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THE ADMINISTRATION'S FISCAL YEAR 1983
BUDGET PROPOSALS

FRIDAY, MARCH 12, 1982

U.S. SENATE,
FINANCE COMMITTEE,

Washington, D.C.
The committee met, pursuant to notice, at 10:05 a.m., in room

2221, Dirksen Senate Office Building, Hon. Robert Dole (chairman)
presiding.

Present: Senators Dole, Durenberger, Chafee, Grassley, Long,
and Byrd.

The CHAIRMAN. Well, we will continue our hearings this morn-
ing. There will be other members that come and go. I don't want to
delay the witnesses.

Our first witness this morning will be Dr. Daniel T. Cloud, presi-
dent of the AMA, accompanied by Fred C. Rainey. And I think
someone else. Or I know someone else, but I don't know who it is.
But you can identify those who are accompanying you, Dr. Cloud.
And your entire statement will be made a part of the record. As I
understand, you intend to summarize it. And we hope to have some
time for questions.

STATEMENT OF DANIEL 1'. CLOUD, M.D., PRESIDENT, AMERICAN
MEDICAL ASSOCIATION, CHICAGO, ILL.

Dr. CLOUD. Thank you. Good morning, Mr. Chairman and mem-
bers of the subcommittee. My name is Daniel T. Cloud, M.D. I am a
pediatric surgeon in private practice in Phoenix, Ariz. And I am
president of the American Medical Association. Accompanying me
today is Fred C. Rainey, M.D., seated on my right, a physician in
family practice in Elizabethtown, Ky. Dr. Rainey is chairman of
the AMA's Council on Legislation. And also accompanying us is
Mr. Ross N. Rubin, seated on my left, who is the Director of the
AMA's Department of Federal Legislation.
- The American Medical Association is indeed pleased to have the
opportunity to appear before your committee today.

.Mr. Chairman, in recent years the expansion of entitlement pro-
grams by the Federal Government has led to the situation where
Congress has little control over the major portions of the Federal
budget. Now that major program changes are in place concerning
discretionary programs, Congress should turn its attention to
reform of entitlement programs.

We have been asked to appear today to comment on changes in
the medicare program as proposed by the administration designed
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to generate approximately $5.5 billion in Federal budget savings.
Respectfully, we do not intend to address those cuts today, Mr.
Chairman, because we believe that addressing individual items in
particular programs does not provide the direction and leadership
necessary to chart a course for the delivery of health care in this
country for this and future decades. Rather, Mr. Chairman, we be-
lieve it is now time to step back from the pattern of looking at indi-
vidual program budgets and attempt to place in perspective the
role of the Federal Government in financing and delivering medi-
cal services in the future. Now is the time to set priorities for the
future and not continue to deal with crises on an annual basis.

We believe it is essential to construct a fundamental, coherent,
long-range national policy on health care. A policy that realistical-
ly addresses the quality, accessibility, and cost of health care, and
the role of government at all levels in this effort.

The American Medical Association will take the initiative in this
endeavor. There is a need for an evaluation of long-term health
policies that will lead to proper care for our citizens within the
available national resources. We have begun such an evaluation,
and will make recommendations concerning health care, both long
and short term. In our view, Mr. Chairman, there should be no
sacred programs. A primary goal should be to meet the needs
through government resources for those not able to provide for
themselves.

Today, we will not address certain program provisions that spe-
cifically address provider or physician reimbursement. We believe
the time has passed for comments that emphasize only that ap-
proach. We ask all interested health groups, whether they appear
here today or not, to join us in evaluating the overall situation
with a long-term perspective. The answers to our health problems
are not to be found in arbitrary caps, in inequitable benefit reduc-
tions, in arbitrary cost shifting or in quick fix expediency. Solu-
tions will be found only when all interested parties participate in a
basic restructuring of Federal programs. The American Medical
Association is committed to a leadership role in setting a new
course. We recognize that in an era of finite resources we must all
work to establish a course that will continue to provide the finest
health care system in the world.

Mr. Chairman, I want to emphasize that this statement is a clear
signal that the American Medical Association intends to step away
from the status quo and embark upon a comprehensive assessment
of Federal programs for health care that will assure that quality
and accessibility of care for patients will be preserved within the
available national resources.

Thank you.
The CHAIRMAN. Thank you, Dr. Cloud.
[The prepared statement follows:]
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STATMENT

of the

AMERICAN MEDICAL ASSOCIATION

to the

Committee on Finance
United States Senate

Presented by

Daniel T. Cloud, M.D.
Fred C. Rainey, M.D.

RE: Proposed Budget Cuts Affecting the Medicare and Medicaid
Programs and the Maternal & Child Health Block Grant

March 12, 1982

Mr. Chairman and Members of the Committee:

My name is Daniel T. Cloud, M.D. I as a pediatric surgeon in

practice in Phoenix, Arizona, and President of the American Medical

Association. With me is Fred C. Rainey, M.D., a physician in family

practice in Elizabethtown, Kentucky, who is Chairman of AMA's Council on

Legislation. Accompanying us is Ross N. Rubin, Director of AMA's

Department of Federal Legislation.

The American Medical Association is pleased to have this opportunity

to appear before the Committee today.

Mr. Chairman, this nation is facing many problems. Unemployment is

increasing. Interest rates are still at crippling levels, and the

projected $100 billion federal budget deficit will likely continue to

place upward pressure on those interest rates.
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The American Medical Association is committed to an economy

characterized by strong, real growth. This is absolutely necessary to

ensure a quality living standard for all our citizens.

Last year when the President called for significant cuts in

non-entitlement programs, Congress responded and at the same time began

the transfer of federal categorical grant programs to the states. We are

now beginning to see the first results of this action. There are

significant reductions in the increases in the cost of living and some

recent moderation in interest rates.

