total shown on

summary page plus 2), and that they are true and correct to the best of my knowledge, information, and belief.

Date Signature:

Debtor

Date Signature:

(loint Debtor, if any)
{1 joint case, both spouses must sign.}

DECLARATION AND SIGNATURE OF NON-ATTORNEY BANKRUPTCY PETITION PREPARER (8ee 11 U.S8.C. § 110)

1 declare under penalty of perjury that: (1) I am a bankruptcy petition preparer as defined in 11 U.S.C. § 110; (2) I prepared this
document for compensation and have provided the debtor with a copy of this document and the notices and information required
under 11 U.S.C. §§ 110(b), 110(h) and 342(b); and, (3) if rules or guidelines have been p lgated pursuant to 11 U.S.C. § 110(h)
setting a maximum fee for services chargeable by bankruptcy petition preparers, I have given the debtor notice of the maximum
amount before preparing any decument for filing for a debtor ar accepting any fee from the debtor, as required by that section.

Printed or Typed Name and Ttle, if any, Social Seearity No.
of Bankruptcy Peition Preparer (Required by 11 US.C. § 110,

If the bankruptcy petition preparer is ot an individual, state the name, title (if any), address, and social security mumber of the officer, principal, responsible person, or
partner who signs this document.

Address

Signature of Bankruptcy Petition Preparer Date

Narmes ad Social Security numbers of alt other individuals who prepared or assisted in preparing this document, unless the bankruptcy petition preparer is not an
individual:

1f more than one person prepared this document, attach additional signed sheets conforming to the appropriate Official Form for each person.

4 bankruptcy petition preparer’s failure to comply with the provisions of tisle 11 and the Federal Rules af Bankruptcy Procedure may result i fines or imprisonment or
both, 11 US.C.§ 110; 18 US.C. § 156.

DECLARATION UNDER PENALTY OF PERJURY ON BEHALF OF A CORPORATION OR PARTNERSHIP

I, the [the president or other officer or an authorized agent of the corporation or a member
or an authorized agent of the partnership ] of the [corporation or partnership] named as debtor
in this case, declare under penalty of perjury that I have read the foregoing summary and schedules, consisting of ____ sheets (foa!
shown on summary page plus I), and that they are true and correct to the best of my knowledge, information, and belief.

Date

Signature:

[Print or type name of individual signing on behalf of debior |

[An individual signing on behalf of a parinership or corporation must indicate pasition or relationship to deitar.]

Penalty for making a false statement or concealing property: Fine of up to $500,000 or imprisonment for up to 5 years or both. 18 U.S.C. §§ 152 and 3571
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official Form 7

(0a/07)
UNITED STATES BANKRUPTCY COURT
DISTRICT OF
Inre: Case No.
Debior (ifknovwm)

STATEMENT OF FINANCIAL AFFAIRS

This statement is to be completed by every debtor. Spouses filing a joint petition may file a single statement on which
the informalion for both spouses is combined. If the case is filed under chapter 12 or chapter 13, a married debtor must furnish
information for both spouses whether or not a joint petition is filed, unless the spouses are separated and a joint petition is not
filed. An individual debtor engaged in busincss as a sole proprietor, partner, family farmer, or self-employed professional,
should provide the information requested on this stalement concerning all such activities as well as the individual's personal
affairs. Do not include the name or address of a minor child in this statement. Indicate payments, transfers and the like to minor
children by stating “a minor child.” See 11 U.S.C. § 112; Fed. R. Bankr. P. 1007(m).

Questions 1 - 18 are to be completed by all debtors. Debtors that are or have been in business, as defined below, also
must complete Questions 19 - 25. If the answer to an applicable question is "None,” mark the box labeled "None." If
additional space is needed for the answer to any question, use and attach a separate sheet properly identified with the case name,
case number (if known), and the number of the question.

DEFINITIONS

"I business.” A debtor is "in business" for the purpose of this form if the debtor is a corporation or partnership. An
individual debtor is "in business" for the purpose of this form if the debtor is or has been, within six years immediately preceding
the filing of this bankruptcy case, any of the following: an officer, director, managing executive, or owner of § percent of more
of the voling or equity securities of a corporation; a partner, other than a limited partner, of a partnership; a sole proprietor or
self-employed full-time or part-time. An individual debtor also may be “in business” for the purpose of this form if the debtor
engages in a trade, business, or other activity, other than as an employee, to supplement income from the debtor’s primary
employment.

“Insider.” The term "insider" includes but is not limited to: relatives of the debtor; general pariners of the debtor and
their relatives; corporations of which the debtor is an officer, director, or person in control; officers, directors, and any owner of
5 percent or more of the voting or equity securities of a corporate debtor and their relatives; affiliates of the debtor and insiders
of such affiliates; any managing agent of the debtor. 11 U.S.C. § 101.

1. Income from employment or operation of business

None State the gross amount of income the debtor has received from employment, trade, or profession, or from operation of
the debtor's business, including part-time activities either as an employee or in independent trade or business, from the
beginning of this calendar year to the date this case was commenced. State also the gross amounts received during the
two years immediately preceding this calendar year. (A debtor that maintains, or has maintained, financial records on
the basis of a fiscal rather than a calendar year may report fiscal year income. Identify the beginning and ending dates
of the debtor's fiscal year.) If a joint petition is filed, state income for each spouse separately. (Married debtors filing
under chapter 12 or chapter 13 must state income of both spouses whether or not a joint petition is filed, unless the
spouses are separated and a joint petition is not filed.)

AMOUNT SOURCE



None

Nonc
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2. Income other than from employment or operation of business

State the amount of income received hy the debtor ather t.han from employment, trade, profession, operation of the
debtor’s business during the two years the of this case. Give particulars, Ifa
joint petition is filed, state income for each spouse separately (Married debtors filing under chapter 12 or chapter 13
must state income for each spouse whether or not a joint petition is filed, unless the spouses are separated and a joint
petition is not filed.)

AMOUNT SOURCE

3. Payments to creditors

Complete a. or b., as appropriate, and c.

a. Individual or joint debtor(s) with primarily consumer debts: List all pi on loans, install p of
goods or services, and other debts to any creditor made within 90 days i iatel; ding the of
this case if the aggregate value of all property that constitutes or is affected by such transfer is not less than $600.
Indicate with an asterisk (*) any payments that were made to a creditor on account of a domestic support obligation or
as part of an alternative repayment schedule under a plan by an approved nonprofit budgeting and creditor counseling
agency. (Married debtors filing under chapter 12 or chapter 13 must include payments by either or both spouses
whether or not a joint petition is filed, unless the spouses are separated and a joint petition is not filed.)

NAME AND ADDRESS OF CREDITOR  DATES OF AMOUNT AMOUNT
PAYMENTS PAID STILL OWING

None

None

b. Debtor whose debts are not primarily consumer debts: List each payment or other transfer to any creditor made
within 90 duys diatel; ing the of the case if the aggregate value of all property that
constitutes or is affected by snch transfer is not less than $5,475. (Married debtors filing under chapter 12 or chapter
13 must include payments and other transfers by cither or both spouses whether or not a joint petition is filed, unless
the spouses are separated and a joint petition is not filed.)

NAME AND ADDRESS OF CREDITOR DATES OF AMOUNT AMOUNT
PAYMENTS/ PAID OR STILL
TRANSFERS VALUE OF OWING
TRANSFERS
c. All debtors: List all payments made within one year i diatel ding the of this case

Lo or for the benefit of creditors who are or were insiders. (Married dehmrs filing under chapter 12 or chapter 13 must
include payments by either or both sponses whether or not a joint petition is filed, unless the spouses are separated and
a joint petition is not filed.)

NAME AND ADDRESS OF CREDITOR  DATE OF AMOUNT AMOUNT
AND RELATIONSHIP TO DEBTOR PAYMENT PAID STILL OWING

4. Suits and inistrative p i i garni and h
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None a. List all suits and administrative proceedings to which the debtor is or was a party within one year immediately
preceding the filing of this bankruptcy case. (Married debtors filing under chapter 12 or chapter 13 must include
information concerning either or both spouses whether or not & joint petition is filed, uniess the spouses are separated
and a joint petition is not filed.)

CAPTION OF SUIT COURT OR AGENCY STATUS OR
AND CASE NUMBER NATURE OF PROCEEDING ~ AND LOCATION DISPOSITION

None b. Descrlbe all properly lhﬂl has been attached, gamished or seized under any legal or equitable process within one
year i di g the of this case. (Married debtors filing under chapter 12 or chapter 13
must include ml‘onnatlon concﬂ‘nmg property of either or both spouses whether or not a joint petition is filed, unless
the spouses are separated and a joint petition is not filed.)

NAME AND ADDRESS DESCRIPTION
OF PERSON FOR WHOSE DATE OF AND VALUE
BENEFIT PROPERTY WAS SEIZED SEIZURE OF PROPERTY

5. Repossessions, foreclosures and rcturns

None List all property that has been repossessed by a creditor, sold at a foreclusum sale, transferred through a deed in lieu
of foreclosure or returned to the seller, within one year i di the of this case.
(Married debtors filing under chapter 12 or chapter 13 must include information concerning property of either or both
spouses whether or not a joint petition is filed, unless the spouses are separated and a joint petition is not filed.)

DATE OF REPOSSESSION, DESCRIPTION
NAME AND ADDRESS FORECLOSURE SALE, AND VALUE
OF CREDITOR OR SELLER TRANSFER OR RETURN OF PROPERTY

6. Assignments and receiverships

Nane a. Describe any assignment of property for the benefit of creditors made within 120 days immediately preceding the
commencement of this case. (Married debtors filing under chapter 12 or chapter 13 must inelude any assignment by
either or both spouses whether or not a joint petition is filed, unless the spouses are separated and a joint petition is not
filed.)

TERMS OF
NAME AND ADDRESS DATE OF ASSIGNMENT
OF ASSIGNEE ASSIGNMENT OR SETTLEMENT




None
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b Llsl all propeny whlch has been in the hands of a dian, receiver, or i official within one year
of this case. (Married debtors filing under chapter 12 or chapter 13 must
include information concemmg property of either or both spouses whether or not a joint petition is filed, unless the
spouses are separated and a joint petition is not filed.)

NAME AND LOCATION DESCRIPTION
NAME AND ADDRESS OF COURT DATE OF AND VALUE
OF CUSTODIAN CASE TITLE & NUMBER ORDER Of PROPERTY
7. Gifts
None List all gifts or charitable contributions made within one year i i of this case

None

except ordinary and usual gifis to family members aggregating less than $200 in value per individual family member
and charitable contributions aggregating lcss than $100 per recipient. (Married debtors filing under chapter 12 or
chapter 13 must include gifis or contributions by either or both spouses whether or not a joint petition is filed, unless
the spouses are separated and a joint petition is not filed.)

NAME AND ADDRESS RELATIONSHIP DESCRIPTION
OF PERSON TO DEBTOR, DATE AND VALUE
OR ORGANIZATION IF ANY OF GIFT OF GIFT

8. Losses

List all losses from fire, theft, other casualty or gambling within one year i ) ding the

of this case or since the commencement of this case. (Married debtors filing under chaptcr 12 or chapter 13 must
include losses by either or both spouses whether or not a joint petition is filed, unless the spouses are separated and a
joint petition is not filed.)

