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PRESIDENT’S FISCAL YEAR 1998 BUDGET
PROPOSALS FOR MEDICARE, MEDICAID,
AND WELFARE

THURSDAY, FEBRUARY 13, 1997

U.S. SENATE,
COMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 1:10 p.m., in
room SD-215, Dirksen Senate Office Building, Hon. William V.
Roth, Jr. (chairman of the committee) presiding.

Also present: Senators Chafee, Grassley, Gramm, Jeffords, Moy-
nihan, Baucus, Rockefeller, Conrad, Graham, Moseley-Braun,
Bryan, and Kerrey.

OPENING STATEMENT OF HON. WILLIAM V. ROTH, JR., A U.S.
SENATOR FROM DELAWARE, CHAIRMAN, COMMITTEE ON
FINANCE

The CHAIRMAN. The committee will please come to order. Sec-
retary Shalala, it is certainly a pleasure to welcome you to the
hearing this afternoon. As head of the Department of Health and
Human Services, the Secretary, of course, will address the Presi-
dent’s budget proposals as they relate to Medicare, Medicaid, and
welfare.

Let me begin by saying that, as chairman of this committee, it
is both my hope and intention to work with a spirit of conciliation
to address the serious problems that threaten these programs.

The outlook for the Medicare trust fund remains quite bleak. The
most recent estimates by the Congressional Budget Office still
projects the Medicare HI trust fund to go bankrupt in 2001.

If we do nothing, the deficit of the trust fund is projected to be
over one-half trillion dollars just 10 years from now. This is before
the baby boomers begin to retire in 2010,

Frankly, I am encouraged that President Clinton has moved in
our direction by his call for $100 billion in reduced spending

owth in Medicare over the next 5 years. I am encouraged that

e has also demonstrated a willingness to adopt certain proposals
the Republicans advocated the last time we engaged in the Medi-
care debate.

I must admit, however, that I was somewhat concerned when the
President, in the State of the Union Address last week, devoted
only one sentence to discussing his plans for Medicare, and half of
that sentence was devoted to expanding the program.

(1)
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The President states that his plan extends the life of the Medi-
care trust fund until 2007. However, in order to achieve this, the
President’s budget resorts to a budgetary sleight of hand.

The challenge before us is not to simply extend the life of the
trust fund for some arbitrary period of time, rather it is to secure
the viability of this program for future generations.

I believe we cannot begin to make the changes necessary to pre-
serve Medicare unless we are honest with the American people
about the seriousness of this problem and the options available to
address it.

For this reason, I will be introducing legislation today, with Sen-
ator Moynihan, to establish a commission charged with making rec-
ommendations on Medicare’s future financial integrity. I invite
members of this committee to join us in co-sponsoring this legisla-
tion.

Concerning Medicaid, the President proposes to reduce spending
by $22 billion. Although we may disagree on how to achieve addi-
tional savings in the Medicaid program, I am pleased the adminis-
tration recognizes that there is still room to find savings.

The experience of the past few years demonstrates that Medicaid
spending can be controlled. Between 1990 and 1995, the annual
rate of growth of spending was nearly 17 percent. Last year, it was
just over 3 percent. Much of the credit goes to the States.

At the same time, 45 States have expanded coverage to pregnant
women and children beyond at least one of the Federal require-
ments, through exercising optional coverage, waivers, or State-
funded programs. I am pleased the President’s budget reflects that
experience and proposes to give the States even greater flexibility
in managing the massive programs.

The reduction in the baseline is, indeed, good news, but we must
not be complacent. The same demographics driving Medicare costs
will hit Medicaid as well. In the area of welfare reform, I believe
it is safe to say that I do not anticipate the same level of legislative
activity as we have experienced for the past 2 years.

The sweeping welfare law enacted last year included SSI, child
support enforcement, child care, and food stamps, as well as creat-
ing the new Temporary Assistance for Needy Families program.

I am pleased that so much progress has been made on imple-
menting welfare reform. The administration and the Governors
have been working together to ensure that the transition to the
new system occurs smoothly and on schedule. Madam Secretary, I
want to commend you for your efforts in this regard. The commit-
tee will, of course, closely monitor the implementation of welfare
reform.

My intention today is to let the President and members of this
committee know that we are ready and willing to work with them
on these extremely important issues.

Senator Moynihan.

OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN,
A U.S. SENATOR FROM NEW YORK

Senator MOYNIHAN. Mr. Chairman, I would like to thank you for
that generous and positive remark. I am sure the Secretary shares
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this view. I do hope that others on the committee will join in spon-
soring your proposal for a commission on Medicare and Medicaid.

I would just note that, in a time in the not-too-distant past, what
seemed like a hugely accelerating cost of medical care has mod-
erated quite substantially, just like that. There has been economic
rationalizing going on. I think the cost to employers of medical care
was below the rate of inflation just last year.

So there is no reason that government programs cannot have the
same efficiencies as private sector programs, and we should do
that. If we do, we will preserve this system that, not long ago, was
in {(eopardy not just because of costs, but because of partisan at-
tacks.

I do not think the Democratic party did any service to this cause
by the “Mediscare” campaign, as it was called, in the last cam-
paign. I think it is very generous and open of you to say, let us get
together and fix this thing, as it clearly is fixable.

The CHAIRMAN. Thank you, Senator Moynihan.

Senator Chafee.

Senator CHAFEE. I have no statement. Or I will put it in the
record, and would encourage everybody to do the same.

[The prepared statement of Senator Chafee appears in the ap-
pendix.]

The CHAIRMAN. I would encourage everybody to do the same.

Madam Secretary, we look forward to your remarks.

STATEMENT OF HON. DONNA E. SHALALA, PH.D., SECRETARY
OF HEALTH AND HUMAN SERVICES, WASHINGTON, DC

Secretary SHALALA. Thank you very much, Mr. Chairman and
members of the committee. Thank you for giving me the oppor-
tunity to testify today about the President’s fiscal year 1998 budg-
et.

Someone once described our country as the only country delib-
erately founded on a good idea. That good idea is, we, the people.
It has emboldened our country to face, and overcome, great chal-
lenges with courage and unity. We overcame tyranny in the 1940’s,
and polio in the 1950’s. We landed an American on the moon in the
1960’s, and won the cold war in the 1980’s.

Each of these triumphs came during times of great social and po-
litical change, and each of them defined generations, because in
each of these moments Americans put aside partisan differences to
achieve a critical National goal. Today we must do the same.

Right now, leaders on both sides of the aisle agree we must bal-
ance the budget. The question is, how? How can we balance the
budget and reform Medicare, Medicaid, and welfare, while still
keeping our promises to our children and families now and into the
21st century? The President’s budget would allow us to do just
that.