However, in recent years the expansion of entitlement programs by the

federal government has led to the situation where Congress has little

control over the major portions of the federal budget. Nov that other

program changes are in place, Congress should turn its attention to

reform of entitlement programs.

The Administration has proposed numerous changes in the Medicare and

Medicaid programs designed to generate approximately $5.5 billion in

federal budget savings. Respectfully, we do not intend to address those

cuts today, Mr. Chairman, because we believe that addressing individual

items in particular programs does not provide the direction and

leadership necessary to chart a course for the delivery of health care in

this country for this and future decades.

Rather, Mr. Chairman, we believe it is now time to step back from the

pattern of looking at individual program budgets and attempt to place in

perspective the role of the federal government in financing and

delivering medical services in the future. Now is the time to set

priorities for the future and not continue to deal with crises on an
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annual basis. We need a fundamental, coherent long-range policy that

realistically addresses the quality, accessibility, and cost of health

care and the role of government at all levels in these efforts.

The American Hedical Association will take the initiative in this

area. There is a need for an evaluation of long-term health policies

that will provide proper care for our citizens within the available

national resources. We have begun such an evaluation and will make

recommendations concerning health care, both long- and short-term.

In our view, Hr. Chairman, there should be no sacred programs. A

primary goal should be to meet the needs through governmental resources

for those not able to provide for themselves.

Hr. Chairman, health care is too important to reside within a Cabinet

Department that has a major share of its activity dt.;oted to welfare.

Health care matters should belong within a distinct Department of Health,

both at the federal and state levels.

Today we have not spoken about certain program provJsions that

specifically address provider or physician reimbursement. We believe the

time is past for comments that emphasize only that approach. We ask all

interested health groups, whether they appear here today or not, to put

aside individual self interest and join us in evaluating the overall

situation with a long-term perspective.

Mr. Chairman, the answers to our health problems are not to be found

in arbitrary caps, in inequitable benefit reductions, in arbitrary cost

shifting or in quick-fix expediency. Solutions will be found only when

all interested parties participate in a basic restructuring of federal

programs in an era of finite resources.
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The American KedicaL Association is committed to a leadership role in

setting a new course. We recognize that in an era of finite resources we

must all work to establish a course that will continue to provide the

finest health care system in the world.

Let me make it clear that this statement is a signal from the

American Medical Association that we will step away from the status quo

and embark upon a comprehensive assessment of federal programs for health

care that will assure necessary quality and access of care for all those

who need such care.

The CHAIRMAN. It looks like a clear signal to me that you don't
want to do anything, to be very frank about it. If we are going to
do something short term-we've got short-term budget problems.
We cannot wait 2 or 3 years for some long-term change. And I'm
disappointed that you are not willing to help us come to grips with
the budget right now. We've got interest rates that are driving
people out of business; we've got large deficits, and the time the
AMA gets around to helping us, the cost of medicare may be $100
billion. So I am not very excited about your testimony.

Dr. CLOUD. Well, Mr. Chairman, I understand what you are
saying. And I do understand your concerns. And I do understand
the problems that beset you. However, we have, in years gone by,
testified many times on these same issues. We now believe and it
was just determinedabout 3 weeks ago in an action by our board of
trustees that a long-range review of Federal health programs is the
best course of action for us to take that can provide the best oppor-
tunity for helping you in the long run.

The CHAIRMAN. And I understand that. Certainly Senator Duren-
berger is the leading light in that area. He is here this morning.

We are being asked-I am in my chairmanship of the Nutrition
Subcommittee to cut food stamps, to take money away from poor
people. And that program costs $10 or $11 billion, and here's a pro-
gram that is up $56 billion, headed for $110 billion. And I don't get
anything from the AMA as far as savings are concerned. Not $1
are you willing to say that we can save in the fiscal year 1983.

Mr. RAINEY. Mr. Chairman, if I might respond. I think that you
have just touched upon the concern that has prompted the Ameri-
can Medical Association to assume the current position that we
now have. You and I and others have watched this program over
the years, and it seems that while there are laudable benefits of
the program that there have been constant problems with it. Now
it would appear that the greatest problem is that of cost. It is the
position of our board of trustees that, while some of the proposals
have merit, we will never be able to accomplish the goal that it ap-
pears necessary to accomplish if we are to bring the cost under con-
trol by dealing on an item-by-item basis. The only way that cost
can be effectively brought under control may be to back off and de-
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velop an entirely new program. One that would not deny access to
care. One that will nbt injure the quality of care. One that we can
aIFord. It appears to us that while you may be able to reduce costs
in some specific areas, that the cost even after that has been done
will still be a major problem. And it's our feeling that perhaps a
better program should be developed, hopefully, with the help of
other health professionals and Congress and the administration.

I recognize the Fact that the clock goes on. And I would hope,
however, that it would not take several years to accomplish what
we have in mind. Certainly, it will take a considerable amount of
time, but several years has not entered my mind at least as the
timeframe necessary to develop the program that we are talking
about. I readily admit it is going to be a very complex, monumental
effort, but it is our feeling that the time has come when that effort
should be made.

The CHAIRMAN. Well, one suggestion has been that we pay single
price for a given service. Do you support that?

Dr. CLOUD. Pardon me, Mr. Chairman.
The CHAIRMAN. About a single price. Let's say, $500 for an oper-

ation whether you get it in Los Angeles or New York. Right now,
they are all over the lot. They vary from $500 to $2,000 for the
same operation but because of different locations. Do you have any
objection to having a single price for a given service?

Mr. RAINEY. As a private practitioner, I have problems with that.
I think that if I, as a private practitioner, wish to charge less, I
should be able to charge less.

The CHAIRMAN. We would let you do that. We just wouldn't let
you charge more.

Mr. RAINEY. I was going to extend that a little ibit. If there were
reasons that I feel are justified, I would charge more. I would like
to have that opportunity. I believe that a single national price
system is not consistent with the free enterprise system.