DESCRIPTION DESCRIPTION OF CIRCUMSTANCES AND, IF
AND VALUE OF LOSS WAS COVERED IN WHOLE OR IN PART DATE
PROPERTY BY INSURANCE, GIVE PARTICULARS OF LOSS

None

9. Payments related to debt counseling or bankruptcy

List all paymems made or pmperty transfened by or on behalf of the debtor to any persons, including attomeys, for
debt ion, relief under the bankruptcy law or preparation of a petition in bankruptcy

within one year i diately preceding the of this case,

DATE OF PAYMENT, AMOUNT OF MONEY OR
NAME AND ADDRESS NAME OF PAYER IF DESCRIPTION AND
OF PAYEE OTHER THAN DEBTOR VALUE OF PROPERTY

10. Other transfers
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5
None a.  List all other property, other than property transferred in the ordinary course of the business or financial affairs of
the debtor, transferred either absolutely or as security within two years immediately preceding the
commencement of this case. (Married debtors filing under chapter 12 or chapter 13 must inclnde transfers by
either or both spouses whether or not a joint petition is filed, unless the spouses are scparated and a joint petition is
not filed.)
DESCRIBE PROPERTY
NAME AND ADDRESS OF TRANSFEREE, TRANSFERRED AND
RELATIONSHIP TO DEBTOR DATE VALUE RECEIVED
Tone
| b. List all property transferred by the debtor within ten years i i ing the of this case
to a self-setiled trust or similar device of which the debtor is a beneficiary.
NAME OF TRUST OR OTHER DATE(S) OF AMOUNT OF MONEY OR DESCRIPTION
DEVICE TRANSFER(S) AND VALUE OF PROPERTY OR DEBTOR’S
INTEREST IN PROPERTY
11. Closed financial accounts
Nane

List all financial accounts and instruments held in the name of the debtor or for the benefit of the debtor which were

closed, sold, or otherwise transferred within one year i di ding the of this case. Include
checking, savings, or other financial accounts, certificates of deposit, or other instruments; shares and share accounts
held in banks, credit unions, pension funds, cooperati iati houses and other financial

institutions. (Married debiors filing under chapter 12 or chapter 13 must include information concerning accounts or
instruments held by or for either or both spouses whether or not a joint petition is filed, unless the spouses are
separated and a joint petition is not filed.)

TYPE OF ACCOUNT, LAST FOUR AMOUNT AND
NAME AND ADDRESS DIGITS OF ACCOUNT NUMBER, DATE OF SALE
OF INSTITUTION AND AMOUNT OF FINAL BALANCE OR CLOSING

None

12. Safe deposit boxes

List each safe deposit or other box or deposilory in which the debior has or had scouritics, cash, or other valuables
within ene year i diatel ding the of this case. (Married debtors filing under chapter 12 or
chapter 13 must include boxes or depositories of either or both spouses whether or not a joint petition is filed, unless
the sponses are separated and a joint petition is not filed.)

NAME AND ADDRESS NAMES AND ADDRESSES DESCRIPTION  DATE OF TRANSFER
OF BANK OR OF THOSE WITH ACCESS OF OR SURRENDER,
OTHER DEPOSITORY TO BOX OR DEPOSITORY CONTENTS IF ANY

13. Setolfs
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6
None List all setoffs made by any creditor, including a bank, against a debt or deposit of the debtor within 90 days preceding
the commencement of this case. (Married debtors filing under chapter 12 or chapter 13 must include information
concerning either or both spouses whether or not a joint petition is filed, unless the spouses are separated and a joint
petition is not filed.)
DATE OF AMOUNT
NAME AND ADDRESS OF CREDITOR SETQFF OF SETOFF
14. Property held for anether person
None List all property owned by another person that the debtor holds or controls.
NAME AND ADDRESS DESCRIPTION AND
OF OWNER VALUE OF PROPERTY LOCATION OF PROPERTY
15. Prior address of debtor
Nore
O 1f debtor has inoved within three years i diatel. ing the of this case, list all premises

which the debtor occupied during that period and vacated prior to the commencement of this case. 1fa joint petition is
filed, report also any separate address of either spouse.

ADDRESS NAME USED DATES OF OCCUPANCY

16. Spouses and Former Spouses

None

a

1f the debtor resides or resided in a community property state, commonwealth, or territory (including Alaska, Arizona,
California, Idaho, Louisiana, Nevada, New Mexico, Puerto Rico, Texas, Washington, or Wisconsin) within eight
years i diatel. ing the of the case, identify the name of the debtor’s spouse and of

any former spouse who resides or resided with the debtor in the community property state.

NAME
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17. Environmental Information.

For the purpose of this question, the following definitions apply:

"Euvironmental Law" means any federal, state, or local statute or regulati lating pollution,

releases of hazardous or toxic substances, wastes or material into the air, land, soil, surface water, groundwater, or
other medium, including, but not limited to, statutes or regulations regulating the cleanup of these substances, wastes,
or material.

"Site” means any location, facility, or property as defined under any Environmental Law, whether or not presently or
formerfy owned or operated by the debtor, including, but not limited to, disposal sites.

“Hazardous Material” means anything defined as a waste, toxic sub hazard
material, pollutant, or contaminant or similar term under an Environmental Law.

None a. List the name and address of every site for which the debtor has received notice in writing by a governmental
unit that it may be liable or potentially Jiable under or in violation of an Environmental Law. Indicate the
governmental unit, the date of the notice, and, if known, the Environmental Law:

SITE NAME NAME AND ADDRESS DATE OF ENVIRONMENTAL
AND ADDRESS ‘OF GOVERNMENTAL UNIT NOTICE LAW
None b. List the name and address of every site for which the debtor provided notice to a governmental nnit of a release

of Hazardous Material. Indicate the governmental unit to which the notice was sent and the date of the notice.

SITE NAME NAME AND ADDRESS DATE OF ENVIRONMENTAL
AND ADDRESS OF GOVERNMENTAL UNIT NOTICE LAW
Nore ¢. List all judicial or administrative p dil including or orders, under any Environmental Law with

respect to which the debtor is or was a party. Indicate the name and address of the governmental unit that is or was a party
to the proceeding, and the docket number.

NAME AND ADDRESS DOCKET NUMBER STATUS OR
OF GOVERNMENTAL UNIT DISPOSITION

19. Nature, location and name of business

None a. Ifthe debtor is an individual, list the names, addresses, laxpayer identification numbers, nature of the businesses,
and beginning and ending dates of all businesses in which the debtor was an officer, director, partner, or managing
executive of a corporation, partner in a p ip, sole i or was self-employed in a trade, p ion, or
other activity either full- or part-time within six years i diately p ing the of this case, or in
which the debtor owned 5 percent or more of the voting or equity securities within six years immediately preceding
the commencement of this case.

If the debtor is a part ip, list the names, taxpayer identification numbers, nature of the businesses, and
beginning and ending dates of all businesses in which the debtor was a partner or owned 5 percent or more of the
voting or equity securities, within six years i diatel, ding the ofthis case.

If the debtor is a corporation, list the names, addresscs, taxpayer identification numbers, nature of the businesses, and
beginning and ending dates of all businesses in which the debtor was a partner or owned 5 percent or more of the

voting or equity securities within six years i iatel ding the of this case.
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LAST FOUR DIGITS
OF SOC. SEC. NO./ BEGINNING AND
NAME COMPLETEEINOR ADDRESS NATURE OF BUSINESS  ENDING DATES
OTHER TAXPAYER
LD.NO.
None b. Identify any business listed in response to subdivision a., above, that is "single asset real estate” as

defined in 11 U.S.C. § 101.

NAME ADDRESS
The following questions are to be completed by every debtor that is a ion or hip and by any ind
debtor who is or has been, within six years i i ing the of this case, any of the followil

officer, director, managing executive, or owner of more than 5 percent of the voting or equity securities of a corporation; a
partner, other than a limited partner, of a partnership, a sole proprietor, or self-employed in a trade, profession, or other activity,
either full- or part-time.

(An individual or joint debtor should complete this portion of the statement only if the debtor is or has been in business, as
defined above, within six years i diately preceding the of this case. A debtor who has not been in business
within those six years should go directly to the signature page.)

19. Books, records and financial statements

Nane a. List ell bookkeepers and accountants who within two years immediately preceding the filing of this
bankruptcy case kept or supervised the keeping of books of account and records of the debtor.

NAME AND ADDRESS DATES SERVICES RENDERED
None b. List all firms or individuals who within two years i diately ing the filing of this
O case have audited the books of account and records, or prepared a financial statement of the debtor.

NAME ADDRESS DATES SERVICES RENDERED
None. c. List all firms or individuals who at the time of the commencement of this case were in possession of the

books of account and records of the debtor. If any of the books of account and records are not available, explain.

NAME ADDRESS
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Nore d. List all financial institutions, creditors and other parties, including mercantile and trade agencies, to whom a
financial statement was issued by the debtor within two years ii diately ding the of this case.
NAME AND ADDRESS DATE ISSUED
20. Inventories
Nore a. List the dates of the last two inventories taken of your property, the name of the person who supervised the
taking of each inventory, and the dollar amount and basis of each inventory.
DOLLAR AMOUNT
OF INVENTORY
DATE OF INVENTORY INVENTORY SUPERVISOR (Specify cost, market or other basis)
None b. List the name and address of the person having possessiou of the records of each of the inventories reported
in a., above.
NAME AND ADDRESSES
OF CUSTODIAN
DATE OF INVENTORY OF INVENTORY RECORDS
21, Current Partners, Officers, Directors and Shareholders
None a. Ifthe debtor is a partnership, list the nature and pereentage of partnership interest of each member of the
partnership.
NAME AND ADDRESS NATURE OF INTEREST PERCENTAGE OF INTEREST
None b. Ifthe debtor is a corporation, list all officers and directors of the corporation, and each stockholder who
directly or indirectly owns, controls, or holds 5 percent or more of the voting or equity securities of the
corporation,
NATURE AND PERCENTAGE
NAME AND ADDRESS TITLE OF STOCK OWNERSHIP
22 . Former partners, officers, directors and shareholders
None a. Ifthe debtor is a parinership, list each member who withdrew from the partnership within one year immediately

preceding the commencement of this case.

NAME ADDRESS DATE OF WITHDRAWAL
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10
None b. Ifthe debtorisa corpornnon, list all officers, or directors whose relationship with the corporation terminated
within ene year i preceding the of this case.
NAME AND ADDRESS TITLE DATE OF TERMINATION
23 . Withdrawals from a parioership or distributions by a corporation
None If the debtor is a parinership or corporation, list afl withd. or ibutions credited or given to an insider,
including wmpensatlon in any form, bonuses, loans, stock redemptlons, options exercised and any other perquisite
during one year di the of this case.
NAME & ADDRESS AMOUNT OF MONEY
OF RECIPIENT, DATE AND PURPOSE OR DESCRIPTION
RELATIONSHIP TO DEBTOR OF WITHDRAWAL AND VALUE OF PROPERTY
24. Tax Consolidation Group.
None If the debtor is a corporation, list the name and federal taxpayer identification number of the parent corporation of any
consohdaled gmup for tax purposes of which the debtor has been & member at any time within six years
ly p g the of the case.

NAME OF PARENT CORPORATION ~ TAXPAYER IDENTIFICATION NUMBER (EIN)

25. Pension Funds.
None ¥f the debtor is not an individual, kst the name and federal taxpayer identification number of any pension fund to
which the debtar, as an employer, has been responsible for contributing at any time within six years immediately

preceding the commencement of the case.

NAME OF PENSION FUND TAXPAYER IDENTIFICATION NUMBER (EIN)
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[If completed by an indivi or individual and spouse]

1 declare under penalty of perjury that I have read the answers contained in the foregoing statement of financial affairs and
any attachments thereto and that they are true and correct.

Date Signature
of Debtor
Date Signature
of Joint Debtor
(if any)

{1 completed on behalf of a partnership or corporation]

L, declare under penalty of perjury that 1 have read the answers contained in the foregoing statement of financial affairs and any attachments thereto and
that they are true and correct 10 the best of my knawledge, information and belief.

Date Signatute

Print Name and Title

[An individual signing on behalf of a partnership or carporation must indicate position or relationship to debtor.}

continuation shests attached

Penalty for making a faise statentent: Fine of up 1o S500,000 or imprisanment jor up (@ 5 years, or both. 18 US.C. §§ 152 and 3571

DECLARATION AND SIGNATURE OF NON-ATTORNEY BANKRUPTCY PETITION PREPARER (See 11 U.S.C. § 110)

1 declare under penalty of perjury that: (1) T am a bankruptcy petition preparer as defined in 11 U.S.C. § 110; (2) I prepared this document for
compensation and have provided fhe debtor with a copy of this document and the notices and information required under 11 U.S.C. §§ 110(b), 110(h), and
342(b); and, (3) 1f rules or guidelines have been promulgated pursuant to 13 U.S.C. § 110(h) setting 2 maximum fes for serviccs chargeable by bankruptey
petition preparers, T hiave given th debtor notice of the maximum amount before preparing any document for filing for a debtor or aceepting any fee from the
debior, 25 required by that section.