Mr. Chairman, you and I know that Medicare now faces several
short-term challenges and a long-term financing challenge, all of
which demand action. That is why the President has made it clear
that he wants to work with the Congress to make 1997 the year
that we forge a bipartisan agreement on Medicare.
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The President’s plan would reduce projected Medicare spending
by a net $100 billion over 5 years, and guarantee the solvency of
the Part A trust fund until the year 2007, 10 years from now.

The independent actuary for Medicare has written a letter con-
firming these numbers.

We are able to achieve these savings with real reforms, with
solid policies, while still maintaining a system that guarantees ac-
cess to a defined set of services.

To preserve Medicare for this and every generation, we believe
we must, first, modernize it. We are doing that in six ways. First,
by making Medicare a more prudent purchaser of health care serv-
ices.

Second, by adding new choices to be consistent with today’s mar-
ket. Third, by strengthening our rural health care system. Fourth,
by protecting our beneficiaries by ensuring that they receive high-
quality health care.

Fifth, by continuing to root out waste, fraud, and abuse so that
we spend our hard-earned tax dollars wisely and effectively.

Sixth, by adding new cost-effective benefits to reflect today’s
science.

In my written testimony, I have outlined these six steps in great
detail, but I want to take a few minutes to highlight some of our
proposals.

Mr. Chairman, it is imperative that Medicare, which is the larg-
est purchaser of health care services in our Nation, be a more pru-
dent purchaser. We have got to be more businesslike. Unfortu-
nately, in too many cases Medicare is now paying the highest price
in the market when we should be paying one of the lowest.

Let me give you an example. This is a gel pressure pad. It actu-
ally goes into a wheelchair, and people in wheelchairs sit on it to
prevent pressure sores. We went out and bought it for $72.94. That
is the retail price. The catalog price is $59. Medicaid pays as little
as $38, but Medicare must pay §112.

Make no mistake about it, our reforms will make sure that Medi-
care is not paying retail when everyone else is paying wholesale.
To do that, we have to spread our savings across all providers, but
focus them, as should be, on those areas where we are currently
overpaying: in managed care, in home health, and in hospitals.

Let me expand here on the first two. Most experts agree that
Medicare’s payment methodology for managed care results in seri-
ous overpayment. What we would do, is carve out from the pay-
ment methodology funds dedicated to graduate medical education
and payments to disproportionate share hospitals and instead pay
these funds directly to hospitals on behalf of managed care enroll-
ees.

We will gradually reduce the regional variation in payments to
managed care plans and create a floor for plans in low payment
areas to encourage enrollment in managed care.

Beginning in the year 2000, we will reduce the Medicare pay-
ment from 95 percent of the average adjusted per capita cost, to
90 percent. While we do all of that, we will move forward aggres-
sively to develop and implement a new payment system for man-
aged care.



5

For home health care, we have a different strategy. We know
that home health care is one of the fastest-growing components of
Medicare. To curb these costs, we will immediately revise our home
health care cost limits to curb excessive spending and institute a
new per beneficiary limit for each home health care agency.

We will implement a new prospective payment system for home
health care services in 1999. We will close loopholes in the home
health benefit that invite waste, fraud, and abuse, and we will base
our payments on where the services are delivered, not where the
billing offices are located.

In addition to controlling spending, we want to return to the
original intent of the Medicare statute by reassigning payment for
those home health services not associated with post-hospital recov-
ery from Part A to Part B. This reallocation is not—and let me re-
peat, is not—counted in the overall $100 billion Medicare savings
number that we have submitted to Congress, it is budget-neutral.

In this budget we are also building on our record of increasing
choice for Medicare beneficiaries, while continuing to protect the
quality of care. Beneficiaries will now have two new types of plans
to choose from: preferred provider organizations, or PPOs, and pro-
vider-sponsored organizations, or PSO.

Medicare will establish coordinated, annual, open enrollment pe-
riods and additional enrollment opportunities for managed care
and for Medigap plans. To make sure that choice is a two-way
street, we will prohibit Medigap insurers from imposing pre-exist-
ing condition waiting periods when beneficiaries enroll or switch
plax;]s. In other words, beneficiaries will be able to go back and
forth.

To protect beneficiaries, we believe that we can balance the
budget and preserve the Medicare trust fund and modernize Medi-
care for the 21st century and still protect vulnerable Americans
who rely on it for their care.

The fact is, more than three-fourths of seniors have incomes of
$25,000 or less. The average woman on Medicare has an income of
only $13,000. Medicare enrollees today spend more than 21 percent
of their incomes on out-of-pocket health costs compared to 8 per-
cent for the rest of us.

Our plan keeps Part B premiums at 25 percent of program costs.
For outpatient hospital services it brings the co-insurance rate
down, from about 50 percent to the 20 percent charge, for most
other Part B services by the year 2007.

Mr. Chairman, while the Medicare benefit package has remained
relatively unchanged since 1965, science and medicine have not.
From decades of research, we know that prevention services not
only can save money, they can save lives.

Now we are putting our money where our science is. The Presi-
dent’s plan will include 32 hours respite care for families of people
with Alzheimer’s disease, and a series of new preventive benefits,
from colon cancer screening to annual mammograms, with no cost
sharing.

Like Medicare, Medicaid also needs a new look, but probably not
a new soul. That is why our budget strengthens the program, con-
trols costs, and increases State flexibility, as you noted, without



breaking the Federal promise of coverage for our most vulnerable
Americans.

We should all be proud that the growth in Medicaid spending has
declined significantly over the past 2 years. The President’s budget
ensures that the success we have achieved with our State partners
will continue. Our plan saves a net $9 billion over 5 years. Overall,
our savings are about $22 billion. We achieve these savings in two
ways.

First, to help make the disproportionate share payments smaller
and better equipped to fulfill their original intent, our budget
would decrease Federal DSH {)ayments and re-target them to
safety net hospitals and essential community providers.

Second, the President is proposing a per capita cap. Under this
proposal, the Federal Government will continue to match State
Medicaid spending for each individual enrolled. This means there
are absolutely no incentives for States to deny coverage to a needy
individual, or to a family.

Let me be clear. This per capita cap is neither a block grant, nor
a cost shift to the States. It is a sensible way to make sure that
people who need Medicaid are able to receive it.

The President’s budget also increases State flexibility by throw-
ing away mountains of red tape. We repeal the Boren Amendment
for hospitals and nursing homes. Our plan allows States to expand
Medicaid coverage to new groups, or to enroll beneficiaries in man-
aged care without waivers.

It eliminates the requirement for cost-based payments for health
clinics. It repeals the 75/25 rule for enrollment composition in Med-
icaid managed care plans. It gives States the option to extend Med-
icaid coverage to certain workers with disabilities, and it elimi-
nates requirements for claims processing and information retrieval
systems.