The CHAIRMAN. You know, we are about to bankrupt the system.
That's our problem.

Mr. RAINEY. I agree with you that there is a major cost problem.
But I don't believe that problem can be directed to physicians. In
the last 5 years, the increase in physician fees has been below the
all-services index. There are many areas of cost over which physi-
cians have absolutely no control. Unfortunately, the spiraling infla-
tion affects health care just as it does the cost of clothing, food,
automobiles, housing, and everything else. The cost of labor is a
factor over which we have no control.

The CHAIRMAN. I agree with that. We had a chart the other day
that underscored what you said. The hospital costs have gone up
about 19 percent. We are talking about hospitals. But they don t
put people in hospitals, the doctors do so you get a little credit for
that.

Dr. CLUD. Mr. Chairman, that's all very true. And the concerns
we have when you talk about a matter such as a fixed price for an
operation across the country, those concerns lead to many other
corollary concerns. That's why we think that a simplistic approach
to addressing these issues is simply not going to work. We think we
should address the total package. And that s what we are here to
say today.
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The CHAIRMAN. I hope that we will have some assistance because
I don't think we can just say we cannot do anything now, we have
got to wait for some long-term solution. We know this is a disaster,
but don't ask us to try to even stem the tide, which is about to
engulf' us. I'm convinced that if' we cannot save some money in
medicare, $56 billion, then we might as well just not have any
hearings. Just close up shop and say everybody wants interest rates
lower, but nobody wants to make a contribution. And we are going
to have to find some ways, hopefully, that we can find 11 votes for
on this committee. If not the administration's approach-I don't
suggest that's the only approach-but we need some assistance in
finding some ways to save a few billion dollars. And not wait-
maybe it's not years. Maybe it's only 2 or 3 years. But we cannot
wait 2 or years. If we don t do something about deficits and interest
rates, I'm not certain what might be happening in 6 months.

Dr. CLOUD. Mr. Chairman, if I might comment on that. We surely
don't want to leave the impression with you, sir, or your commit-
tee, that we are suggesting that we do nothing. We are, indeed, em-
barking upon a program to try and provide for you the assistance
that you need. And as soon as we can provide it, we will.

The CHAIRMAN. We are talking about May.
Dr. CLOUD. Well, Mr. Chairman, I don't know if I can promise

you anything by May, but I will promise you that we will do it as
quickly as we can and consistent with what we think is the right
thing for the country.

The CHAIRMAN. Well, the right thing for the country is to bring
down spending. We are being pushed by our majority leader on a
daily basis to come-we've had daily meetings on how we can
reduce spending and raise revenues and get a package -ogether
which we can add to the debt ceiling as it goes through this com-
mittee or on the Senate floor. And we can't postpone that because
if we don't reach the debt ceiling, we cannot pay our bills. So time
is of the essence. So if you could be helpful in that area, it would be
appreciated.

Senator Durenberger.
Senator DURENBERGER. Thank you, Mr. Chairman.
I have found the last several minutes very interesting. I apolo-

gize for not being here for your prepared statement. Dr. Cloud is
getting, in effect, a dose of the medicine that he, on several occa-
sions asked me to give his membership. Back in Minneapolis, when
I came to talk about competition and other phases of health policy,
he said, "That's fine, Senator. But first, give us a real dose of real-
ism about what is going on in Washington."

Mr. Chairman, I know that you have been committed to working
toward changes in health policy longer than a lot of others includ-
ing Dave Durenberger. Nobody questions Bob Dole's commitment
to changing the way we meet the health needs of the people in this
country.

The CHAIRMAN. Well, I don't want to leave the impression that
somehow Dr. Cloud is responsible for all of our problems. [Laugh-
ter.]

Senator DURENBERGER. We all know that.
The CHAIRMAN. We will each take a chunk of that.



Senator DuRKNII RG*.:R. And I also want you to know that al-
though Dr. Cloud is a very realistic president, his association needs
a good dose of' realism. We have serious short-term problems that
need long-term solutions. Genuine changes in the way we buy and
deliver health care will take 8 to 10 years.

My concern for the short term is that we deal with what really
happens when we make a budget reduction. I'd like to know, for
example, the extent to which physicians shift their costs to private
paying patients as a result of Medicare and Medicaid cuts

Mr. RAINEY. I can respond to that as a practicing family practi-
tioner in a rural area. And I can tell you that it is a real problem.
It just so happens that my overhead stays about the same regard-
less of what the Federal programs do. And as you well kwow-I
need not tell any of you--in the recent past, the overhead of every-
one has gone up, up, and up. As the Federal programs are cut back
on their reimbursements, I have to generate that overhead from
somewhere. And the only place to turn is private pay patients. And
you hit the nail on the head. It is merely cost shifting.

Senator DURENBERGER. To what extent do you just not see or try
not to see medicaid or medicare eligible patients?

Mr. RAINEY. Try not to see them? No, I don't do that. I think
-hat would be wrong. I think we are placing the problem on the
back of the wrong individual if you place it on the back of the pa-
tient. No one wishes to become ill. And if they happen to become
ill, and they happen to be a medicaid recipient, that individual is
entitled to the same care as a private pay patient. And the same is
true of a medicare recipient. I just could not accept that approach.

Senator DURENBERGER. Thank you.
The CHAIRMAN. Senator Chafee.
Senator CHAFEE. Thank you, Mr. Chairman. I apologize for being

late and am just reading Dr. Cloud's statement here. One of thepieces of evidence cited the other day in the testimony of Secretary
Schweiker was that the cost of the services for which the Govern-
ment pays-I think he restricted it to lab services, but somebody
correct me if I am wrong-is sometimes as much as five times the
rate that a private patient pays should he contract for these serv-
ices individually. Is my recollection right on that, Mr. Chairman?
Was it the lab fees?

Senator DURENBERGER. There was an article in the Washington
Post reporting a local study about some form of lab fees.