Printed or Typed Name and Titls, if any, of Bankrupicy Pefition Preparcr Social Security No.(Required by 11 US.C. § 110)

Ifthe bankruptcy petition preparer is wof an individual, state the name, title (if ary), address, and social security number of the officer, principal, responsible
person, or partner who signs this document.

Address

X
Signature of Bankruptcy Petition Preparer Date

Names and Social Security numbers of all other individuals who prepared or assisted in preparing this document unless the bankruptey petition preparer is
not an individuel:

1 more than one person prepared this document, attach additional signed sheets conforming fo the appropriate OFficial Form for each person.

A bankruptcy petition preparer's fuilure to camply with the provisions of tite 11 and the Federal Rales of Bankruptcy Procedure may result in
Jines or imprisonment or both. 18 US.C. § 156.
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Form 8
(10/05)
United States Bankruptcy Court
District Of
Inre »
Debtor Case No.

Chapter 7

CHAPTER 7 INDIVIDUAL DEBTOR'S STATEMENT OF INTENTION

O I have filed a schedule of assets and liabilities which includes debts secured by property of the estate.
T I have filed a schedule of executory contracts and unexpired leases which includes personal property subject to an unexpired lease.
O intend to do the following with respect to the property of the estate which secures those debis or is subject to a lease:

Property will Debt will be
Desciption of Secured Creditor's Property willbe | Property bo redecmed reaffirmed
Property Name Sumendered is claimed pursuznt to putsuant to
as exempt 11US.C. §722 11US.C. § 524(c)

Loase will be
Description of Leased Lessor's assumed pursnant
Property Name o1l USC.

§ 362(hY(1)(A)

Date:
Signature of Debtor

DECLARATION OF NON-ATTORNEY BANKRUPTCY PETITION PREPARER (Scc 11 U.S.C. § 110)

1 declare under penalty of perjury that: (1) I am a bankruptcy petition preparer as defined in 11 U.S.C. § 1105 (2) I prepared this document for
compensation and have provided the debtor with a copy of this document and the notices and information required under 11 U.5.C. §§ 110(b),
110(h), and 342(b); and, (3) if rules or guidelines have been promulgated pursuant to 11 U.S.C. § 110(h) setting a maximum fee for services
chargeable by bankruptcy petition preparers, I have given the debtor notice of the maximum amount before preparing any document for filing for a
debtor or accepting any fee from the debtor, as required in that section.

Printed or Typed Name of Bankruptey Petition Preparer Social Security No. (Required under 11 U.S.C. § 110.)
If the bankruptcy petition preparer is not an individual, state the narme, title (if any), address, and social security number of the officer, principal,
responsible person or partner who signs this document.

Address

X
Signature of Bankruptcy Petition Preparer Date

Names and Social Security Numbers of all other individuals who prepared or assisted in preparing this document unless the bankruptcy petition
preparer is not an individual:

Ifmore than one person prepared this document, attach additional signed sheets conforming to the appropriate Official Form for each person.

A bankruptcy petition preparer’s failure to comply with the provisions of title 11 and the Federal Rules of Bankruptcy Procedure may result in fines
or imprisonment or both. 11 US.C. § 110; I8 US.C. § 156.



238

Form B 21 Official Form 21
(12/03)
FORM 21. STATEMENT OF SOCIAL SECURITY NUMBER

{Caption as in Form 164.]

STATEMENT OF SOCIAL SECURITY NUMBER(S)

1.Name of Debtor (enter Last, First, Middle):
(Check the appropriate box and, if applicable, provide the required information.)

/ /Debtor has a Social Security Number and itis: ___-_ _-____

(If more than one, state all)
{ /Debtor does not have a Social Security Number.

2 Name of Joint Debtor (enter Last, First, Middle):
(Check the appropriate box and, if applicable, provide the required information.)

/ foint Debtor has a Social Security Number and itis: __ _-_ -
(If more than ore, siate all)
/ {Joint Debtor does not have a Social Security Number.

1 declare under penalty of perjury that the foregoing is true and correct.

X

Signature of Debtor Date

Signature of Joint Debtor Date

*Joint debors must provide information for both spouses.
Penalty for making a faise statement: Fine of up to $250,000 or up to 5 years imprisonment or both. 18 U.S.C. §§ 152

and 3571.
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Official Form 23 (10/06)

United States Bankruptcy Court
District Of

Inre Case No.

Debtor
Chapter

DEBTOR’S CERTIFICATION OF COMPLETION OF INSTRUCTIONAL COURSE CONCERNING
PERSONAL FINANCIAL MANAGEMENT

Every individual debtor in a chapter 7 or chapter 13 case must file this certification. If a joint petition is filed,

each spouse must complete and file a separate certification. Complete one of the following statements and file by the
deadline stated below:

O,

, the debtor in the above-styled case, hereby
(Printed Name of Debtor)

(Date), I completed an instructional course in personal financial management
an approved personal financial

certify that on
provided by

(Name of Provider)
management provider.

Certificate No. :

O,
(Printed Name of Debtor)
certify that no personal financial management course is required because of [Check the appropriate box. ]:
O Incapacity or disebility, as defined in 11 U.S.C. § 109(h);
[ Active military duty in a military combat zone; or
O Residence in a district in which the United States trustee (or bankruptcy administrator) has determined that

the approved instructional courses are not adequate at this time to serve the additional individuals who would otherwise
be required to complete such courses.

the debtor in the above-styled case, hereby

igl of Debtor:

Date:

Instructions: Use this form only to certify whether you completed a course in personal financial management. (Fed. R.
Bankr. P, 1007(b)(7).) Do NOT use this form to file the certificate given to you by your prepetition credit counseling
provider and do NOT include with the petition when filing your case.

Filing Deadlines: In a chapler 7 case, file within 45 days of the first date set for the meeting of creditors under
§ 341 of the Bankruptcy Code. In a chapter 13 case, file no later than the last payment made by the debtor as required by
the plan or the filing of & motion for entry of a discharge under § 1328(b) of the Code. (See Fed. R. Bankr. P. 1007(c).)
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POST-HEARING QUESTIONS SUBMITTED TO THE WITNESSES

Questions for Professor Todd Zywicki

Over the nearly eight years that 2005 Amendments to the Bankruptcy Code were under
consideration by Congress, we continuously heard that each American family was paying
a $400 to $550 “bankruptcy tax” for profligate bankruptey filings.

Since the enactment of the Act two years ago, have interest rates dropped?

Has the cost of goods and services been lowered in response to the perceived
savings resulting from the enactment of the 2005 bankruptcy reforms?

Earlier this year, Steve Bartlett testified on behalf of the Financial Services Roundtable
before this Subcommittee that the “total cost savings to the American economy” as a
result of the enactment of the 2005 Amendments to the Bankruptcy Code to be “around
$60 billion.”

Do you concur with this estimate?
Where have Americans experienced these tremendous savings?

For example, are interest rates lower now than they were before the 2005 Act
became law?

Are the prices of goods and services lower now?

How do you respond to the concerns of consumer advocates that the associated fees for
filing a bankruptcy petition continue to hurt disproportionately those families forced to
file for bankruptcy due to job loss, divorce, or worse, illness?

How do you respond to the concerns of consumer advocates that the credit counseling
requirement simply creates an unnecessary hurdle for many debtors who must eventually
file for bankruptcy protection?

Although you question the Harvard study, you appear to consider other studies that
conclude about 17 percent of bankruptcy cases are filed as a result of medical debt.

Is nearly one-fifth of bankruptcy filings prompted by medical debt an
insignificant number?
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Questions for Cliff White, I11
Executive Office for United States Trustees

Do you support making bankruptcy less costly for honest, lower income debtors?

Earlier this year, Henry Sommer, President of the National Association of Consumer
Bankruptcy Attorneys, testitied before this Subcommittee that the U.S. Trustee Program
“has done virtually nothing to address™ abuses by creditors in the bankruptcy system.

‘What is your response?

In your prepared statement, you state that approximately 8% of chapter 7 debtors have
income above the state median income. Of those, only 12% were presumed abusive.

This means that less than 1% of chapter 7 cases are even presumed to be abusive.
Is that correct?

Can you approximate what the cost of implementing the 2005 Amendments has
been to achieve this result?

Why is it that up to one-fifth of presumed abusive chapter 7 cases are not pursued
because of medical expenses or loss of income from illness or injury? Should the means
test forms be revised so that these cases will not be presumed to be abusive?

As you know, medical debt is not clearly identified in a debtor’s schedules as such.
Often, a debtor will incur credit card debt or refinance his or her home mortgage to pay
such debt.

Thus, how could your office determine the percentage of cases that presented
medical debt without interviewing the debtors as Professors Warren and
Himmelstein did?
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Questions for Professor Elizabeth Warren

Please explain the relationship between medical debt and subprime mortgages.
Critics of your study assert that its conclusions are unrealistic and that you and your
colleagues “fail to provide a causal relationship to support the claim that medical
spending contributes to ‘half of all bankruptcies.”” Based on their analysis of the
researchers’ data, the critics were able to find a “causal link in only 17 percent of
personal bankruptcies.”

What is your response to this criticism?
Critics of your study also question whether it substantiates your assertion that national
health insurance would greatly reduce the number of bankruptcies filed as a result of
medical debt.

What is your response?

Professor Zywicki asserts that “American households should be much more resilient to
temporary income interruptions than in previous years.”

What is your response?
Professor Zywicki asserts that the “increasing number of two wage-earner families
obviously has made families more resilient in the face of the loss of one income as the
result of job interruptions from health problems or any other source.”

What is your response?
Professor Zywicki states that “[m]ost studies of bankruptcy filers have failed to find a
relationship between health debt and bankruptcy, although medical debt does play a role
in some bankruptcy filings.”

‘What is your response?
Professor Zywicki states that he has been “unable to locate any independent researcher
unaffiliated with any of the authors of [your] study who has endorsed the methodology or

findings of this study.”

What is your response?

Professor Zywicki criticizes your study for including as “medical bankruptcies” such
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events as gambling addiction, a death in the family, or the birth or adoption of a child.
‘What is your response?

Professor Zywicki states that the 2005 Amendments to the Bankruptcy Code “has cut

bankruptcy filings in half, primarily by deterring fraudulent and abusive filings while

preserving bankruptcy relief for those who need it.”

What is your response?

Professor Zywicki states that the current bankruptcy system is “well-equipped to deal
with the challenges of medical bankruptcies.”

What is your response?

In what respects would you recommend amending the Bankruptcy Code to better
accommodate debtors with serious medical problems?

Earlier this year, Henry Sommer, President of the National Association of Consumer
Bankruptcy Attorneys, testitied before this Subcommittee that “[b]ankruptcy has gone
from being a relatively low-priced proceeding that could be handled quickly and
efficiently to being an expensive minefield of new requirements, tricks and traps that
catch the innocent and unsuspecting debtor.”
‘What is your response?
The Bankruptcy Abuse Prevention and Consumer Protection Act of 2005 requires
consumers to submit in connection with their bankruptcy cases extensive documentation,
such as tax returns, payment advices, and bank statements, among other documents.
‘What happens if a debtor simply does not have these documents?

How many Americans in 2006 would you estimate have medical debt?

How many Americans would you estimate declared bankruptcy as the result of medical
debt in 20067

Professor Zywicki in his prepared statement states that “[f]or every innocent debtor who
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has found himself down on his luck as the result of illness and injury, there are also
innocent doctors, nurses, and health care professionals who have provided ameliorating
and even life-saving care for the debtor.” He continues, “Every $100,000 discharged
rather than paid in bankruptcy may be the difference between a hospital hiring a new
nurse or the ability of a doctor to afford indigent care for another patient.”