Mr. Chairman, I would like to now turn to the next challenge we
must meet together. Today there are 10 million American children
without health insurance, and the vast majority of them live in
families where parents work.

Our administration’s proposal is designed to cut the number of
uninsured children by up to five million over the next 4 years. We
do that with a strategy that builds on existing services and har-
nesses the skills of our private and public partners to improve our
children’s health and their parents’ peace of mind.

Let me now turn to our final goal, moving our citizens from wel-
fare to work. When the President signed the Personal Responsibil-
ity and Work Opportunity Reconciliation Act of 1996, he made it
clear that this was the beginning, not the end, of welfare reform.

We have made some progress. Because of the strength of our
economy and State efforts, welfare rolls have gone down by 2.5 mil-
lion. That is more than 16 percent since the beginning of the Presi-
dent’s first term.

We are providing guidance to the States by spotlighting the flexi-
bility they have to design their own programs, and at the same
time elxcnphasizing the importance of moving families from welfare
to work.

Although the States have until July 1997 to implement the new
program, we have already given the green light to 35 States to
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begin their reforms. As we move forward, we will be closely mon-
itoring State performance, examining the impact of the legislation,
and compiling information so that the States and the Congress
know what is working and what is not. We will be challenging
States and communities to transform our welfare program into a
Jobs program.

The President’s budget includes two new initiatives that helps
States, cities, and employers create new jobs and help our citizens
to prepare for them. First, a welfare to work Jobs initiative to help
States and cities create job opportunities for the hardest to employ
welfare recipients. Second, an Enhanced Work Opportunities Tax
Credit to provide powerful new private sector financial incentives
to create jobs for long-term welfare recipients.

But the President has made it clear that real welfare reform does
not mean punishing people who cannot work, and that is why his
budget restores Medicaid benefits to disabled children, to legal im-
migrants who are either children or disabled adults, people who are
part of our American community and cannot work. For refugees, it
would lengthen the 5-year exemption to 7 years, to give them
enough time to naturalize.

Overall, we believe these proposals address the concerns of State
and local officials. They give a hand up to those who can work, and
restore benefits to those who cannot.

Mr. Chairman, the budget I have discussed today discards tired,
old solutions and meets our challenges creatively and cooperatively.
It balanczss the budget without abandoning our values and commit-
ments. It makes very tough choices, it shows tough management,
now we must act upon it together.

As Teddy Roosevelt once said, “Nine-tenths of wisdom consists of
being wise on time.” This is our time and our test. Thank you.

['I;ihe prepared statement of Secretary Shalala appears in the ap-

endix.]
P The CHAIRMAN. Thank you, Madam Secretary. I understand from
your testimony that the President’s proposal to transfer about $82
billion in home health care over 5 years from Part A to Part B
trust fund does not achieve any budget savings.

Can you tell me how many years of Part A trust fund solvency
the President’s plan achieves without this huge transfer of spend-
ing to the general fund?

Secretary SHALALA. If we did not transfer that to the general
fund we would be at 2002.

The CHAIRMAN. Two thousand and two.

Secretary SHALALA. It has to do with how we ramp up the sav-
ings, obviously, and the interaction between the other savings and
the transfer of home health care.

The CHAIRMAN. Well, my next question is, I do not really under-
stand why it is necessary to make this huge transfer to the general
fund simply to buy extra years of trust fund solvency. Do you think
we need more than the next 3 or 4 years to decide on a course of
action to address Medicare's long-term problems?

Secretary SHALALA. Well, I think that most of our discussion has
been about securing the trust fund for a reasonable period of time.
And most of the discussion has swirled around a 10-year period,
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therefore, when we laid out vur balanced budget we tried to
achieve that 10-year period.

But the reason for the transfer was not simply for the solvency.
We believe that the reason for the transfer has sound policy

ounds. That is the original intent of Part A and of putting home

ealth care in Part A, was home health care connected with hos-
pitalization.

Therefore, we are leaving in Part A the part of home health care
that was part of the original intent, and that is a number of days
after a hospitalization, and moving to Part B, that which is not re-
lated to the hospital fund. We believe that is a sound policy reason
to make this split, in addition to the fact that it helps on the sol-
vency of the trust fund.

The CHAIRMAN. I understand from your testimony that you think
that the President’s home health transfer is consistent with the
original intent. But was it not the original intent of the Medicare
Part B program to have the program, in part, financed through
beneficiary premiums? In fact, I think the original intent was to
have 50 percent beneficiary financing.

So how is this policy, which transfers spending to Part B but
does not include this spending in the Part B premium, consistent
with the original intent?

Secretary SHALALA. Well, the Congress, in fact, moved that 50
percent and set it at 25 percent. But your question is a good one.
Why is it, in making the transfer, we did not take the additional
step of sliding the home health care under the 25 percent so that
it would be included in a premium?

The reason is this, that if you look at what elderly Americans
and disabled Americans are now paying out of pocket for health
care expenditures, they are paying 21 percent of their out-of-pocket
expenses.

One of the statistics I cited is that the average woman on Medi-
care has an income of $13,000 a year. We were able to achieve our
balanced budget proposal without adding to the burden of elderly
Americans. We believe that that 21 percent is something we all
should be worried about.

So we made the decision not to slide in under the 25 percent and
not to increase the burden on elderly Americans, which is already
way beyond what any of us with incomes that are growing are pay-
ing.

The CHAIRMAN. For the record, could you tell me how much the
Part B premium would be if the transferred home health spending
were included?

Secretary SHALALA. Let me get that number for you. We will
have to calculate it. We will supply it for the record.

[Information supplied follows:]
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The Administration is concerned about the impact that an increase in the Part
B premium would have on poorer Medicare beneficiaries.
owever, if the Part B premium were allowed to increase due to this policy, this
would be the effect:

Calendar Year Increase due to HH Transfer
1998 ... $8.90
1999 . 9.00
2000 .o . 9.00
2001 ... 9.80
2002 ... ... . 10.60

The CHAIRMAN. The record will be kept open until 6 p.m. for any
written questions.

Let me turn to health insurance for children. I think we are all
concerned about the 10 million who have no coverage. As I under-
stand it, the percentage of children who are uninsured is basically
unchanged. The decline in private insurance has been offset by an
increase in Medicaid coverage. Certainly we do not want to see any
further decline in private coverage; I am sure you agree with that.

Secretary SHALALA. Yes.

The CHAIRMAN. How do we extend health insurance coverage to
more children in a manner that does not undermine the private
sector’s role?