Senator CHAFEE. In any case, I think the Secretary testified to
lab fees. How can that be? Now I know you are not representing
the lab technicians or anything like that, but does that testimony
seem possible? I am not disputing the testimony because we've had
shocking evidence around here of overcharges and differences in
charges made to the Government through the medicare programs
vis-a-vis what a private patient pays. Now tell me the travail of a
situation like that. A medicare patient comes to you. You do some
tests. The tests go to the lab. The bill comes back. Could the total
be five times what you pay for a similar service for a private pa-
tient?

Dr. CLOUD. Sir, I am not familiar with the testimony that you
heard the other day. And I don't have any data of my own to sup-
port or to negate what you were given. I think it is possible that in
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some instances there may be some abuses, but I can't respond
beyond that. I don't really understand how that would happen in
an ordinary way. I think it would be unlikely. There may be some
areas where this sort of thing has happened. But I am really not
familiar with the testimony. And I'm sorry I can't respond.

Senator CHAFEE. I'm giving you the testimony. The testimony
was that the Federal Government is overcharged or charged five
times the-rate that a private patient would pay for lab services. He
didn't indicate that this was a remote or unusual instance.

Dr. Rainey, do you have anything you can contribute on that?
Dr. RAINEY. Based on just that information alone, I would say

there is a problem somewhere and it doesn't sound reasonable. But
I would like to know more about the situation. And, in fact, I think
that we would welcome the opportunity to look into the situation if
we could have the specifics of that case.

Senator CHAFEE. All right. Now let me ask you something else. It
seems to me common practice-and I want your response to this-
for a physician to charge more if the patient is covered by Blue
Cross. This will certainly go to the maximum rate that is allowable
under the Blue Cross schedule or any third party payers' schedule.
These fees are frequently in excess of what a private patient would
have to pay if the private patient came to see you. Can you com-
ment on that?

Dr. RAINEY. I have difficulty accepting that as a general situa-
tion. I'm sure that may occur in isolated cases. But if we are talk-
ing about a majority of cases, and a common practice I just cannot
accept that because I don't know of any of my colleagues-and I
don't profess to know what everyone in this country is doing-but
in the first place it would be very difficult from a bookkeeping
standpoint. It would not be fair. It would not be right. I just cannot
accept the fact that a significant percentage of the profession
makes a difference in their charges.

Senator CHAFEE. Why wouldn't it be right? What's wrong with
burying your charges? You are going to charge everybody the same
thing?

Dr. RAINEY. Well, I thought the implication was that you would
automatically charge more if the patient had some type of coverage
whether it be a Federal program or Blue Cross or Blue Shield cov-
erage. Was that it?

Senator CHAFEE. Under a third-party payer, there are schedules,
are there not?

Dr. RAINEY. Correct.
Senator CHAFEE. The appendectomy is X dollars. A tonsillectomy

is X dollars. So forth and so on. And there it is. That's what you
can charge. My point is, and I have noted this and it has been re-
lated to me at home-I haven't had it personally followed up but I
have no reason to believe otherwise, that if the patient comes in
without the Blue Cross, without a third-party payer coverage that
the physician, quite frequently, will charge less than what is per-
mitted under the schedule. There is nothing immoral or illegal
about it.

Dr. RAINEY. Let me rephrase my answer by giving you an exam-
ple. Let's'say that in my office I see a patient and it is in one 6ffice
and all overhead is going-to apply to all three types of patient. I
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see one patient with the same illness. It takes me the same length
of' time and elohrt and professional judgment to treat. That patient
is a medicare recipient. I see another patient who happens to have
Blue Shield or Blue Cross or any type of commercial coverage. And
I see a third patient who is a medicaid patient. And I see a fourth
who is paying out of their pocket. Theyd o n't have anything.

Senator CHAF ,E. Right.
Dr. RAINEY. My charge is identical for all four. I think that is the

generally accepted method of charging in our profession.
Senator CHAFEE. My time is up, I know, Mr. Chairman, but can

Dr. Cloud just respond briefly?
The CHAIRMAN. Sure.
Dr. CLOUD. Thank you, Mr. Chairman. I think to supplement

what Dr. Rainey has said is that I agree with what he gave you
first as the response. But I would go further to say that in the
event that it turns out that a particular patient is unable to meet
that charge or perhaps to meet the payment that might be the bal-
ance between whatever his third-party coverage might be and what
the normal fee might be, if there is then such a balance, it is then
common practice to reduce that charge or to eliminate it entirely
in order to accommodate the needs of the patient. That is to say,
the amount that is collected or that is requested of the patient is
reduced even though the basic charge might be the same going in.

Senator CHAFEE. In other words, you are saying that the patient
would be assessed the same charge under Dr. Rainey's example,
but a certain amount might possibly be excused.

Dr. CLOUD. Oh, yes, that's true.
Senator CHAFEE. I have other questions later, Dr. Dole.
The CHAIRMAN. I tried that but I didn't make it. [Laughter.]
Got into politics.
Senator Long.
Senator LONG. No questions..
The CHAIRMAN. Do you have another question? We have six

more witnesses.
Senator CHAFEE. Yes. All right. I'm going to be brief. My problem

with the whole medical delivery system in this country is that
there doesn't seem to be any incentives anywhere to hold down the
cost. Look at it from your point of view. What incentive is there for
you to hold down the cost in any of your procedures when the pa-
tient, for instance, is covered by a third-party payer? Isn't the lid
off? Why not play it safe? Send out all kinds of lab tests. Take
every precaution. Somebody elseis paying for it.

Dr. RAINEY. Well, if somebody else is paying for it in the case of
the Government program, Senator, it is both you and.l.

Senator CHAFEE. Yes. But you and I have such a tiny portion of
the billions of dollars.