What is your response?
Professor Zywicki states that “current law adequately accommodates the claims of those
debtors laid low by medical problems and expenses and other innocent parties who are

affected by bankruptcy including health care professionals and other consumers.”

What is your response?
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Questions for Mark Rukavina
Please explain why Americans, such as Ms. Smith, are not unique.

Please explain how a family with full insurance can still face financial distress as a result
of medical debt.

Please explain some of the shortcomings of our current health insurance system.
It is asserted that certain characteristics of health insurance plans put insured people at
greater risk of experiencing financial distress as result of medical debt. Please explain
what these characteristics are.
Professor Zywicki states that there is no “evidence that medical bankruptcies are creating
any sort of crisis for the bankruptcy system or that the percentage of medical
bankruptcies has been rising over time.”

What is your response?
Professor Zywicki cites a study by Ian Domowitz and Robert Sartain that purportedly
finds little correlation between medical debt and other sources of financial distress, such
as job loss or income interruption.

What is your response?

Professor Zywicki states that “there is no evidence that lack of medical insurance is a
major causal factor in bankruptcy filings.”

What is your response?
What are some of the consequences of inadequate insurance?

Some say that medical debt problems among the insured are likely to increase. Please
explain your assessment of this concern.

The Access Project recently issued a report on the Massachusetts Student Health
Insurance Mandate. Please summarize the report’s findings.
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Questions for Professor David Himmelstein

Given the seriousness of the medical debt and bankruptcy problem in the U.S., what can
Congress do to address the crisis, both in the short term and in the long term?

How would passage of a single payer universal health care program, such as HR. 676,
impact the medical debt and bankruptey crisis.

If federal legislation was passed that would prohibit medical debt collection agencies or
medical providers from reporting medical debt on one’s credit score, how would this
impact the delivery of medical care to both insured and underinsured patients.

In countries where there are single payer universal health care systems; countries such as
Taiwan, Sweden, Canada, and Switzerland, do they have any problems with medical debt
and bankruptcy? If not, why is this is the case?

Professor Zywicki in his prepared statement states that “[f]or every innocent debtor who
has found himself down on his luck as the result of illness and injury, there are also
innocent doctors, nurses, and health care professionals who have provided ameliorating
and even life-saving care for the debtor.” He continues, “Every $100,000 discharged
rather than paid in bankruptcy may be the difference between a hospital hiring a new
nurse or the ability of a doctor to afford indigent care for another patient.”

What is your response?

How much is spent annually by hospitals, physicians, dentists, medical labs, or medical
equipment companies to collect medical debt?

Are there any for-profit and non-profit hospitals that receive federal funds; such as
Medicaid, S-CHIP or DISH payments that may be using any portion of these federal
dollars in order to hire private collection agencies to collect medical debt?

How many private medical debt collection companies are there in America, and
approximately how many of these companies are hired by medical providers to collect
outstanding medical debt?

Approximately how many Americans each year are being pressured by medical debt
companies, either by calling them, or sending them a letter in the mail, to pay back
medical debt to a provider?
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Approximately how many patients each year would you estimate are being tracked down
to pay medical debt from your average medium size hospital in Boston?

What are the annual profit margins of the largest medical debt companies?

How many Americans each year with medical debt have it reported to medical debt
collection agencies?

How many Americans do you think have had medical debt that has been reported to
collection agencies?
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ANSWERS TO POST-HEARING QUESTIONS FROM TODD J. ZYWICKI,
GEORGE MASON UNIVERSITY SCHOOL OF LAW, ARLINGTON, VA

Responses to Questions for Professor Todd Zywicki
1.a. Since the enactment of the Act two years ago, have interest rates dropped?

T am not aware of any empirical studies that have tried to assess whether interest rates on
consumer loans have dropped. Tassume that the question actually means to ask about the
spread between the cost of funds and overall interest rates, as there has been a general
increase in the underlying cost of funds since BAPCPA was enacted.

Previous empirical study of consumer credit pricing have found that the spread between
the cost of funds and prevailing interest rates is atfected by the charge-off rate on
consumer loans. Thus, as charge-offs increase, the spread increases as well. See Adam
B. Ashcraft, Astrid A. Dick, and Donald P. Morgan, The Bankruptcy Abuse Prevention
and Consumer Protection Act: Means-Testing or Mean Spirited? Federal Reserve Bank
New York (Dec. 19, 2006). To the extent that charge-offs have dropped under the Act,
then the spread would shrink as well.

Of course, the idea that interest rates are the only way in which consumer lenders might
pass on cost savings is just incorrect as an economic matter. For instance, lenders might
also increase product quality (such as customer service) or adjust other terms. For
instance, empirical research indicates that behavior-based fees (such as late fees or
overlimit fees) are risk-based fees that vary according to the charge-off rate. Nadia
Massoud, Anthony Saunders, and Barry Scholnick, 7he Cost of Being Late: The Case of
Credit Card Penalty Fees, working paper (January 2006).

1.b. Has the cost of goods and services been lowered in response to the perceived
savings resulting from the enactment of the 2005 bankruptcy reforms?

T have seen no empirical study of this question.
2.a. Do you concur with this estimate?

T have no opinion. Tam not familiar with the methodology that was used to calculate this
figure or how this estimate was derived. Thus, I have no opinion on its accuracy.

2.b. No opinion.
2.c. No opinion.
2.d. No opinion.

3. Ttis not clear to me why filing bankruptcy because of illness is “worse” than filing
bankruptcy due to job loss or divorce. They all sound pretty bad to me.

As to the specific question, the Act tries to strike a balance between making sure that
everyone who needs bankruptcy relief is in fact able to get it. But on the other hand, it
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provides necessary safeguards to protect the efficiency and integrity of the bankruptcy
system. In this sense it is no different from any other similar program, such as taxes or
welfare. We have tried the “honor system” in bankruptcy and it showed itself not to
work effectively. Similarly, all law-abiding people have to pay higher costs in tax
compliance because we are concerned that getting rid of the IRS and compliance
enforcement would lead to widespread tax fraud and concerns about the efficiency and
integrity of the tax system. Obviously, the costs of tax compliance also fall hardest on
those who lack the resources to hire accountants and tax preparers. Similarly, the
government spends a great deal of money to prevent Medicare and insurance fraud.

1t is unfortunate that bankruptcy attorneys have decided that it is necessary to raise their
fees and costs in order to comply with the Act’s requirements. To date, however, 1 am
not aware of any evidence that these costs increases have had the effect of denying needy
filers the ability to file bankruptcy. It is understandable, however, in that both attorneys
and consumer lenders are subject to supply and demand dynamics, such that when
underlying cost or risk rises, they must increase the price of their product to meet it.

4. Tt would be premature to pass final judgment one way or the other on the credit
counseling requirement. A few things are clear. Many expressed concern that given
recent problems in the consumer credit counseling industry, the counseling requirement
would lead to actual harm to consumers. This plainly is not the case. According to the
GAO’s study, the system has provided adequate capacity, reasonable rates, and
professional and timely service to consumers. Fees are waived for debtors who are
unable to pay. There is no evidence of misbehavior by approved counseling providers.

As a result, the question is one of a cost-benefit analysis. There plainly is some benefit in
terms of accomplishing the goals set out by Congress of informing bankruptcy filers of
alternatives to filing bankruptcy. According to the Executive Office of the United States
Trustee, at least 10 percent of those issued bankruptcy filing statistics did not file
bankruptcy after receiving credit counseling. The GAO estimates that about three
percent of filers who sought pre-bankruptcy counseling entered debt management
programs. It thus appears that although only a modest number of consumers entered
DMPs a much larger percentage chose neither to file bankruptcy nor enter a DMP after
seeking counseling.

1t may also be the case that the efficacy of the counseling requirement has been
undermined in some situations by practices that may conform to the letter of the
requirement but not its intent. For instance, there are reports of lawyers who have phones
or computers in their offices, through which consumers may be able to receive pro forma
credit counseling services without gaining the value of a fully independent assessment of
their financial situation. Congress should encourage efforts by the Executive Office of
the United States Trustee to ensure full compliance with the credit counseling
requirements.

Obviously, a conclusion on the value of the pre-bankruptcy counseling requirement
depends on an accurate estimate of the full benefits and costs of it. In turn, this depends
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on such questions as to whether the number of those dissuaded from filing bankruptcy is
at the low end of the scale (3 percent) or the high end (over 10 percent). In my opinion,
there is insufficient data and it is still too early to determine whether counseling is
serving its purpose of adequately informing consumers of alternatives to filing
bankruptcy.

5. This is an incorrect characterization of my testimony and the evidence. There are few
good studies on this topic. Several studies have estimated that health problems may play
a role in perhaps 15-20% of bankruptcy filings. Of that 15-20% less than half of those—
or less than 10%—may be the result of medical debr with the remainder resulting from
medical problems and the consequences thereof, such as missed work. I am aware of no
credible study that concludes that one-fifth of bankruptcy filings are prompted by medical
debr. Most studies, including that of the Executive Office of the United States Trustee,
concur that the percentage of bankruptcies prompted by medical debr are probably in the
single digits.

The percentage of medical bankruptcies will likely grow over time, even though there is
no evidence that the absolute number is rising. Since the enactment of the Act, the
bankruptcey filing rate has been cut in half primarily by weeding out improper bankruptcy
filings. Thus, filings post-Act contain a higher percentage of legitimate filings than pre-
Act. Indeed, the percentage of medical bankruptcies may be as much as twice as high as
pre-Act as a result of the halving of the filing rate. Thus, in assessing this question going
forward, it is imperative to consider whether the absolufe number of medical
bankruptcies has been impacted by the Act.
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ANSWERS TO POST-HEARING QUESTIONS FROM CLIFFORD J. WHITE, III, DIRECTOR,

EXECUTIVE OFFICE FOR U.S. TRUSTEES, U.S. DEPARTMENT OF JUSTICE, WASH-
INGTON, DC

House Committce on the Judiciary
Subeommittee on Commercial and Administrative Law
«“Working Families in Financial Crisis: Medical Debt and Bankruptcy”

Responses to Questions for
Clitford J. White III, Direetor, Executive Otfice for 1.S. Trustees

1. Do you suppert making bankruptcy less costly for honest, low income debtors?

The mission of the United States Trustee Program is to promote the integrity and the
efficiency of the bankruptcy system. Our goal is to ensure that the interests of all stakeholdcrs in
the system are protected, that illegal and improper practices are discouraged, and that prompt
relief is available to all honest debtors. We endeavor to faithfully implement the law in a manner
that ensures compliance with statutory provisions, reflects the prudent exercise of discretion, and
does not unduly burden honest debtors in need of relicf.

2. Farlier this year Henry Sommer, President of the National Association of Consumer
Bankruptcy Attorneys, testified before this Subcommittee that the U.S. Trustee
Program “has done virtually nothing to address” abuses by creditors in the
bankruptcy system. What is your response?

The United States Trustee Program’s civil enforcement activities reflect a balanced
approach to addressing fraud and abusc - focusing on wrong-doing both by debtors and by those
who exploit debtors. The Program combais debtor fraud and abusc primarily by seeking case
dismissal if a debtor has an ability to repay debts and by secking denial of discharge for the
concealment of assets and other violations. The Program protects consumer debtors from
wrongdoing by attorneys, bankruptcy petition preparers, creditors, and others by seeking a
variety of remedies, including disgorgement of fees, fines, and injunctive relief.

We take scriously our responsibility to aggressively investigate and take appropriate
actions against creditors who abuse the bankruptey system, particularly when the abuse is
systemic or multi-jurisdictional. In many cases, creditor abuse is best addressed by the private
case trustees we appoint who object to claims or by deblor’s lawyers who dispule loan agreement
terms. Buf sometimes, the integrily of ihe system as a whole is at stake and it is inmportant for the
United States Trustee Program to take direct enforcement action.