Secretary SHALALA. Well, carefully. It is not easy to do. If you
look at what we are attempting to do, the Workers Between Jobs
initiative is the first thing on our list. There are large numbers of
workers who are relatively low-income that lose their jobs and can-
not afford to pay their COBRA, for example. We propose to give the
States some money to help those workers keep their health insur-
ance. That automatically keeps their children in health insurance,
and that would account for 700,000 children.

Second, we suggest that, rather than extending Medicaid, we
leave that decision to the Governors and give the Governors some
grants. Some of them may well want to put a separate pool to-
gether, they may well want to work with private sector employers
to make sure it is not substitutional. Many of the Governors are
now moving to try to think up creative ways of getting the children
in their State covered. That is the second proposal.

Low-income adolescents is what Congress has already done. You
are adding an adolescent age cohort each year. I think we are up
to 13, and we are adding one every year. That adds another one
million over the next 4 years.

Regarding the 12-month eligibility, the managed care companies
and the insurance companies have said to us, they go to a great
deal of trouble to identify a child that is eligible for Medicaid.
When that child’s mother gets a promotion or a job at a minimum
wage, and they go above whatever the State’s cutoff is, they would
like to be able to keep that child on insurance for a year as opposed
to bouncing them off after a month, and then search for a program
they can add to them.

Finally, the Medicaid outreach. There are three million American
kids eligible for Medicaid and we need to go find them. We are not
asking for any extra money as part of our overall strategy. Many
of the Governors are going to managed care for all of the children
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that are eligible in their State, the managed care companies are
enthusiastic about going out and finding it.

This is not a single program, it is an overal! strategy to define
hundreds of thousands of kids in different places to make sure that
every child has health insurance. The numbers of children who do
not have insurance is actually rising a little bit, and I expect our
numbers to be well over 10 million, something closer to 11 million,
by the end of this year.

But, as you can tell, because it takes a while to explain it, we
are not simply throwing a new, big program out there and sub-
stituting for private sector efforts, we are putting all the pieces to-
gether to try to expand coverage, the hard way.

The CHAIRMAN. In other words, this is a very difficult area.

Secretary SHALALA. It is very difficult. We have not overesti-
mated what we think we can do in a 4-year period. It is going to
take everybody pulling together. The Governors are enthusiastic
about doing it, but no one thinks that this is going to be easy to
do. Most of these children have working families. They are the chil-
dren of low-income workers, often just above the Medicaid limit in
their State.

The CHAIRMAN. Well, my time is up. I will have further ques-
tions.

Senator Moynihan.

Senator MOYNIHAN, Thank you, Mr. Chairman.

Madam Secretary, you say in the children’s health initiative you
are not throwing a great, big program out here. I take it this is
something different than 4 years ago.

Secretary SHALALA. Yes, sir.

Senator MOYNIHAN. That is the way to answer.

Now, you are serious about the children’s health initiative. But
on Monday the President met with the Congressional leaders here
in the Capitol, which was unusual, in the President’s room, which
has been around for a long while. They agreed on five initiatives,
and children’s health was not one of them. Does that mean that
what you are proposing has already been dropped?

Secretary SHALALA. No, sir. I have great faith in you and Chair-
man Roth adding this initiative to——

Senator MOYNIEAN. But you do not have faith in the President?

Secretary SHALALA. Oh, I do have faith in the President. That
was an initial step. They laid out the first few issues that they
could agree on. It does not mean that any of us should give up on
this particular initiative.

Senator MOYNIHAN. But you agree that it was not in the list of
the five.

Secretary SHALALA. I do. But Medicare was not in the list, and
already we have a bipartisan initiative on Medicare. So I just have
confidence that both parties believe that no child in America should
go without health insurance. We are proposing to do it in an incre-
mental way, maximizing our——

Senator MOYNIHAN. If that is so, if that is your belief, why was
it not on the list of initiatives agreed to?

Secretary SHALALA. Well, I cannot answer that question, other
than they obviously identified those that they were prepared to go
on initially.
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Senator MOYNIHAN. Well, if they were not prepared to go on this,
then it is not clear that everybody agrees. The President agreed not
to do. But you have faith in Senator Roth?

Secretary SHALALA. I have faith in Senator Roth, I have faith in
Senator Moynihan, and everybody here that I can convince that
this is absolutely a top priority for our country.

Senator MOYNIHAN. And you will talk to the President about
your faith?

Secretary SHALALA. I will, indeed.

Senator MOYNIHAN. Good. Thank you very much. I have faith in
Senator Roth, too, I would like to record.

The CHAIRMAN. Thank you, Senator Moynihan. It is mutual.

Senator Chafee.

Senator CHAFEE. Thank you. It is Valentine’s Day, and so I am
glad you have faith with everybody up here, do you not?

Secretary SHALALA. It is my birthday, actually.

4 ?ft‘eriator CHAFEE. Oh. Well, happy birthday to you. That is won-
erful.

Madam Secretary, follow me through this and see if I have
missed something. You indicated that right now we know that the
Medicare program, if nothing is done, would go broke by 2001.
Now, when we are talking going broke we are talking about Part
A. That is the part that goes broke, the hospital insurance.

Now, with all of the changes you have suggested, without the
home health care transfer it would go broke by 2002, you just said.

Secretary SHALALA. That is correct. If I might add to that, if you
did the provider savings only it would still go broke. You still do
not buy more than 1 year. It is the interaction between the two
that gets you to 2007.

Senator CHAFEE. Well, if you had been here yesterday and heard
the testimony about where Medicare expenditures are going to go,
I think you would have been—and maybe you saw the testimony—
as deeply disturbed as I was.

For instance, the CBO testified that, under current law, Federal
spending on Medicare is projected to overtake spending on Social
Security within 30 years. Now, that is the CBO saying that. It
seems to me that what you have done here has been characterized
by some as flim-flam, a shell game.

What you have done is taken expenditures out of Part A for the
home health care that have to be covered by the hospital insurance,
and you take them out of there and you transfer them into Part
B, but there you do not have them covered by the Part B insur-
ance. Am I correct in that?

Secretary SHALALA. You are correct, but that is not where we get
our savings. We do not count on that to get our savings.

Senator CHAFEE. But what you are doing is transferring it to the
general fund of the Federal Government. I mean, they are the ones
that are paying it. So in the overall budget you can say it is a
wash, but as far as looking at Medicare as an entity that was set
up to carry itself, and, as the Chairman pointed out originally, the
insurance premiums that one pays in Social Security was to cover
the hospital insurance and the Part B was to be covered by the pre-
mium 50 percent.
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Now, that has eroded, and eroded, and eroded. Currently, we
have it at 25 percent, but actually, as a result of our calculations,
it is now up to 31.5 percent. At least, it was the year before last
year.