Dr. RAINEY. Well, there are certain times of the year that at
least to me it doesn't feel tiny. But I don't believe that any of us,
with hopefully very, very few exceptions, just totally ignore the
cost of care. The problem is, Senator, that there are so many fac-
tors pushing up the cost of care that are beyond our control. There-
in lies the problem. I just mentioned a few earlier. Inflation is one.
Labor cost is another. New medical technology is third. And maybe
one could make the argument we shouldn't have new medical tech-
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nology. But I would suggest-that if' you or I or a member of' our-
family happens to be the patient at that time when the new medi-
cal technology will save them, all of a sudden, that is very impor-
tant to us. And I think patients have a right to access to any medi-
cal technology that is available at the given time.

I just don't believe that regardless of how much effbrt we, as pri-
vate practitioners make, to hold down the cost of care that is going
to solve the problem because there is such a large proportion of
that cost that is absolutely beyond our control.

Senator CHAFEE. Beyond whose control?
Dr. RAINEY. The control of the physician.
Senator CHAFEE. Well, everybody comes in here and it's always

beyond each person's control. The patient has no control. He's
swept in the system. The physician can't control it.

The CHAIRMAN. Hospitals can't control it.
Senator CHAFEE. Hospitals can't control it. Somebody must be

able to hold down these costs which are way out of line with the
inflation in the United States.

Dr. CLOUD. Senator Chafee, if I could respond to that.
Senator CHAFEE. Yes.
Dr. CLOUD. I want to assure you that we are trying to find ways

to hold down those costs. To add to what Dr. Rainey said, the
American Medical Association has actively, in the past, addressed

-the cost issue. We started that in 1977. We are addressing it fur-
ther now. We have a cost containment plan which we have imple-
mented. And we intend, through the coalition movement and
others, to approach this as much as we can; as vigorously as we can
so that we can find ways that physicians can do exactly what you
are asking us to do and suggesting that we do. To the extent that
we can find ways to find these answers, to develop answers, we
intend to do so. We are not trying to duck behind the statement
that there is nothing we can do about it. That really isn't what Dr.
Rainey meant. And that's not what I mean. And I hope you don't
draw that conclusion from us.

Senator CHAFEE. No.
Dr. CLOUD. There is a lot we can do and we intend to address

those issues.
Senator CHAFEE. Well, my problem is that there is no incentive

for you to do it. If you do it, you are risking something. If you don't
send out the lab tests, you might be sued for malpractice. There's
every incentive in the world to use the system to its fullest extent
because you aren't paying for it, nor is the patient paying for it.

" Some unknown entity way off somewhere in Washington or wher-
ever it might be in Illinois is paying for it.

Dr. CLOUD. Well, thank you, Mr. Chairman.
Senator DURENBERGER. Mr. Chairman, thank you. Let me thank

John for bringing up that issue. I was hoping your response would
be that it's your patient who can help you hold down costs the
most. Ultimately, it's the patient who is going to give you the in-
centives to provide the most cost-effective care. That is, if the pa-
tient ever gets any kind of choice.

Although ultimately I am in charge of my health care, as a phy-
sician, you are in charge of my sick care. You make many financial
decisions for me, including what types of medical technology will
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be used to treat me or what medical facility will house me. Tell me,
Dr. Cloud, how do physicians make these important financial deci-
sions?

Dr. CLOUD. Well, Senator Durenberger, that depends on the
choices that the physician might have. In some communities he
doesn't have any choice at all. But I will tell you that one of the
programs that we are emphasizing is to seek alternatives to hospi-
talization wherever that is possible. That's a very good thing to do
in terms of ambulatory surgery, for example. In my own practice of
pediatric surgery, I've found out in the last 10 years, that with a
good ambulatory surgery care center available in Phoenix that I
can do some 60 percent of my practice on an outpatient basis and
avoid hospitalization. And save significant amounts of hospital
costs. That is one example.

There are other ways to seek alternatives to hospitalization. It
seems to me that with the cost of hospitalization being as high as it
is, and I don't want to sound facetious, but the best way to avoid
that cost is- to stay out of the hospital. And that brings you back to
alternatives to hospitalization, consumer choice. The concept of
consumer choice which you alluded to a moment ago, which in-
volves the patient in-the selection of the payment for and the eval-
uation of his or her own -care-and I hope will avoid, because of
price consciousness, will avoid excesses and abuses in the system. I
hope it will lead to that. And finally, prevention. Prevention is
very important. And this is where the citizenry themselves can be
effective. The prevention of all kinds of things that are laid -upon
us by people who undertake lifestyle activities and that cause pre-
ventable illnesses, which account for perhaps half, according to
Federal estimates, of the total health care bill that we pay today is
a major answer to raising costs.

And I hope we can make inroads into those areas so that we can
hold down the utilization in such a way that we can control cost
effectively. I think that's where the big dollars are for savings.

In addition, there are some other things that can be done. But
when you get right down to it, if you become seriously ill and you
do need -to go in the hospital, then you need and you do deserve
and should have the finest technology available. And that should
be paid for. But we hope that we won't have so much unnecessary
expense somewhere else in the system that it will not be possible to
provi'. to everyone who needs that technology the opportunity to
have it.

The CHAIRMAN. I want to thank Dr. Cloud and Dr. Rainey. We
have a problem, as you can see. In fact, during one of the lulls in
the committee hearings-they are generally so exciting you don't
have any lulls, but now and again there are lulls-I was looking
back over some testimony that HEW officials presented to this
committee about 10 or 12 years ago. And they were predicting that
if we didn't do something that medicare could rise to as much as $9
billion by 1990. It's $56 billion this year. It is headed for $113 bil-
lion. And we would hope that the AMA staff would run right back
to the office and find us a few billion dollars that we could save.

Dr. RAINEY. Senator, I was just hoping that you ran across
AMA's testimony during that debate when AMA said it is going to
cost much more than you were anticipating.