Among the most recent significant cases we have litigated to redress creditor abuse are
two in the Southern District of Texas. In fr re 4len, counsel for the secured lender filed an
erroncous objection to confirmaticn in a chapter 13 case. After the debtor notified the law firm
of the error, it responded with a similarly erroneous notice of withdrawal of the objection,
inaceurately stating that the debtor had filed an amended chapter 13 plan. Testimony revealed
that the law firm’s pleadings are computer-generated and they receive little or no allorncy
review. In its opinion, which assessed a sanction against creditor’s counsel, the court noted |
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that the law firm “has complained bitterly about the participation of the U.S. Trustee in this
matter . . . [The United States Trustce’s] participation assured presentation of a complete
factual and legal case . . . The U.S. Trustee provided an invaluable benefit to the case and
to the process by his professional participation.” 2007 WL 1747018, slip op. al 3, n.5
(Bankr. S.T). Tex. 2007) (emphasis added).

In In re Parsley, Case No. 05-90374 (Bankr. S.1. Tex. 2007), still pending in the
Southern District of Texas, the United States Trustee is litigating against two law firms and a
national mortgage lender and servicer. The Program deployed seasoned litigators from the
Executive Office and other offices throughout the country to conduct discovery involving 2¢
witnesses and nearly 10,000 pages of documents. The court recently heard a week of testimony,
and additional hearing dates have been scheduled.

Since the passage of the Rankruptcy Abuse Prevention and Consumer Protection Act of
2005 (BAPCPA), we have reached out to many constituencies in the bankruptcy system to
identify areas where our enforcement actions with regard to creditor abuse could add the most
value to protect debtors and the integrity of the bankruptcy system. For example, we have met
on several occasions with numerous consumer debtor advocates, including the leadership of the
National Association of Consumer Bankruptcy Attormeys. Additionally, at our most recent
regularly scheduled meeting of the United States Trustees, we heard a presentation from a law
professor who is completing a study commissioned by the National Conference of Bankruptcy
Tudges on mortgage industry practices in bankruptcy cases. We are hopeful that these and other
outreach efforts will continue to inform our discussion and practices in this important area.

3. In your prepared statement, you state that approximately 8% of chapter 7 debtors
have income above the state median ineome, Of those, only 12% were presumed
abusive.

This means that less than 1% of chapter 7 cases are even presumed to be
abusive. Is that correct?

Yes, more preciscly, .88 percent of all chapter 7 cases filed since the effective date of the
means testing provisions of the Bankruptey Code have been presumed abusive. Of that number,
we exercised our statutory discretion to decline to file motions to dismiss in over 20 percent of
the cases after consideration of the debtor’s “special circumstances.” Despite the high rate of
declination, cur rate of filing motions Lo dismiss is currently more than double the rate per
thousand cases filed than it was prior to enactment of the BAPCPA. The United States Trustee
has prevailed in 97.3 percent of the cases that were either adjudicated by the bankruptcy court or
voluntarily dismisscd or converted under the “presumed abuse” standard contained in 11 U.8.C.
§ 707(b)(2).

1L is important to nole that the means tesling provisions provide a more objective and
transparent method to make initial determinations of entitlement to chapter 7 relief. This allows
debtors and their counsel to make means testing calculations before deciding whether to file for
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chapter 7 versus chapter 13 relief or to seek alternatives to bankruptcy. Therefore, the one
percent rate of “presumed abuse” cases may understatc the impact of the statutory change.

Can you approximate what the cost of implementing the 2005 Amendments
has been to achieve this result?

Following passage of the BAPCPA, the President submitted a FY 2006 budget
amendment to the Congress requesting $37.2 million in additional funding for the Program to
implement the provisions of the Act. The FY 2006 Appropriations Act, Pub. L. No. 109-108,
included an enhancement of $26.4 million for additional BAPCPA responsibilities, including
first-year funding of $15.7 million for 241 new positions to carry out the means testing
provisions. The FY 2007 Appropriations Act, Pub. L. No. 110-5, provided $11 million to
annualize the funding for those positions, for a total over the two years of $26.7 million. The
total includes funding for salaries and benefits associated with the new positions, as well as for
infrastructure and other related costs of the positions (e.g., training, travel, transit subsidies,
communication costs, rent, payroll services, background investigations, furniture, office supplies,
computcrs, and information technology).

The FY 2006 budget amendment was based on an assumption that the Program would
have data-enabled form technology available to leverage the staffing resources that would
otherwise be required to implement the means test. We have been working with the
Administrative Oftice of the United States Courts and the Judicial Conference of the United
States to adopt data-enabled forms as a mandatory standard of the court’s electronic case filing
system. The Administrative Office adopted the jointly developed data-enabled technical
standard approximately two years ago, but only as an optional standard pending further study. I1f
the Judicial Conference ultimately grants the Program’s request for the adoption of data-enabled
forms as a mandatory standard, bankruptcy administration will be streamlined and less costly,
and policymakers will have more information lo evaluate the effectiveness of the bankruptey
system.

4. Why is it that up to onec-fifth of presumed abuse chapter 7 cases are not pursued
becausc of médical expenses or loss of income from illness or injury? Should the
means test forms be revised so that these cases will not be presumed abusive?

As reflected in the testimony, the United States Trusiee Program declines to file motions
to digmiss in over 20 percent of cases that are “presumed abusive™ under the means testing
provisions of the Bankruptcy Code. About ong-fifth of those declinations were based upon a
determination that dismissal was not appropriate due to circumstances relating to a medical
condition. Overall, medical-related declinations are made in about 4.8 percent of presumed
abuse cases.

Section 707(b)(2)(B) cxpressly provides that “the presumption of abuse may only be
rebutted by dentonstrating special circumstances, such s a serious medical condition . . . .”
Among the specific reasons considered by the Program in the cases wherc it declined to file a
motion to dismiss were job loss resulting from injury to the debtor, chronic illness of the debtor
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or a debtor’s family member resulting in high medical expenses for the debtor, and similar
circumstances. '

The means test forms promulgaled by the Judicial Confercnee — Official Forms 22A
(chapter 7) and 22C (chapter 13) — provide a place where a debtor can list additional expenses or
adjustments to income reported, including those pertaining to medical circumstances. If debtors
or their counsel inform the United States Trustee promptly of “special circumsiances™ that
overcome the “presumed abuse” arising from the means test calculations, then the Program can
filc a declination contemporaneous with the notice it is required to file reporting that the means
test calculation resulted in a detcrmination of “presumed abuse.” 11 U.S.C. § 707(b)(2).
Therefore, we do not believe the official forms need to be amendcd at this time.

5. As you know, medical debt is not clearly identified in a debtor’s schedules as such.
Often, a debtor will incur credit card debt or refinance his or her home mortgage to
pay such debt.

Thus, how could your office detcrmine the percentage of cases that presented
medical debt without interviewing the debtors as Professors Warren and
Himmelstein did?

As stated in the Program’s testimony, the medical debt information contained on official
forms filed by debtors in bankruptcy cases generally does not indicate whether credit card, home
equity loan, or other debt was incurred to pay for medical care. Certain bankruptcy forms do
contain information fields, however, that could be “data tagged™ to allow for cases with medical-
related debt to more quickly be identificd and to permit a more comprehensive analysis of
incidence of medical-related debt. For example, on Schedule J, Linc 7, debtors are asked to
provide an estimate of their average or projected monthly “Medical and dental cxpenses” and to
report health insurance costs on Line 11c. Additionally, on Official Form 224, the following six
lines provide relevant information:

Line 31, Other Necessary Expenses: health care

Line 34(a), Hcalth Insurance

Line 34(b), Disability Insurance

Line 34(c), Health Savings Account

Line 35, Continued contributions to the care of houschold or family members (reasonable
and necessary care and support of an elderly, chronically il or disabled member of the
household or immediate family members)

Line 56, Other Expenses (required for the health and welfare of the deblor and the
debtor’s dependents)

If these data could be extracted and aggregated from official court filings, then
bankruptey policy-makers and administrators would be able to make decisions or take actions
with a better understanding of the relationship between medical costs and bankruptey.
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ANSWERS TO POST-HEARING QUESTIONS FROM ELIZABETH WARREN,
HARVARD LAW SCcHOOL, CAMBRIDGE, MA

Questions for Professor Elizabeth Warren

Please explain the relationship between medical debt and subprime
mortgages.

Critics of your study assert that its conclusions are unrealistic and that
you and your colleagues “fail to provide a causal relationship to
support the claim that medical spending contributes to ‘half of all
bankruptcies.”” Based on their analysis of the researchers’ data, the
critics were able to find a “causal link in only 17 percent of persenal
bankruptcies.”

What is your response to this criticism?
Critics of your study also question whether it substantiates your
assertion that national health insurance would greatly reduce the
number of bankruptcies filed as a result of medical debt.

What is your response?
Professor Zywicki asserts that “American households should be much
more resilient to temporary income interruptions than in previous
years.”

What is your response?
Professor Zywicki asserts that the “increasing number of two wage-
earner families obviously has made families more resilient in the face
of the loss of one income as the result of job interruptions from health

problems or any other source.”

What is your response?
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Professor Zywicki states that “[m]ost studies of bankruptcy filers have
failed to find a relationship between health debt and bankruptcy,
although medical debt does play a role in some bankruptcy filings.”

What is your response?
Professor Zywicki states that he has been “unable to locate any
independent researcher unaffiliated with any of the authors of [your]
study who has endorsed the methodology or findings of this study.”

What is your response?
Professor Zywicki criticizes your study for including as “medical
bankruptcies” such events as gambling addiction, a death in the family,
or the birth or adoption of a child.

What is your response?
Professor Zywicki states that the 2005 Amendments to the Bankruptcy
Code “has cut bankruptcy filings in half, primarily by deterring
fraudulent and abusive filings while preserving bankruptcy relief for
those who need it.”

What is your response?

Professor Zywicki states that the current bankruptcy system is “well-
equipped to deal with the challenges of medical bankruptcies.”

What is your response?

In what respects would you recommend amending the Bankruptcy
Code to better accommodate debtors with gerious medical problems?
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Earlier this year, Henry Sommer, President of the National Association
of Consumer Bankruptcy Attorneys, testified before this Subcommittee
that “[b]ankruptcy has gone from being a relatively low-priced
proceeding that could be handled quickly and efficiently to being an
expensive minefield of new requirements, tricks and traps that catch the
innocent and unsuspecting debtor.”

What is your response?

The Bankruptcy Abuse Prevention and Consumer Protection Act of
2005 tequires consumers to submit in connection with their bankruptcy
cases extensive documentation, such as tax returns, payment advices,
and bank statements, among other documents.

What happens if a debtor simply does not have these documents?
How many Americans in 2006 would you estimate have medical debt?

How many Americans would you estimate declared bankruptcy as the
result of medical debt in 20067

Professor Zywicki in his prepared statement states that “[f]or every
innocent debtor who has found himself down on his luck as the result
of illness and injury, there are also innocent doctors, nurses, and health
care professionals who have provided ameliorating and even life-
saving care for the debtor.” He continues, “Every $100,000 discharged
rather than paid in bankruptcy may be the difference between a hospital
hiring a new nurse or the ability of a doctor to afford indigent care for
another patient.”

What is your response?

Professor Zywicki states that “current law adequately accommodates
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the claims of those debtors laid low by medical problems and expenses
and other innocent parties who are affected by bankruptcy including
health care professionals and other consumers.”

What is your response?
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1. Some families try to dcal with overwhelming medical bills by refinancing their
homes. Among the families in bankruptcy, about 2% of all families (about 4% of
all homeowners) report refinancing or taking out second mortgages to pay
medical bills. If these numbers werce applicable across all years, then an estimated
200,000 families put their homes on the linc to try to pay medical bills before they
ultimately declared banknptcy.

2. My co-authors and I responded Lo this piece in full. Sce, David Himmelstein,
Deborah Thorne, Clizabeth Warren and Steffie Woothandlcr, Discounting the
Dehtors Will Not Make Medical Baniruptcy Disappear, Health Affairs No. 2, 25 (2006).
The critics, who were paid by the health insurance industry to launch their attack,
produced no new dala. Instcad, they simply decided to redefine medical bankruptey,
cutting out, for example, debtors who mortgaged their hames to pay medical debts or
those who ran up credit card debts to pay for medical bills. Similarly, they
eliminated from the medical-bankruptcy category debtors who said they had large
drug or home care costs, though not hospital or doctor bills. Redcfining medical
bankruptcy does not make it go away.