Now, you are doing away with all of that. I really do not think
you are doing much here. You have no means testing. You do not
do a deal with that. You drop the premium. You expand the serv-
ices. Everybody loves expanded services.

My next question is going to be, when the baby boomers come of
age, what is the Alzheimer’s going to cost? Everybody is for that,
but what is it going to cost? First, just tell me, what have you done
in this program? _

Secretary SHALALA. What we have done, and one of the things
that CBO pointed out when they pointed out the growth, in our
proposal is to bring Medicare spending down to near where pro-
jected private sector spending is, around 5 percent.

Senator, with all due respect, I think the hospitals, the managed
care agencies, and everybody else who are sharing in this savings,
because we have laid out $138 billion over 6 years, believe that we
have done a lot to slow down the growth of Medicare.

It is true that in the transfer we do not count that in our sav-
ings, but what we are doing is restoring the original intent of the
hospital fund and at the same time bringing down Medicare growth
to just above 5 percent a year. We have done a tremendous amount
in a series of cganges modernizing the program to slow down the
growth of Medicare.

Senator CHAFEE. Well, it is no trick at all to shift things from
Medicare into the general fund of the United States and, therefore,
making a tremendous savings to Medicare and say that is bringing
down the costs.

Secretary SHALALA. But, Senator, we are not getting savings by
transferring home health care from Part A to Part B. Our savings,
the $138 billion over 6 years, $100 billion over 5 years, is on top
of that transfer. That transfer does not account for our savings.

It is our savings that reduces our growth rate to something
around 5 percent. That savings is achieved by slowing down the
growth on managed care, on hospitals, on home health, a whole se-
ries of savings that we have done. So, it is not in the transfer.

Second, Medicare is both parts, A and B. I think my point would
be is that we are restoring the original intent of the hospital trust
fund so that it can be financed out of payroll taxes.

On Part B, we are transferring home health care but we are tak-
ing savings out of Part A and Part B, most of it out of Part A, to
account for slowing down the growth. So, we are doing a tremen-
dous effort on Part A over that period of time to slow down the
growth of Medicare.

Senator CHAFEE. Weli, my time is up. Thank you, Mr. Chairman.

The CHAIRMAN. Senator Gramm.

Senator GRAMM. Mr. Chairman, I just want to add a little bit to
Senator Chafee’s point. It is true that the transfer is not counted
toward the $100 billion savings. But it does certainly count, and,
in fact, it makes possible the claim that you saved the Medicare
Part A trust fund for 10 years. The truth is, I could save it for 100
years by transferring hospital care out of Part A into Part B.
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Secretary SHALALA. Then you would be violating the intent of the
original designers of the Medicare program, which was to pay for
hospital out of Part A.

Senator GRAMM. What I really think happened, Madam Sec-
retary, is that we took home health care out of B—and I do not
know this, but I am checking it out now—and put it into A so that
we would not have to raise the deductible and so we could exempt
it from the co-payment.

Now we are putting it back into B so that we will not endanger
the trust fund in Part A. But the point is, no matter how we do
that, it does not really change the financial picture of Medicare. I
think that is what Senator Chafee is saying.

Let me get to my point. I want to thank you for coming today
and I want to say, as the new chairman of the Subcommittee on
Health Care, with Medicare jurisdiction, I look forward to working
with you. I hope we can have a bipartisan program; I think the
country can be a big beneficiary of it.

But I want to raise a very, very serious issue. For your out-
patient services you have under your proposal, as best I can tell be-
cause we do not have the exact details yet, a 10-year phase-down
from the 50 percent co-payment to a 20-percent co-payment. Now,
you do not claim any real savings in the 5 years from making these
changes, about $1 billion, you claim.

But let me give you the magnitude of the estimates that I have
of what this means in the future. From 2003 to 2007, as you phase
down this co-payment from 50 percent to 20 percent, it costs the
taxpayer, or it costs Medicare and the taxpayer, $50 billion. As you
phase it down from 2003 to 2012, I have an estimate, made by a
former actuary and a former No. 2 person at OMB, that that costs
$100 billion.

Now, let me he sure everybody understands what I am saying.
We are talking about a new benefit. We are talking about lowering
the only substantial upfront co-payment that we have in all of
Medicare. This is a co-payment where you pay 50 percent for out-
patient care. You propose to phased it down. You do not yet have
a specific formula, but it is my understanding you have a 10-year
ghase-down so that in 2002, you are only beginning the phase-

own.

The question is, once fully phased down, what does it cost? These
estimates that I have from outside experts indicate that, between
2003 and 2012, we could be looking at as much as $100 billion of
new costs. Yet that represents all the savings you claim to be
achieving in the next 5 years.

Now, if that is the case, we need to be very careful about what
we are doing, because if we do everything you say between 1998
and 2002, we save $100 billion, but if we do everything you say be-
tween 2003 and 2012 and we spend $100 billion, then we are right
back where we were.

Secretary SHALALA. Senator, first of all, I do not have any projec-
tions beyond 2007, but we will work through the numbers for you.
But let me explain what the current problem is now with co-pays.

An elderly person walks into a hospital or an outpatient clinic
and gets some kind of service. It might even be surgery. They pay
the hospital’s price and pay their co-payment right there. Then
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Medicare comes in afterwards and pays a different price. The rea-
son Medicare pays a different price is because Medicare pays on
the basis of what the actual cost to the hospital is.

So we have large numbers of elderly Americans who are paying
a hospital price that is higher than what we actually are reimburs-
ing on, which means that these elderly people are paying a higher
co-payment than they need to if we actually had the original price
right. So, one of the things we are trying to do, is to make sure
that no one pays more than they should be paying, based on the
Medicare system.

Now, it is complicated, but it all goes back to that original chart.
In the process of reforming Medicare, we have to be extremely
careful to understand that, as we get older, we get poorer and that
elderly recipients are paying a very high percentage of their in-
cgmes in out-of-pocket costs because Medicare does not cover every-
thing.

It does not cover all of the costs of health care, it does not cover
all your drug benefits, it does not cover other kinds of things. So
this is one of the areas where the interaction between this and
other things we are doing we are happy to lay out with your sub-
committee and have a careful discussion.

But the point I want to make, is that we have done a number
of things here that bring down the growth rate of Medicare and try
to protect the beneficiaries so they are not paying more and more
out-of-pocket costs, and protect the basic benefit package.

We have got it down to somewhere near where the private sector
growth rate is going to be, but to get there we did a whole bunch
of things, a lot of different interactions in the system.

So taking just one out, what we would like to do is lay all the
pieces out for you. I think that is the only point. We have got some
quirks in the Medicare law, loopholes and other kinds of things,
that need to be straightened out as part of this modernizing of
Medicare.

So I beg your indulgence for my lack of detailed responsiveness,
because we would have to go out and do the numbers. But I get
your point. .