92416 0-82-2
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The CHAIRMAN. We assumed that atthe time, I guess. [Laugh-
ter.]

Don't misunderstand. I like physicians. Most of them have oper-
ated on me so I don't have any--[Laughter.]

And I've got the pathologist offering me free autopsies so I un-
derstand some of the problems. [Laughter.]

Dr. CLOUD. If you need a good pediatric surgeon, Senator.
The CHAIRMAN. Well, we're working on that, too, but--
Dr. CLOUD. I know one that is going to be unemployed. [Laugh-

ter.]
I will be available in about 3 months.
The CHAIRMAN. OK. A nice climate there. Thank you.
Dr. CLOUD. Thank you very much, sir.
Dr. RAINEY. Thank you. -
The CHAIRMAN. We now have a panel of Bruce Cardwell, who is

not a stranger to this committee. Bruce, we are happy to have you.
He is the deputy vice president of Blue Cross and Blue Shield. And ,'
Burton E. Burton, senior vice president, Aetna Life & Casualty Co.
Do you want Bruce to go first?

STATEMENT OF BRUCE J. CARDWELL, EXECUTIVE VICE PRESI-
DENT, BLUE CROSS AND BLUE SHIELD ASSOCIATIONS, CHICA-
GO, ILL.
Mr. CARDWELL. OK, I will be glad to go first. And, Mr. Chairman,

out of respect for your concern for time, I will try to just briefly
summarize my statement.

We appreciate the opportunity to participate in this discussion.
Our purpose is to try to bring our perspective to the very difficult
task that you have before you. But I would like to emphasize that

-as a part of the perspective the Blue Cross and Blue Shield organi-
zation has a great deal at stake. We are interested in the outcome
because it has economic significance for us, but also it has very
deep meaning as to our own sense of our social purpose.

We have to understand and share in the concern that the Gov-
ernment has for the budget. It has to clearly be brought into better
balance. And we all have to do our best to help the Government to
that end. But I have to say to you that I think the proposals that
have been put before you by the administration in the area of
medicare will not achieve their purpose. I do not think they will
produce the savings that are. being calculated. But more important-
ly, I think they are going to take us another step toward a basic

distortion of the integrity of the program.
And the problem that we all have is that we have to face the fact

that neither the private sector nor the Government have really
come down on the root causes of the problem that we face. And
we've been tinkering. We've been dealing in expedience. And what

-you have before you, I believe, is another list of expedience. But
this time, I think they run the risk of doing some serious damage
to the future of the program.

And before I finish, I would like to make a couple of comments
about those parts of the proposals that I think have the greatest-
offer the greatest chance of damage.



15

At the risk of' being gratuitous, we would like to suggest to the
committee that as you review these and other alternatives that you
try to do it within a context, you should examine, we believe, each
of* them in terms of' how they fit your view of what you want medi-
care to be. If' you have decided that medicare really isn't afforda-
ble, then you have got to do something- about the scope and reach
of' benefits, and the scope and reach of eligibility. Some of these-
cuts actually affect those basic program and policy elements, but
they don't do it directly. They only do it indirectly. They parade in
the name of efficiency, and doing something about containing the
cost, but really their net effect in the long term, we believe, and in
many cases the short term, will actually be to make decisions
about the scope of benefits, and the scope of eligibility. And it will
be more incidental than deliberate. But the result would be the
same.

Finally, we think you should look at them in terms of their
impact on the delivery system. As I said, we all have a stake in
this. And I think there is one characteristic that rins through this
list of proposals. It's that they tend to pass the costs onto somebody
else. I know of no other customer in any market who could come
into the market and say arbitarily-without negotiating-I don't
like your price. And that's what many of these proposals say. We
don't like the price. And we are not going to pay it. We are going
to use the service but we won't pay you your price. We, using the
force and leverage of law and regulation, will take the service and
arbitrarily cut the price. All other buyers say that if I don't like

"your price, then I won't buy the service, or will cut down the scope
of the service that I am seeking.

I would close by making two or three recommendations to you.
First, that you concentrate, as quickly as you can and in this ses-
sion if possible, on a perspective reimbursement approach. Also,
that you emphasize those parts of the administrative process of
medicare that deal with utilization review. And there is a proposal
for the administration of the program to that end.-Although I do
not think it is adequately funded, from the point of view of con-
tracting who will have to administer it, it is the right approach, we
believe.

Finally, I think the committee ought to pay some attention to
the administrative budget for medicare administration. We are
quite convinced that it has now reached the point where the part-
nership between the Government and the medicare contractors is
in doubt.

Thank you.
[The prepared statement follows:]
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STATEMENT' I Y B3LiE (ISS ANI) JI.t; SIIIEImll A'NsCIAiI.Ii)NX

Mr. Chairman and Members of the Committee:

We appreciate the opportunity to appear today. Our purpose is to offer

the experience and perspective of the Blue Cross and Blue Shield organization

in your deliberations on the 1983 budget for Medicare.

There can be no doubt of either the difficulty or the importance of the

task before you. In our opinion the decisions to be made have important

consequences not just for Medicare and the people served by these programs,

but also for the basic fabric and integrity of the private health care

delivery and financing systems.

The problems of increasing utilization and rising costs are clearly not

Medicare's alone. They are faced by all who depend on our health care

system and all who have a role in its financial integrity -- ranging

from employers, unions and insurers to individual citizens who buy

insurance or who self-insure.

Mr. Chairman, we understand and share the cause of constraining the

Federal budget. One way or another, it must be brought into better

balance. But we feel compelled to say that we do not believe that the

magnitude of savings proposed by the Administration can be achieved

during FY 1983 in a manner which is responsible or fair to beneficiaries.