3. Our study makes it clear that health insurance does not protect families from the
economic fallout of a sericus medical problem. Fully three out of four—75.7%—
medical debtors had insurance at the onset of the illness or accident that they
identified as contributing to their bankruptcies. The current system provides too
little protection even [or those with insurance.

4, Professor Zywicki has a strong opinion that is not backed up either by
independent data or by the experiences of most Americans.

5. Shurp increascs in the costs of big fixed expenses have made all families more
vulnerable financially. In a single generation, families are spending more just for
the basies. So, for example, the size of the home purchased by the median
earning family has moved from 5.8 to 6.1 rooms; but the monthly morigage
payment hus incteased by nearly 80% (in inflation adjusted dollars). Ilealth
insurances costs have increased 75%; transportation costs have increased 52%.
The two income family also must cope with child care costs and an increase in
taxes. The bottom line is that after they pay their basic expenses, teday’s two-
income families have less cash left over than their one-income countcrparts a
generation ago. They are working hard, but they are more vulnerable than ever.

6. Professor Zywicki ignores the over-whelming number of studies that confirm the
role of medical debt in pushing familics into bankruptcy. See, for example, a
study in Utah in 2004, Researchers Ezckial Johnson and James Wright studied
281 bankrupt families.” They discovered that 61% of families cite medical
ptoblems as a major reasen for their financial troubles. They note the higher-
than-average citation of medical reasons in Utah as possibly linked to the stale’s

! Ezekial Johnson and James Wright, Are Mormons Bankeupting Utah?, XL Suffolk Law Review 607
(2007).
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low expenditures on health care and the increased likelihood of no health
insurance for Utah families, They compare these data with other states that have
lower filing rates and better support for families with medical problems.

Johnson and Wright’s study followed an carlier study of Utah families in
bankruptcy conducted by the Salt ake Tribune.” Researchers analyzed court
records for 1,053 randomly selected bankrupt famifies from June 2003 to June
2004, and concluded that 60% of the families were in bankruptey because of
unpaid medical bills. A more recent study of Utah familics by the United Way
reached a similar conclusion.? This statewide telephone survey of nearly 2000
households plus focus group with 55 Utah citizens concluded that healthcare and
job-related factors were most cited as affecting financial stability.

In another study of bankruptcy families, Ning Zhu studied 1,667 Chapter 7
cases and 1,089 Chapter 13 cases filed in 2003 in Delaware. This project used
only court record data, so it could not provide a comprehensive look at the
number of bankrupt families with medical problems. But the court record data
alone showed that large medical bills led to a 50% increase in the likelihood of
filing for bankruptcy.

In a study of 279 bankruptey cases filed in Champaign County, Tllinois in
December 2001, 58% of the filings involved medical debt. Researchers Claudia
Lenhoff and Brooke Anderson noted, “This number does not include medical debt
that was paid for with credit cards or by borrowing from a loan company.”
Claudia Lenhoil and Brooke Anderson, Champaign County Health Care
Consumers’ Medical Billing Task Force, Medical Debt in Champaign County
(April 2003).

A recent regional study of debtors filing for bankruptcy concentrated on
low-income families. Trilby de Jung studied 348 families seeking help at
bankruptey clinics in Albany, Syracuse, Rochester and Buffalo, New York in
2005.* Among the respondents, 58% had medical debts, and 36% experienced a
loss of income associated with their medical problems.

Some researchers have focused on the financial impact of particular
illnesses. A 2006 USA Today, Kaiser Family Foundation, and Harvard School of
Public Healih survey of househelds affecled by cancer documented that 3% of
these families had declarcd bankruptcy and 7% had taken a second mortgage on
their homes.® Tn addition, 13% were contacted by a collection agency over their
medical debts. One quarter of the families said they had used up all their savings

% Utahans and Bankruptcy: Why We’re Going Broke, Salt Lake Tribune A-1 (January 11, 2003).

3 United Way of Salt Lake, Living on the Edge: Utahans Perspectives on Bankruptcy and Financial
Stability (2006) (available at www.uw.org/images/PDEs/UWEKReport.pdf ).

* Trilby de Jung, A Review of Medical Debt in Upstate New York, Empire Justice Center (January 2006).
® USA Today, Kaiser Family Foundation, and Harvard School of Public Health, National Survey of
Households Affected by Cancer (Nevember 2006).
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dealing with the fallout from cancer, and one-tenth could not afford basics such as
food, heat and housing.

Researchers Deanna L. Sharpc and Dana Lee Baker explored the financial
impact of having a child with autism.® The authors cite several stories of
uncovered health expenses and the families’ increasing need to file bankruptcy.

In an American Enterprise Institute study, Aparna Mathur analyzed data
from the Panel Survey of Income Dynamics, using longitudinal data to examine
the relationship between medical problems and bankruptey.” The PSID data
focused on 74 families who admitted to filing for bankruptcy‘s The dataset
includes the debtor’s explanations for why they [iled for bankruptcy, but Mathur
bypassed these data, examining only the reported reasons for incurring specific
debts. Mathur concluded that medical debts were significantly related to
bankruptey filings, although they were often not the main reason for filing.
Mathur sets the floor at 27% of bankrupteies as caused primarily by medical
problems, whilc other debtor’s medical problems, job problems and other
difficulties are tangled together.

Thete are a number of studies that do not focus specifically on bankruptcy,
but they draw the connection between medical and financial problems. In effect,
these are the studies that show, at least in part, why so many families end up in
medical bankruptcy. Michelle M. Doty, Jennifer N. Edwards, and Alyssa L.
Holmgren conducted a national telephone survey in 2003-04 for the
Commonwealth Fund.” They studied 4,052 houscholds. Among the key findings:

e 77 million Americans age 19 and older—nearly two of five (37%) adults—have
difficulty paying medical bills, have accrued medical debt or both within past
three years.

+ Working-age adults incur significantly higher rates of medical bills and debt
problems than those 65 and older, highest rates among uninsured. Even those
with health insurance have significant trouble.

o 2/3 of people with a medica} bill or debt problem went without needed care
because of cost—nearly three times the rate of those witheut these financial
problems.

6 Deanna L. Sharpe and Dana Lee Baker, Financial Issues Associated with Having a Child with Autism, 28
Joumnal of Family Economic Issues 247 (March 9, 2007).

7 Aparna Mathur, Medica! Bills and Buankruptcy lilings, American Entcrprise [nstitute Working Paper {July
19, 2005),

¥ The PSID purports to be a cross-section of American families, but the number o families admitting to &
bankruptcy filing is about half that of the population in the year asked. This means either that the sample is
not representative or that about half of those who filed for bankruptcy denied it. This discrepancy calls into
question the use of the database for analyzing bankruptcy issues. See, e.g., Less Stigma or More Financial
Disiress: An Empirical Analysis of the Extraordinary Increase in Bankrupicy Filings, 59 Stanford L. Rev.
213, 245-46 (2006).

? Michetle M. Doty, Jennifer N. Edwards, and Alyssa L. Holmgren, Sceing Red: Americans Driven into
Debt by Medical Bills, The Commonwealth Fund (August 2003).
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21% of all non-ciderly adults have been contacted by a collection agency over a
medical bill within past 12 months. {The rates were 35% for the uninsured and
15% for those with insurance.)

How medical debt becomes credit card debt was the subject of a study by
Cindy Zeldin and Mark Rukavina for the Demos Foundation and The Access
Project.'® They surveyed 1150 low and middle income households with credit
card debl, documenting that 29% of those households with credit card debt
reported that medical expenses contributed te their current level of credit card
debt. Among the *medically indebted,” the study found:

69% had a major medical expense in the previous three years. Within this
“medically indebted” group

44% had credit card debt higher than $1¢,000 and 57% had credit card debt
higher than $5,000.

Average credit card debt for the medically-indebted was higher for low- and
middle- income households ($11,623} as compared to houscholds without a major
medical expense (§7,964).

Average credit card debt was higher for those without health insurance ($14,512)
than for those with health insurance ($10,973).

Average credit card debt was higher for households with children (312,840} than
for those without children ($10,669).

The medically indebted are more likely to be called by bill collectors than those
without such medical expenses (62% versus 38%).

In a study conducted at ten community-based organizations in Baltimore City,

Maryland in 2002, Thomas P. O’Tools, Jose I. Arbelacz, Robert S. Lawrence
surveyed 274 adults.!’ They found:

46.2% reported currently owing money for medical care they received

Average debt load per person was $3,409, almost half of the annual reported
income.

39.4% reported they had been referred to a collection agency for a medical debt
at some point in their lives

Having medical debt significantly is associated with no medical insurance
(60.1% v. 31,5%)

A study by Sydney D. Watson, Margarida Jorge, Andrew Cohen and Robert

W. Seifert for The Access Project documented the difficulties families have in
dealing with health care expenses. In 2006, they surveyed 383 working families
living in the St. Louis, with incomes generally below $35,000. More than half—

'0 Cindy Zeldin and Mark Rukavina, Botrowing to Stay Ilealthy: How Credit Card Debl is Reluted to
Medical Expenses, Demos and The Access Project (2007).

' Thomas P. O’ Toole, Jose J. Arbelaez, Robert S. Lawrence, The Baltimore Community Health
Consortium, Medical Debt and Aggressive Debt Restitution Practices, 19 Journal of General Internal
Medicine 772-78 (2004).
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53%—of respondents currently owed money for medical care.’? Among those who
could not pay their medical debts in full, bad credit and housing prablems were
widespread.

7. My co-authors’ and my work was published in a well-respected, peer-reviewed
journal. Tt was anonymously reviewed, and all parts of the study—including the
methodology—were scrutinized before the journal agreed to publish it. I know of
none of Profcssor Zywicki’s work that has been similarly reviewed and validated.

8. We have given every possible breakdown of the data in our published work and in
the testimony befere this Cornmittee. The gambling and alcoholism responses are
not counted in the report that 56% of families in bankruptcy report filing for
bankruptcy in the aftermath of serious medical problems, a fact that has been clear
in the published work.

9. Professor Zywicki has offered no data of any kind to support his claim that the
bankruptcy amendments have eliminated only abusers from the bankruptcy
system. I would be glad to review any evidence he presents.

10. Professor Zywicki has offered no data of any kind to support his claim that the
bankruplcy system is capable of handling medical bankruptcies. Iwould be glad
to review any evidence he presents.

—
—

. Providing relief for families hard-pressed by medical bills would include lowering
the barriers to eniry (higher fees, higher attorney costs, the costs associated with
credit counseling) and expanding relief for famities at risk for losing their homes
(including the ability to deal with high LTV mortgages).

12. The 2005 amendments added a number of hurdles for debtors to meet. Any
increase in paperwork, procedures and expanded liability for attorneys will likely
drive up total costs.

13. A debtor who cannot produce the needed documentation in a timely manner will
forfeit bankruptey protection.

14. According to the Commonwealth Fund studies, 77 million Americans age 19 and
older—nearly two of five (37%0) adults—have difficulty paying medical bills,
have accrued medical debt or both within past three ycars. In the aftermath of the
2005 amendments, bankruptcy filings were sharply cut in 2006. During 2006, an
estimated 300,000 famities filed a medical bankruptey.

15. The bankruptcy court records make it clear that only a small fraction of the
medical debts that families have incurred are still held by the medical facility at
the time of the discharge in bankruptcy. Some medical debts were paid with

12 gydney 1. Watson, Margarida Jorge, Andrew Cohen and Robert W. Seifert, Living in the Red: Medical
Debt and Housing Security in Missouri, The Access Project (2007).
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credit cards. Others were paid when dcbtors took out sccond mortgages. Still
others were paid out of current income, while the debtors borrowed money to pay
other living expenses. In all those cases, the family was overwheimed by medical
debt, but none of that medical debt was discharged in bankruptey.