Senator GRAMM. Mr. Chairman, if I could just make one point.
I think one of the things that we have to do if we are going to be
responsible is recognize this is a long-term problem.

Whatever savings we are going to claim in these first 5 years—
and I am not much of a mind to get into a debate about what that
number is—we need to look at these projections 20 years out. I can
see some attractiveness to the change you are trying to make, but
we need to be sure, in claiming these savings and thinking we have
done something over 5 years, that we do not plant the seed for
spending those savings over the next 5 years.

If you could get us the 20-year cost estimates on these items, it
would be very helpful. We need to look at these new additions and
what they cost over the next 20 years.

Secretary SHALALA. Senator, I absolutely agree with you. What
we do not want to do is to get into some of the problems we have
created, is we have added new services, or changed the co-pay-
ments.
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My only point is, we need to look at all the premiums, all the
co-payments, and all the places where people are cherged, and be
very sensitive to what is happening to people’s incomes. So, you
have to look at all of it together.

Senator MOYNIHAN. Mr. Chairman.

The CHAIRMAN. Senator Moynihan.

Senator MOYNIHAN. Senator Chafee has had to leave, and I have
to join him at the Committee on Environment and Public Works,
if I may excuse myself, and wish the Secretary a happy birthday,
and a happy Valentine’s Day.

Secretary SHALALA. Thank you. Thank you very much.

Senator BAucuUs. Mr. Chairman, I am joining the same commit-
tee, but I have a couple of questions I would like to have submitted
for the record, please, and answered.

[The questions of Senator Baucus appear in the appendix.]

Secretary SHALALA. Thank you, Senator.

The CHAIRMAN. Thank you, gentlemen.

Senator Rockefeller.

Senator ROCKEFELLER. Thank you, Mr. Chairman. I am going to
change subjects a little bit. I voted for the Welfare Reform bill, as
%{(}u know. That was not the easiest vote I have ever made in my

ife.

One of the things that concerned me, looking in my own State
and a lot of other rural States and States that have economic dif-
ficulties, is the question of job creation. That is fairly much left up
to the States, and particularly job creation in rural areas where
there just are not a lot of jobs to begin with. You have got unem-
ployment. that is chronically high.

Is your department in any way thinking about ways to be helpful
to States on that?

Secretary SHALALA. Well, there are a couple of new proposals, as
you probably know. Is a tax credit for employers, the other, which
is part of these five areas that are going to go through this biparti-
san discussion, is a welfare to work initiative that probably will
end up as some kind of grants to States and communities for job
creation.

Third, because of the Congress’ commitment to support services,
there has been a tremendous investment in child care which is an-
other area of economic development for job creation, as well as a
major commitment to Head Start, another place where jobs are
being created that may provide entry-level jobs.

The other thing we are doing, is we are providing technical as-
sistance to the States who are turning their welfare programs into
job placement programs so they have a training and support sys-
tem once someone gets into a job. There are a lot of model pro-
grams. West Virginia has been doing some of those as a way of
maintaining. But for places that have no jobs, these new initiatives
that Congress is starting to talk about will be critical.

Senator ROCKEFELLER. The Department of Labor is obviously
going to be very active in that area.

Secretary SHALALA. Yes. The lead on these two issues.

Senator ROCKEFELLER. The Jobs Challenge program is $3 billion.

Secretary SHALALA. Yes. Right.
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Scilnal‘;,or ROCKEFELLER. Are you going to be working with them
on that?

Secretary SHALALA. Yes. We are partners with Labor and with
Treasury in the development of these proposals, but the lead will
be at Labor.

Senator ROCKEFELLER. All right. Now, that leads me to my sec-
ond question. One of the things that I fought hardest for and was
only partially successful, was that if we are to undertake some-
thing like welfare reform, which is a massive thing to do, but I felt
a right thing to do, because the present system, as it has been, has
not been successful, either in West Virginia or in most other places,
that it was important that we really monitor accurately, report ac-
curately, and do research accurately, demographically, geographi-
cally, and every cross-cut possible on exactly what is happening in
welfare reform.

I wanted to see $20 million go to your department for that, you
ended up with $15 million. You can do a lot of research with $15
million, but I want to get a sense from you of what your thoughts
are about how you plan to spend that $15 million just in conceptual
{':uim_ to monitor welfare reform so we know if we are hurting or

elping.

Secretary SHALALA. Yes. First, there is the tremendous data col-
lection effort that is going on that was mandated by Congress. The
States have to provide us with a lot of information.

We are actually going to focus on two things, understanding both
the implementation of the welfare bill, but specifically trying to un-
derstand where the jobs are, and how the placement is going, how
long people are staying in those jobs, and what the impact is on
children. That will be our emphasis, in addition to a lot of data col-
lection, which will allow us to answer Congressional questions.

In addition to that, I have asked my colleagues, we need to co-
ordinate and have a pretty good sense of other studies that are
going on. As you know, this social experiment is about to become
the most studied social experiment in American history. Almost
every foundation, I think, has launched a study.

We will be monitoring those studies at the same time, so that
when Congress asks us questions we will have multiple ways of an-
swering those questions. There will be case studies State by State.

So we should have a pretty good sense, in States with different
demographic characteristics, what the impact is. But it is going to
take a while. I mean, we are not going to know this year.

Senator ROCKEFELLER. I understand that. I understand that,
Madam Secretary. Following on from that, one of the champions of
child support enforcement during the time that he was here was
Bill Bradley. Back when I was chairing the National Commission
on Children, although we did not vote on the minimum wage as-
pect, it was agreed by most of us on the commission that if you did
four things, if you had a child tax credit, if you had expanded
EITC, if you had the community employment aspect which I re-
ferred to earlier, and if you had child support assurance, which we
figured, if you really went out to those mothers and fathers—
mostly fathers—who have abandoned their responsibilities to their
children, there was $30 billion in the private sector out there avail-
able to children.
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As a result of those four things, we felt that we would be able
to lift most families in poverty, if they were all implemented, out
of poverty. Now, that puts tremendous pressure on, first, the work
part of it, and second, the child support enforcement part. The
President has made proposals on that, and I would just wonder if
you have any comments to make.

Secretary SHALALA. Well, Congress, as part of the Welfare bill,
put in resources for child support. We have all been pressing the
States to get their computer systems up. It has been uneven in
terms of their progress, but we are pressing very hard. By October
1, we hope everyone will have pretty sophisticated computer sys-
tems up.

We have increased child support over the last 4 years by 50 per-
cent. That is the largest increase in the history of this country in
terms of collecting payments. As you know, we have used——

Senator ROCKEFELLER. It is a small base, though, nevertheless.