We fear that the types of program savings which can be achieved in such

a short timeframe would lead to fundamental changes which will make the

program inferior for beneficiaries generally and totally inadequate for

the poor.
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We should pause to point out, Mr. Chairman, that we recognize the

importance of budget actions aimed at more efficient management of the

Medicare program. But, we believe that the process must be carried out

within a public policy framework that clearly defines the short and long-

range objectives of the Medicare program. We do not see such a policy

framework as now being in place for Medicare.

Our recommendation at this time is that the proposals now before you

be assessed in the broader context of:

I) Their effect on the basic objectives of Medicare: how

they affect eligibility, benefits and beneficiary out-

of-pocket costs.

2) Their impact on the rest of the delivery system in terms

of whether they will truly influence cost containment,

and whether they are consistent with the principle of

the government paying its fair share.

To understand why we make this suggestion, it is important to examine

what has happened so far and what is likely to happen if the 1983 budget

actions are not evaluated within this broader context.

0 First, limits and caps imposed through annual budget

constraints and selective ad hoc legislative and regulatory

actions of the past have not fulfilled either their short
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or long-term objectives. They have not prevented increased

utilization or increases in basic costs.

o The limitations have not always been consistent in either

their design or their effect. They have shifted back and

forth in their effect on benefits, entitlements, and, in some

cases, eligibility.

o At times, the actions have resulted in severe and abrupt in-

creases in beneficiary out-of-pocket costs. For example,

after years of deferring increases in the Medicare deductibles

the 1982 budget included an abrupt increase -- an increase

which has affected not just the out-of-pocket expenses of

beneficiaries, but also their Medigap premiums.

The list could go on. But, what is important is to be aware of the uneven

pattern of these actions and their effect on other parties at interest.

Many of the 1983 proposals represent a continuation of this pattern.

We clearly are now at a point where the integrity of the program itself

and the interests of the beneficiaries it serves are at rtekk. For example,

the 1983 cuts would --

o Redefine eligibility for Medicare beneficiaries (from the

first of the month a person reaches 65 to the first of the

next month). The question is whether this change would be

consistent with overall policy on eligibility.
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o Shift previously covered costs to employers of the elderly

at a time when the Social Security system suggests longer

attachment to the work force.

" Establish a 5 percent coinisurance for home health benefits --

another increase in beneficiary out-of-pocket costs.

o Delay updating physician fee screens. This will mean fewer

assignments and will result in cost transfers to patients.

o Finally, the 1983 budget introduced the 2 percent reduction

in Medicare reimbursement to hospitals.

Under the latter proposal, Medicare would refuse to pay 2 per cent of the

costs (Medicare-defined costs) actually incurred by its patients. There

ts not even a rationale of creating incentives for increased efficiency;

the most efficient hospitals also lose 2 per cent. Moreover, we believe

that such a proposal will ultimately lead to what we consider an undesirable

public policy -- allowing hospitals to surcharge patients. We believe that

allowing hospitals to surcharge beneficiaries would result in the government

losing all ability to exert pressure against hospital cost increases, and
/

in rapid deterioration of the Hospital Insurance"'rogram to a second class

program.

Mr. Chairman, another area of savings recommended by the Administration

I would like to comment on briefly is the proposed reductions in funding
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for Medicare contractors operations. This expenditure is not within

the jurisdiction of this Committee, it is subject to yearly review

of the Appropriations Committee.

It is clear, however, that the present inadequate budget for Medicare

contractors means-this committee will have to contend with larger

program payments next year.

Because of recent severe reductions in the budget for contractor

operations intermediaries and carriers have, at the direction of the

Health Care Financing Administration, had to terminate or curtail a

number of functions which control the expenditure of benefit dollars.

Medical and utilization review, which is the best front-line defense

against program abuse and fraud, has been virtually eliminated. Audit

activities, which yielded a 26 to I savings ratio in FY 1981, will be

reduced substantially in FY 1982.

We believe that without these safeguards, benefit dollars will be passed

through and will be compensated for in future years by increased patient

cost sharing and further reductions in provider reimbursement.

Mr. Chairman, the Blue Cross and Blue Shield Associations recognize that

the need to control Federal spending generally and the need to make

efficient use of the Medicare trust fund dollars make it imperative to

examine ways to slow the rate of growth in the program. We believe,
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however, that a public policy framework is necessary in order to judge

financing and other structural changes in the program. Such a framework,

we believe, should include:

1) A principle of balanced reimbursement of all appropriate

costs traceable to the Medicare beneficiary population; and

2) Clear-cut and updated concepts of eligibility and coverage,

both short and long-term.

Once a public policy is agreed to for these two areas, Congress can then

move to policy changes directed toward true cost containment. For

example, we believe that major savings can be achieved, over time,

through such activities as improved utilization review and use of

prospective reimbursement schemes. These two areas have been discussed

and debated before. But, they still represent the best opportunities we

have to change the behavior of the marketplace. Blue Cross and Blue

Shield Plans have much experience in these areas and would be delighted

to share our expertise with the Congress.

I would end by saying, however, that prospective reimbursement and

improved UR programs represent fundamental changes that will take time

to develop and implement. We do not believe savings, of the dimension

this Administration is requesting, can be enacted within the framework of

the FY 1983 budget and still preserve the primary and longstanding

objectives of the program.
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STATEMENT OF BURTON E. IURTON, SENIOR V ICE PRESIDENT,
AETNA LIFE & CASUALTY CO., ON IEllAILF (OF TIlE iEALTh IN-
SURANCE ASSOCIATION OF AMERICA, WASIIN(TON, I).C'.
The CHAIRMAN. Mr. Burton.
Mr. BURTON. Mr. Chairman, my name is Gene Burton, senior

vice president of Aetna Life & Casualty. And with me is John
Ahearn, counsel. And we appear today on behalf of the Health In-
surance Association of America and the American Council of Life
Insurance.

We rarely second the views of our competitor, Blue Cross/Blue
Shield, but in this instance, I think you will see that our testimony
is generally parallel in its concerns and in its recommendation-s.