16. Professor Zywicki has offered no data of any kind to support his claim that the
bankruptcy system is capable of handling medical bankruptcies. I would be glad
to review any evidence he presents.
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ANSWERS TO POST-HEARING QUESTIONS FROM MARK RUKAVINA,
EXECUTIVE DIRECTOR, THE ACCESS PROJECT, BOSTON, MA

Response to written questions from the House of Representatives” Committee on the
Judiciary following July 17, 2007 hearing on Working Families in Financial Crisis:

Medical Debt and Bankruptcy

Submitted by Mark Rukavina, Executive Director, The Access Project.

1. Please explain why Americans, such as Ms. Smith, are not unique?

The Access Project has done extensive research on the issues of medical debt and
inadequate insurance coverage. A project conducted in the year 2000 surveyed more than
10,000 uninsured individuals in two dozen communities across the country. We explored
their experiences and perceptions in accessing and paying for medical care. Though this
effort we developed a deeper understanding of the problem of medical debt.

Nearly half of all respondents (46%) from this 2000 survey reported having unpaid bills
or being in debt to the facility where they received care. This was surprising given that
the vast majority of the respondents received care at safety net facilities, which have a
mission to serve uninsured and other underserved populations. This challenged the
common belief that the uninsured can get the care they need, when they need it, at no
cost. It also documented that while people received care, they were left with significant
medical debt.'

Since that time, we have conducted many other research projects to examine the problem
of medical debt and have found that it is widespread and has long-lasting repercussions.
Time and time again, we found that those with medical debt delayed or avoided care. For
example, in a survey of community health center patients in Massachusetts, 41% reported
medical debt. Among those with debt, nearly three in five said that it caused them to
delay getting care when they needed it A survey of farm families in Kansas found that
nearly one-third (29%) of the non-elderly respondents had medical debt. Of those with
medical debt, nearly (47%) said it caused them to delay or avoid needed care.”

Our findings are consistent with those other organizations. A national study done by the
Commonwealth Fund found that one in five (21%) Americans adults under the age of 65,
an estimated 36 million people, have medical bills they are paying off over time." The
Kaiser Family Foundation estimates that 58 million Americans are at risk of incurring
medical bills they may not be able to repay.” Included in this figure are Americans
uninsured for any part of the year and nearly 18 million people with private insurance
coverage that provides them with inadequate protection. Research from both of these
organizations has also made a correlation between medical debt and limited access to
care.

Financial consequences also result from medical debt. In an Access Project survey of
people seeking help at Volunteer Income Tax Assistance sites, we found that more than
one-quarter of the respondents experienced housing problems as a result of their medical
debt. Problems ranged from being unable to qualify for a mortgage, being turned down
from renting 2 home, and even eviction or foreclosure.®
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The national studies cited previously also document the financial consequences of
medical debt. The Commonwealth Fund research found that among those with medical
debt, one-quarter were unable to pay for basic necessities and one in four used up most or
all of their savings trying to pay off their medical bills. For many American families,
when the burden of outstanding medical bills becomes too great, they must consider the
decision to file for personal bankruptcy. According to research conducted by Harvard
University, approximately half of all Americans filing for personal bankruptey do so
because of a medical problem.” Medical problems included both the loss of income due
to illness or injury and unpaid medical bills.

The various research cited above clearly illustrates that the situation faced by Ms. Smith
is not unique.

2. Please explain how a family with full insurance can still face financial distress as a
result of medical debt.

It is difficult to clearly define full insurance. However, recent research conducted by The
Access Project indicates that even families with relatively comprehensive insurance
purchased from ostensibly reputable companies can experience medical debt

Our research examining medical debt among those with insurance found that the
combination of insurance policy premiums AND deductibles, co-payments or co-
insurance often resulted in unaffordable medical expenses or medical debt. Families with
lower incomes or chronic conditions often faced unmanageable financial burdens as a
result of co-payments for medications or regular and frequent doctor visits that consumed
much or all of their disposable income. We also found that annual or lifetime caps on
coverage could leave people with enormous debts if they became seriously ill.

Complex cost-sharing arrangements were also a cause of medical debt. Such
arrangements made it difficult for people to understand which bills were to be paid by the
insurer and which were their responsibility. For this reason, people often found it hard to
identify errors or to resolve insurance disputes when they thought errors had occurred.
Complex arrangements also sometimes made it difficult for people to comply with
required procedures, which sometimes left them liable for expenses their insurance
should have covered. Sorting out these issues often took months to resolve and typically
took place when respondents, or their loved ones, were ill and vulnerable.

Our research on the insured population is consistent with that of other organizations.
Commonwealth Fund research estimated that approximately one in eight insured
American adults is underinsured.” Their definition for underinsured included adults who
1) had medical expenses amounting to 10% or more of household income, 2) had
medical expenses amounting to 5% or more if their household incomes were below 200%
of the federal poverty level, or 3) had a health plan deductible amounting to 5% or more
of household income.
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The study also found that the underinsured were less likely to have coverage for
prescription drugs, dental services, or vision services and that they were more likely to
have higher deductibles. This research also revealed that the underinsured delayed care
and experienced financial distress at rates similar to the uninsured

3. Please explain some of the shortcomings of the current health insurance system.

As the cost of health care escalates so, too, does the amount charged for health insurance
premiums. A newly released survey from the Kaiser Family Foundation found that the
cost of health insurance premiums increased by 78% since 2001, while wages increased
by only 19%.*° High premiums cause employers and individuals to drop coverage.

Increasing health insurance premiums have also resulted in a redesign of insurance
products, many of which offer lower premiums in exchange for less comprehensive
benefits and much higher deductibles, co-payments, and other forms of cost sharing.
New insurance products also include tax-sheltered health savings accounts that are
coupled with high deductible plans. Some policymakers believe that such products will
be effective in containing costs. They believe that if patients have to pay for more of
their care, they will become more prudent purchasers of care and thus drive down costs.
Such products are also often appealing to employers struggling to maintain coverage as
health care costs continue to climb.

While these products are intended as affordable options for the uninsured, The Access
Project questions their effectiveness, especially for low income populations with limited
resources. While these approaches may provide some relief to employers purchasing
coverage, they do not contain the cost of health care but rather shift it to the patient. This
cost shifting will inevitably exacerbate the problem of medical debt.

Another problem with the current system is that large insurers control the market in many
parts of the county. The health insurance industry has experienced significant
consolidation as a result of mergers and acquisitions. According to one report, a single
insurer controls one-half or more of the market for HMOs and PPOs, the most commonly
purchased insurance products, in more than half (56%) of the 294 metropolitan areas
studied."' United Health Group has acquired more than 30 health insurance firms since
1991. WellPoint and United, the two largest for-profit insurers, now control one third of
the commercial health insurance market nationally. Consolidation is not limited to the
for-profit sector. According to a GAO report, nonprofit Blue Cross Blue Shield plans
now control more than half of the market in at least nine states.*

It is not surprising, given this level of market consolidation, that insurers’ profits and
reserves have risen dramatically. United Health Group’s revenues rose from $23 billion
in 2001 to over $45 billion in 2005,"* while Blue Cross Blue Shield (BCBS) plans have
seen rapid increases in their surpluses and reserves. In Rhode Island, BCBS reserves
grew by $150 million since 1999, at the same time that premiums approximately
doubled.'" Tn Washington State, reserves at two BCBS plans increased by 60 percent or
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more between 2000 and 2004."° 1n 2005, BCBS cash reserves in Massachusetts exceeded
$1.2 billion,'® while in Pennsylvania, the reserves of the four BCBS plans topped $4
billion."”

Unfortunately for those buying health insurance, consolidation and healthy margins have
not resulted in a lowering of premiums. The reported figures in the financial statements
of the publicly traded companies reveal that a smaller portion of the health premium
dollar is going toward paying medical claims. Over the past five years, United Health
Group has gone from paying 85 cents on the dollar on medical care to barely over 80
cents;'® thus one fifth of the premiums they receive are paying for administrative
overhead and marketing fees as well as profits. Clearly, the fact that smaller portions of
the premium dollar are being used to pay for patient care reflects inefficiency and
represents a shortcoming of our health insurance system. Recent news reports indicate
that products sold to smaller employers have been a particular gold mine for United
Health and its rivals in recent years, as medical inflation has eased but insurers continue
to raise premiums at double-digit rates.

4. 1t is asserted that certain characteristics of health insurance plans put insured people at
greater risk for experiencing financial distress as a result of medical debt. Please explain
what these characteristics are.

As mentioned in response to question 2, we have examined the issue of medical debt
among those with insurance. Some of the characteristics we identified as contributing to
medical debt include high premiums, deductibles, co-payments and co-insurance; benefit
caps; and complexity of coverage and cost sharing requirements..

For some people, the cost of premiums can lead to medical debt., National research has
found that health insurance premiums alone account for at least 5% of annual income for
nearly one in five insured adults.®® This figure jumps to nearly one-half among adults
who are underinsured. With premiums absorbing such high levels of family incomes,
there is often limited disposable income left should one experience illness or injury and
require treatment.

Access Project research examining medical debt among those with insurance has found
that cost sharing in the form of deductibles, co-payments and co-insurance can also lead
to medical debt. People are particularly prone to facing unexpectedly high medical
expenses if their insurance policies require co-insurance. Co-insurance requires patients
to pay a certain percentage of the cost of care. Many of the individuals we spoke with
were shocked by the size of the bills they incurred because of co-insurance.

Benefit caps represent another problematic insurance characteristic; they include lifetime
caps, annual caps, per illness or injury caps, or caps for certain services. According to the
insurance industry, only a small percentage of patients exceed caps. However, for those
reaching these caps, the result can lead to financial catastrophe and an inability to access
further treatment.
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The complexity of health insurance with respect to cost-sharing arrangements, billing,
policies and procedures is also a serious problem. In our research we found that when
people tried to clarify bills, they often received incomplete or inconsistent information
from their insurance companies. As a result, people sometimes sought care that they
thought their insurance would cover, only to find that the claims were denied because of
fine-print policy provisions or procedural requirements. In other cases, insurers’ refused
to pay for services that should have been covered. Sorting out problems could take
months and the investment of incredible amounts of energy, often at a time when people
were also dealing with serious illness.

Sometimes, unexpected expenses resulted from treatment provided by an out-of-network
provider. Frequently, patients were unclear about which providers were included in a
given network. For example, in some cases a patients received care at a hospital that was
in their network, but were treated at the hospital by a physician who was not in their
network.

For all of the reasons cited above, we have found that for many people health insurance
does not fulfill its primary function, which is to allow them to access needed care when
they get sick without suffering overwhelming financial losses.

5. Professor Zywicki states that there is no “evidence that medical bankruptcies are
creating any sort of crisis for the bankruptcy system or that the percentage of medical
bankruptcies has been rising over time.” What is your response?

1 disagree with Professor Zywicki’s claim. Research conducted by Harvard University
found that illness or medical bills was a major contributing factor in nearly half of all
personal bankruptcies. The findings of the Harvard study may differ from Professor
Zywicki’s because the Harvard researchers gathered more detailed information from
respondents on the context and original source of their debt.

Medical debt, like all forms of debt, is fungible. For example, from research conducted
by The Access Project and others we know that many people put medical bills on their
credit cards. In a bankruptey filing, these bills might be categorized as credit card or
consumer debt, even though their original source was medical expenses. The research
conducted by Harvard University was designed to reveal this type of often overlooked
medical debt.

In addition, in interviews conducted by The Access Project with various experts on
personal bankruptcy, including Clerks of US Bankruptcy Courts, Bankruptcy Trustees
and members of the private bar representing individual filers, we have consistently heard
that medical debt and medical incidents are among the top two or three factors
contributing to personal bankruptcy.

In the surveys conducted by The Access Project on medical debt, typically only a small
percentage of respondents have filed for bankruptcy as a result of incurring medical debt.
However, other aspects of our research indicate that bankruptcy often represents the last
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resort of people trying to deal with unaffordable medical bills.. We asked people with
medical debt about the sources they used to pay off medical bills . We found that many
had exhausted their savings, borrowed from friends and family, charged medical
expenses to their credit cards, taken out loans, or borrowed against a home in order to pay
off medical expenses.” For those who had exhausted all of these avenues, bankruptey
was often the only alternative.