Secretary SHALALA. It is a small base, but we have used the Fed-
eral tax system as a way of doing that. I believe this is going to
be one of the big success stories, because we are going to be able
tﬁ track people across State lines, we are going to be able to do
this.

As for the other parts, we are getting the lift. I mean, people are
going to move into jobs. The question is, are they going to be lifted
out of poverty and are they going to be able to stay there? That
is the hard question. The Earned Income Tax Credit, the minimum
wage, child care money, obviously helps.

On children’s health, if every child in America, no matter where
their parents worked, had health insurance, that would help, too.
We see that as an integral part of all of this. If you go to work,
you ought not to lose health insurance for your children, which is
the way in which public policy is currently designed.

Senator ROCKEFELLER. Thank you.

The CHAIRMAN. Senator Jeffords.

Senator JEFFORDS. Thank you.

Secretary SHALALA. Hi, Senator.

Senator JEFFORDS. I, of course, come from a rural State, and 1
am concerned a little bit about rural areas, especially in Vermont
where we have both low cost and low utilization, and the difficulty
in trying to get HMOs to be incorporated into the present system.
Yet, we pay the same taxes that the other States do. I wondered
if there would be any attempt made to rectify the inequities, to
help us in that area?

Secretary SHALALA. Actually, we have a number of rural initia-
tives, but the major one is to change the way in which we pay that
will provide a floor of $350 under our payment and will start to
shift some resources to rural areas, recognizing that sparsity is also
a high cost. Our hope is that that will help to attract rural HMOs
to States like your own, so we are making some moves in that re-

ard.

& In addition to that, we have a number of different programmatic
proposals that help to sustain rural hospitals, expanding dem-
onstrations, and other kinds of things. If the managed care meth-
odology is changed, we think that it really will; by creating that
payment floor, help rural areas. It certainly is an improvement.
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You are absolutely right, the current payment levels are too low
to attract managed care to rural areas where it has not been be-
fore. In my own State of Wisconsin, we have had a 100-year tradi-
tion of organized care in rural Wisconsin, but in areas that have
not had it before the payment rates will have to be different.

Senator JEFFORDS. I am not sure that will help us. I think our
floor is right now at $365, so we will work with you on that.

The other area is the concern of children, which we discussed
earlier. But 1 do know you have a new program coming out with
$750 million in it.

Secretary SHALALA. Yes.

Senator JEFFORDS. Is that going to be by grant application, or is
it going to be per capita; how are you going to distribute that?

Secretary SHALALA. Well, actually it will be both. I mean, the
States will be eligible for the money. They will apply for the money.
They will be putting together public/private partnerships. We have
a pretty good sense, because we have been working with States,
many of these managed care waivers are attempts to expand cov-
erage to kids.

Since the States are going to be able to do that automatically,
some States will try to expand Medicaid and use this, in part, as
their match. Some States will actually set up their own pools, some
States will work with private sector employers and try to figure out
a way to subsidize, perhaps, the premiums. I cannot tell you ex-
actly how it is going to work, because I think every State is slightly
different.

If you look at the percentages of kids that are not covered, you
cannot tell by socio-economic characteristics or demographies why
some States do it and some States do not. But I think there is
enough enthusiasm out there that I just do not know a Governor
that would not like to figure out a way, if they had a little bit of
money—and this is not a lot for them—to cover children, particu-
larly since these children are children of working parents that are
jlist too low-income to be able to pay for a full health insurance
plan.

Senator JEFFORDS. Thank you, Mr. Chairman. Mr. Chairman,
may I take 1 additional minute? I owe you a pound of cheese. We
had a wager, which I probably should not mention here, on the
Super Bowl. My New England did not do that well. They did very
well, but not quite well enough. So I just wanted to make sure that
I have publicly demonstrated that I have now paid you on the
wager. I will have that delivered to you.

Secretary SHALALA. Thank you very much, Senator.

Senator ROCKEFELLER. It also looks like cheese with a substan-
tial amount of toxicity. [Laughter.]

Secretary SHALALA. No. Actually, Senator Jeffords said that he
was sure that it was beyond the ethics limit because Vermont
cheese was priceless. [Laughter.]

So I am happy to have your priceless cheese.

The CHAIRMAN. And only he would say that. [Laughter.]

Senator Bryan, please.

Senator BRYAN. Thank you very much, Mr. Chairman. Welcome.

Secretary SHALALA. Thank you, Senator.
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Senator BRYAN. It is a pleasure to have you before us today. One
of the concerns that States that have very high growth rates have,
such as my own State of Nevada, is about the Medicaid cap per
capita cap.

Would you explain how that works? And, would you tell us if you
gave any thought to establishing some type of a differential for-
mula recognizing that some States are experiencing very rapid gen-
eral population growth, and with that also a very rapid growth in
the Medicaid-eligible population, whereas other States, for eco-
nomic and demographic reasons, are not experiencing the same
kind of growth?

Secretary SHALALA. Senator, that is why we did a per capita cap,
because that would accommodate States that really had expanding
populations and wanted to add people on their rolls. The way in
which this cap is designed, it is per person, so that the States will
not be penalized if they want to add populations. Obviously, there
are States, like yourz, that will be adding populations.

Senator BRYAN. How do you achieve the $7 billion savings, which
I believe is the proposal’s savings scoring if this is just a cap, that
we are all going to be fine, and States experiencing growth rates
are not going to have any concerns?

Secretary SHALALA. It is a per person cap, so what we are doing
is slowing down the growth per person, as part of our proposal.

Senator BRYAN. The growth per person.

Secretary SHALALA. We also do some things with the dispropor-
tionate share payments at the same time, so we get most of our
savings there. But it is the growth per person that we are slowing
down, so that, as you add someone, you can add that individual,
but it is across the board growth per person.

Senator BRYAN. When you said growth per person, I am not sure
that I am tracking with you, Madam Secretary. Are we talking
about, the amount of the per capita grant, the individual dollar
amount, that that is reduced based upon some population formula,
even though the method of distribution is based upon a per capita
allocation?

Secretary SHALALA. Well, let me go through it for you.

Senator BRYAN. Please.

Secretary SHALALA. We have four categories. What you do, is the
cap for any given year is the product of three components: the total
spending per beneficiary in the base year, so you take the total
spending per beneficiary; an index for years between the base year
and the given year; and the number of beneficiaries in each sub-
group. And we have four groups, the elderly, disabled individuals,
non-disabled adults, and non-disabled children.

So what you do, is make an adjustment knowing that the costs
for the elderly are different than the costs for disabled individuals,
than the costs for children. You build in that mix, and then you
take the existing spending that you currently have and you take
the number of beneficiaries.