With regard to whether the percentage of medical bankruptcies has been increasing over
time, we would again refer to the research done by Harvard University.

6. Professor Zywicki cites a study by Domowitz and Sartain that purportedly finds little
correlation between medical debt and other sources of financial distress, such as job loss
or income interruption. What is your response?

Access Project research challenges the claim that there is no correlation between medical
debt and other sources of financial distress. In a study conducted in conjunction with a
Consumer Credit Counseling Service of Palm Beach, Florida,? credit counselors asked
people seeking their services whether a medical problem was part of the reason they
sought credit counseling, and whether paying for medical bills caused them to delay
paying for other bills.

The result surprised even the counselors. Approximately 40% of respondents said that a
medical problem contributed to their debt. Medical problems included both medical debt
and loss of income due to limits on a person’s ability to work. Almost one-third (30%) of
the respondents stated that the medical problem left them with unaffordable bills, two in
five (42%) said it limited their ability to work, and more than one-quarter (28%) said that
they both incurred medical debt and were limited in their ability to work.

Because the vast majority of Americans secure health care coverage through
employment, the loss of a job can also lead to the loss of health insurance and thus
greater risk for medical debt.. This in itself suggests a strong correlation between medical
debt and job loss.

7. Professor Zywicki stated that “there is no evidence that lack of medical insurance is a
major causal factor in bankruptey filings?” What is your response?

Our research and that of others clearly documents that the uninsured are far more likely
to incur medical debt than those with insurance. This seems intuitively obvious since the
uninsured are expected to pay the entire cost for any care they receive.

One national study found that more than one-quarter of the uninsured had medial debt
compared to just under one-fifth of those with insurance. The amounts of debt also
varied between these groups. The uninsured were twice as likely as the insured to have
outstanding medical debt of $8,000 or more. . Just under half of the uninsured with
medical debt used up all of their savings trying to pay it off, compared to one-third of
those with insurance.”
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Another national study found that among low income households carrying credit card
debt, nearly one-third reported that medical expenses contributed to the level of debt.
Among those reporting medical expenses as a factor, the average credit card debt was
significantly higher ($14,512) for those without insurance than those with coverage
(810,973). %

These data suggest that while insurance does not necessarily protect people from
financial hardship resulting from medical bills, it does make it less likely that they will
experience this problem..

8. What are some of the consequences of inadequate insurance?

Inadequate insurance can be a barrier to needed medical care and it result in serious
financial problems for those who experience illness or injury.

A large body of research documents that the care seeking behaviors of the uninsured
differs significantly from those with insurance. For example, the uninsured are far more
likely to delay care, forego treatment, or skip medications than those with insurance.
However, a great deal of recent research indicates that inadequate insurance also creates
barriers to accessing care. One national study found that the underinsured were at least
three times more likely to skip a test or treatment, forgo a follow-up appointment
recommended by a physician, or not visit a clinician in spite of having a medical problem
than those with more comprehensive insurance coverage. >’

Another national study found that insured Americans with medical debt are as likely to
postpone care due to cost as are the uninsured, while both groups are nearly five times
more likely to postpone care than those with insurance but no medical debt 2

Inadequate insurance coverage is also associated with serious financial consequences.
The underinsured are far more likely to incur debt, be contacted by a collection agent, or
change their way of life in order to repay medical debt than are those with better
insurance.”’

9. Some say that medical debt problems among the insured are likely to increase. Please
explain your assessment of this concern.

As health care costs escalate and health insurance coverage diminishes, insurers are
increasingly shifting the cost of care to patients. A study of increases in health insurance
premiums in 2007 found that premiums increased at twice the rate of inflation. One
article reporting on the study findings said,. “Premiums would climb even higher. .. if
[employers] didn't plan to increase employees' deductibles and introduce other cost-
sharing measures.”® Given that these additional costs come on top of a large increase in
premiums, it is almost certain that more insured people will incur medical debt.
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Now that national household surveys are regularly gathering data on medical debt, it will
be possible to track the number of Americans with medical debt over time These data
will provide an important measure of the effectiveness of insurance coverage in
guaranteeing people access to health care and protecting their financial security.

10. Please summarize the findings of The Access Project’s report on the Massachusetts
Student Health Insurance Mandate.

Massachusetts health reform passed in 2006 included a provision that residents of the
state must have health insurance coverage. This individual mandate has been lauded as
innovative, although the state actually implemented an individual mandate once before.
Nearly 20 years earlier, in 1988, Massachusetts passed what was commonly referred to as
the Dukakis Universal Health Care Law. The law included a requirement that all students
enrolled at least three-quarters time in an institution of higher learning in the state have
health insurance. This “student mandate” has been in effect since that time.

The regulations governing the student plans state, in non-specific language, the minimum
benefits that a plan must include to qualify as coverage under the program. They include
requirements that a plan provide “reasonably comprehensive coverage,” including
preventive and primary care, emergency services, hospitalization benefits, ambulatory
patient services and mental health services. Though the regulations called for reasonably
comprehensive coverage, our research identified a number of problems with the plans.
They included the following:

Coverage Caps: Nine out of ten plans included caps of $50,000 or less on the amount to
be paid per illness or injury. The plans also included caps on particular services.
Examples include a $3,000 cap on surgeons’ fees, a $1,500 cap on outpatient care, and a
$150 cap on ambulance services. Some plans also had caps for other high-cost
procedures, such as CAT scans, MRITs, radiation, and chemotherapy.

Co-insurance: Co-insurance was a common component in the student plans. The amount
students were responsible for paying ranged from 20 to 70 percent of costs. The co-
insurance was in addition to any deductible and co-payments that patients may have paid
when they received care.

No limits on out-of-pocket costs: Very few of the plans set maximum amounts that
policyholders would be required to pay in out-of-pocket expenses. In the few instances
where there were limits, the maximums applied only to co-insurance paid during the plan
year.

Complexity: In addition to deductibles, co-insurance, co-payments, and other fees, we
found that the complexity of the cost-sharing arrangements in the plans left students with
significant out-of-pocket costs. This sometimes occurred even when they received
services that the plans should have covered.
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The experience with the student mandate makes clear that insurance coverage in and of
itself does not guarantee people access to care or protection from serious financial loss.
Nor can one judge the affordability of insurance simply in terms of the amount of the
premium. These student plans generally have low premiums and low deductibles.
However, the co-payments, co-insurance, and particularly the illness, injury, and benefit
caps serve as barriers to accessing care and leave students exposed to excessive financial
costs.

We recommended in our report that the state must hold insurance companies accountable
for the quality of their products and services, especially when mandating that people
purchase insurance. The Access Project believes that it is crucial to enact and enforce
strong consumer protection mechanisms in the health insurance marketplace.
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ANSWERS TO POST-HEARING QUESTIONS FROM DAvVID U. HIMMELSTEIN,
HARVARD MEDICAL SCHOOL, CAMBRIDGE, MA

Response of David U. Himmelstein, M.D.

To Questions from the Committee on the Judiciary, Subcommittee on Commercial

1-

and Administrative Law

Full resolution of the medical debt and medical bankruptcy problems will require
fundamental reform of our health care financing system, coupled with
improvements in disability insurance coverage. Only national health insurance
assuring first-dollar coverage of all medically necessary care can offer full
protection from medical bills. Employment-based coverage is bound to fail, since
many individuals become too sick to work, and hence lose their employment-
based insurance exactly when they need it most. Policies that carry deductibles,
copayments, limitations on coverage or exclusions also leave Americans
vulnerable to medical bills at the time in their lives when their incomes are at
likely to fall due to illness. In sum, health coverage should be comprehensive and
fully guaranteed regardless of ability to pay or employment status, and without
out-of-pocket costs.

But even comprehensive health insurance coverage would leave some Americans
vulnerable to financial catastrophe due to illness because many lose income when
they are sick. Hence, improvements in disability coverage are an important
adjunct to health reform in assuring the financial well-being of American families.
Such coverage should guarantee continuation of income in the face of illness, and
provide for income replacement for parents or others who have to take time off
from work to care for a sick child or other relative.

In the short term, Congress should reverse the disastrous changes in bankruptcy
laws enacted in 2005. These changes denied protection to many families
bankrupted by illness or medical bills, leaving them at the mercy of the rapacious
credit card industry.

As indicated above, passage of a universal, comprehensive national health
insurance program would alleviate the majority of medical debt problems and
medical bankruptcies. H.R. 676 would construct such a program, assuring full
coverage for all medically necessary care for every American. Americans would
no longer face out-of-pocket medical bills.

I believe that a prohibition on reporting medical debts to credit agencies and
others responsible for assessing credit scores would have a modest positive
impact. At present, some Americans are reticent in seeking care because they fear
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that medical debts will compromise their creditworthiness. Others avoid care
because past debts have led to credit problems. Alleviating these credit fears
would likely lead some to be more likely to seek care when they need it.

4- As far as T am aware, the only formal study examining medical bankruptcy in a
nation other than the U.S. was based on Canadian data. This study found a low
rate of medical bankruptcy in that nation. Informal conversations with health
policy experts in Switzerland, Sweden, France and the U.K. leads me to believe
that medical bankruptcy is rare in those nations.

5- T would respond to Professor Zywicki’s statement in several ways.

a. Doctors currently enjoy quite high incomes — about $200,000 annually on
average — and most hospitals, imaging facilities, outpatient surgery centers
etc. are quite profitable. With the exception of safety-net hospitals and
clinics, there is little evidence of widespread financial distress among
health care providers, and little reason to believe that they are suffering in
any substantial way from unpaid medical debts, or that quality of care is in
any way affected by lack of adequate funding.

b. The billing apparatus required to secure payment and pursue medical
debtors under the current health care financing system is extraordinarily
expensive and wasteful, and is obnoxious to many physicians, nurses and
other health personnel. It requires vast amount of physicians’ time,
distracts health institutions from their mission of care, and poisons the
doctor-patient and nurse-patient relationship.

c. A comprehensive, single payer national health insurance program such as
that proposed under H.R. 676 would assure doctors and health care
institutions of full payment, eliminate the noxious aspects of billing, save
money on bureaucracy, and also virtually eliminate the problems of
medical debt.

6- Tam not aware of reliable data on expenditures by health care providers on
medical debt collection. Studies by my colleagues and T have documented that
approximately 31% of total health spending in the U.S. is devoted to
administrative tasks, and that a single payer national health insurance program
could eliminate about one half of that spending.

7- lItis hard to know whether hospitals or clinics are using federal funds to pursue
medical debtors because these funds are not readily distinguishable from other
sources of funding. Tt is certainly true that hospitals and other medical providers
that receive federal funds spend money pursuing medical debtors, and the costs of
such debt collection efforts are not generally segregated in such a way as to assure
that federal funds are not used.

8- Tam not familiar with data on the number of medical debt collection firms, or the
number of such firms hired by medical providers.
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9- According to survey data from the Commonwealth fund, 13% of Americans aged
19-64 have received a call from a collection within the past year regarding a
medical debt. This estimate is in line with the results of a Kaiser Foundation
survey in 2002 which found that 12% of adults over 18 reported being contacted
by a collection agency regarding a medical bill within the past year; 21% reported
problems paying a medical bill.

10- Extrapolating from the survey data cited above, it seems likely that approximately
12% of adults — about 600,000 people - in Massachusetts receive a collection call
regarding medical debt annually. It is unclear what share of these calls are
regarding hospital bills vs. bills from other medical providers. If we assume that
half are regarding hospital bills, then each of the roughly 80 hospitals in my state
generates collection calls to about 4000 people annually.

11-Tam unaware of the profit margins of debt collection firms.

12- Other than the Commonwealth Fund and Kaiser Foundation survey data cited
above, T am not aware of data on how many Americans with medical debt have
that debt reported to debt collection agencies.

13- Again based on Commonwealth Fund and Kaiser Foundation data, it seems likely
that approximately 12% to 13% of Americans have current medical debts, that is
debts for which collection calls are still being made. It seems likely, that a much
larger fraction of Americans have had medical debts reported to a collection
agency at some point in the past.
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