Then what we are doing, is we are putting a GDP plus two, I
think, on the first year, and a GDP plus one. The State gets that
amount of money. So you adjust it for the differences in people that
it has in that mix. You take what they have been spending up until
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now, and you slow down the growth then with GDP plus two for
the first year, and plus one for the years after that.

Obviously, we are still going to be talking to this committee, in
particular, about that index. But what you are trying to do, is to
slow down the overall growth without affecting the ability of those
State, if they have some elderly that are eligible, to be able to bring
in those elderly who are eligible.

Senator BRYAN. I appreciate the explanation. I want to particu-
larly look at the GDP projections, because in States such as my
own the 1 percent, the 2 percent, is totally divorced—and I say that
with great respect—to the reality of what is occurring in our State
where, in the city of Las Vegas, 6,000 people a month are arriving.
That is 72,000 people a year. The population of the entire State in
1920 arrives every year in the metropolitan Las Vegas area. So, we
need to work through those numbers and I look forward to doing
that with you.

Let me ask you a question. I am a new member to the corrmit-
tee, but am not unmindful, having worked with Senator Coarad
and others on the Centrist Coalition budget proposal, why nct, as
we look at the Part B issue, consider a means test? What would
be wrong with that?

Clearly, you have indicated, and I am sure the numbers are cor-
rect, that 75 percent of the folks that are on Medicare are people
whose incomes are modest, below $25,000, I believe, was the chart
figure that I saw. But there are a substantial percentage of people
whose incomes are substantially higher than that, many of whom
make more, and deservedly so. There is no judgmental criticism on
my part, but these individuals make a lot more than many working
families who are struggling with young children going to school,
and all of the other burdens of young families. What is the philo-
sophical rationale for not placing some type of means testing upon
those who are clearly much more affluent and ought not to have
their Part B premiums subsidized?

Secretary SHALALA. I do not think there is any philosophical rea-
son, because we already means test Medicare. In fact, for low-in-
come individuals, their premiums are paid by the Medicaid system.

What the President has indicated, is that it is a concept and an
idea that he believes should be on the table and we should talk
about it. We actually did means test the program in our own health
care bill 3 years ago, so we have already introduced the concept.

In that case, though, we were covering a larger number of people,
but I do not think that it is philosophical. We got to our balanced
budget without doing it, but the President has said that he is open
to considering that as one of many ideas.

Senator BRYAN. Let me say that I am encouraged to hear that
response, and again look forward to working with you to see if we
might be able to craft something. I thank the Chair.

Senator GRASSLEY. Senator Conrad is next.

Senator CONRAD. I really like the job you are doing chairing this
committee.

Secretary Shalala, it is always good to have you come and testify.

Secretary SHALALA. Thank you.

Senator CONRAD. You are very clear, very direct, and we cer-
tainly appreciate that in this committee. I hear a lot of criticism
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from my friends on the other side of the table with respect to the
administration’s proposal on the transfer of home health from Part
A to Part B, at least a part of it.

Frankly, I think many of their criticisms are misdirected. I think
it is, perhaps, important to remind all of us that the portion of
home health in question used to be primarily in Part B. That is
how it started. it was not until the early 1980’s that it was shifted
to Part A, and that was done with minimal debate.

Then in the mid-1980’s, the House, in one of their proposals,
passed legislation moving it back to Part B as part of the Medicare
Catastrophic Coverage Act. Similar action was not taken in the
Senate, so it did not become law.

Then in 1995, the Republican Majority in the House, as part of
their reconciliation, voted to transfer a portion of home health to
Part B. It is not as though this is some big, new idea or some
change from what we have had in the past.

In fact, Part A has historically contained acute and immediately
post-acute benefits, while Part B has covered more chronic condi-
tions. It seems to me that home health visits, beyond the first 100,
really do not belong where they have been. The shift that you have
recommended really makes more sense, conceptually.

The real question in my mind, is whether, when you shift over
to Part B and do not include it in the premium calculation, if that
does not create a problem. Now, I have asked this question of ad-
ministration representatives before in the budget committee and
they have said, well, we did not want to make it part of the pre-
mium calculation because that would boost premiums for some of
the lower-income people in a way that is unacceptable.

But I think our Republican friends do have a point when they
suggest that we think carefully about whether we want a portion
of Part B costs covered by premiums to fall significantly below 25
percent, which would occur.

That raises the question in my mind of whether or not we should
not consider an overall change to the way we calculate Part B pre-
miums and co-pays. I would ask you for your reflection on that
question. Maybe it is the time here to really think through care-
fully how we calculate the premiums. Maybe we ought to have a
bit of means testing here. My own conclusion is that that is appro-

riate.

P I have got some friends that are very well-to-do, and they have
relatives who are less well-to-do who are still working. They say,
I really cannot justify those kids subsidizing us, who are far better
off. I would just ask you if maybe now is not the time to have a
more thorough review of what we are doing.

Secretary SHALALA. Well, I think that one of the things that we
did, at least internally within the administration in dealing with
what is considered a short-term proposal, that is, to get 10 years,
is we were doing so many things to Medicare that we wanted to
be careful we were not adding to the burden and cost shifting to
them as part of this, since we could get to a balanced budget with-
out sliding home health care under the 25 percent. But, at the
same time, we were holding to 25 percent. That number would
have dropped in terms of the premium, so we were already making
certain that the elderly and disabled continued to pay the 25 per-
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cent. But, as I indicated in the previous questions of Senator
Bryan, there is some willingness on the part of the President to
think about these ideas.

Our bottom line here, is we want to be extremely careful, at the
end of the day, to be guaranteeing a benefit package so that this
is about health, not just about financing, and not to push elderly
Americans deeper into poverty because, as you can tell from these
numbers, they are paying a huge amount out of pocket. So what-
ever we do, it ought to continue to guarantee the benefit, and at
the same time project the vast majority of beneficiaries who have
relatively low incomes.

Within that context, thoughtful ideas such as yours obviously are
things that we ought to be discussing when we get to these kinds
of bipartisan dialogs that we are going to have.

Senator CONRAD. Just one final comment. I am very pleased to
see the administration have the EACH-RPCH expansion, the sole
community hospital rebasing, and the reauthorization of the Medi-
care-dependent hospitals. Those are very important steps and very
much appreciated by those of us who represent more rural areas.

I would want to ask you, has there been any assessment done
on how these things affect rural hospitals in combination? That is,
when you look at the reduction in reimbursement to all hospitals
and then you overlay it with what has been done for rural hos-
pitals, has there been any kind of assessment done on the net ef-
fect on rural hospitals?

Secretary SHALALA. I am not sure we have. But I can tell you the
most powerful thing that we are doing is to revise the managed
care payment methodology, because if we really can bring up the
reimbursements in rural areas so that it is more attractive for
managed care, that