Our business really does understand and sympathize with your
committee's concern about the Federal deficit. We are completely
supportive of an idea of containing health care cost, which we have
been quite active on for a number of years. But, we feel we must
oppose the idea of a 2-percent-across-the-board reduction in medi-
care reimbursements to hospitals or any other arbitrary cuts in
payments to providers.

This move would not reduce system cost, but it would merely
shift more cost to private patients, including Federal employees.
The 2-percent solution highlights what has been going on for many
years-a continuing ratcheting down of medicare reimbursement
levels, taking one opportunity after another to redefine what medi-
care chooses to pay for. This hidden tax on private patients already
amounts to something like $5 billion. And we think it would in-
crease substantially if the 2-percent proposal isciaroved.

The CHAIRMAN. You say $5 billion?
Mr. BURTON. Five billion. That would be our industry's estimate

of its magnitude today. If the cost of medical care is growing too
fast, then it's growing too fast for all of us. We believe the Govern-
ment has a responsibility to look at the results of its actions on the
entire system, and not just on the Federal budget.

The 2-percent solution cannot be justified either by representing
it as a behavior of a prudent purchaser. The Government, we don't
believe, is shopping judiciously for price or quality. It'sj-using eco-
nomic power that comes from the hospitals' dependence on Govern-
ment payments.

We also don't believe that this proposal is cost containment. It's
just another increase in the rate of escalation of c charges for private
sector patients.

Hospitals, if the 2-percent solution is adopted, have no choice but
to accept it. They have an obligation to serve the poor and elderly,
and we believe they will do that. For prosperous hospitals with
enough charge-paying patients to whom to shift cost-the arbitrary
cuts may be preferable to more complex rule changes. But, the 2-
percent solution hits all hospitals across the board. The inefficient
as well as the efficient; lean as well as fat. And we think it would
be particularly hard on certain hospitals, those that have a high
proportion of public program patients, charity cases or a high
volume of bad debts.

-If an arbitrary reduction is going to be made, there should be
some mechanism for sharing that burden equally among hospitals.
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Congress acted wisely, last year, by directing the Department of'
Health and Human Services to devise a system of prospective hos-
pital reimbursement. We strongly support that idea, pr-o.ided that
it adequately recognizes the realistic revenue needs of hospitals. If
it is properly designed, it would reward hospitals for efficient be-
havior and for cost containment. But, if the system is not based on
realistic revenue needs, then cost shifting would continue to occur.
And most of the advantages of prospective reimbursement would
be lost because there would be no incentive for efficient behavior.

But the system, at least in that case, could be designed so that
any medicare approved hospital would allocate any shortfall in
Government patients equally among all private patients. Then any
cost shifting that does take place would at least be borne equally
within the private sector.

A much better approach has been developed in some States
which have acted on their own to deal with rising costs. These
States are Maryland, New Jersey, and Illinois. And in those States
there is enabling legislation giving hospital rate setting authorities
jurisdiction over the rates paid by all patients, including payments
for Federal patients. These programs have worked.

Here we recommend a combination of State and Federal inita-
tive. Congress could develop criteria for qualified State prospective
reimbursement systems that include all payers, private and public.
The idea can be implemented, we think, by a simple amendment to
last year's Omnibus Budget- Reconciliation Act. Right now, only
States that had adopted qualified cost containment programs
before July 1 of last year are eligible for partial restoration of the
medicare cutback. But this incentive, together with qualifying cri-
teria, should be made available to encourage more State action
rather than less.

May I continue for just a second?
The CHAIRMAN. Yes.
Mr. BURTON. Also, Mr. Chairman, insofar as the proposals for a

change in medicare responsibilities for the working aged, we think
the proposal has merit. Our industry would not oppose that idea.
And we would be happy to work with the committee in trying to
examine the feasibility of such an approach.

This time of heightened concern over the budget presents all of
us with an opportunity to think long range, and to think about the
fundamental relief for medicare. Nothing less perhaps, than the
entire stability of the health care system is at stake.

So I close with those comments, Mr. Chairman.
[The prepared statement follows:]
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STATEMENT OF THE HEALTH INSURANCE ASSOCIATION OF AMERICA-AND THE AMERICAN
COUNCIL OF LIFE INSURANCE PRESENTED BY BURTON E. BURTON

My name is Burton E. Burton. I am Senior Vice President of

the Aetna Life and Casualty Company. I appear today-on behalf

of the Health Insurance Association of America and am joined in

this statement by the American Council of Life Insurance.

Any enterprise, if it is to survive, must recover the costs

of producing goods and services. Both fixed and variable costs

must ultimately be reflected in the prices consumers pay. If

one segment of a business suffers losses, then these losses must

be offset by gains elsewhere. Otherwise, the entire enterprise

will fail.

Hospitals, physicians, and nursing homes are no exception to

this rule. Federal and state governments unfairly restrict their

payments to health care providers, paying only part of the hospital

costs of Medicare and Medicaid patients. When the government refuses

to pay its full share, everyone else must pay more. Costs not cov-

ered by Medicare and Medicaid for their patients must, therefore,

be recovered from private patients. It is, in effect, a hidden tax

on sickness, levied on a hospital's non-government patients to pay

those hospital expenses not paid by Medicare.

Despite widespread concern about rising health care costs,

little attention has been focused until recently o;i the practice

of cost-shifting from the public to the private sector.
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This is how it works. Under the payment formulas established

by the Health Care Financing Administration (HCFA) of the Depart-

ment of Health and Human Services, certain hospital costs are not

recognized. These include:-

* The bad debt and charity costs incurred in treating
patients who do not pay their bills.

* Certain equity capital requirements necessary for replace-
ment and addition of facilities and equipment.

* Certain hospital educational and research costs.

At the same time, the government has progressively tightened

its regulations for determining reimbursable costs. Section 1816

of the Social Security Act states that "reasonable cost shall be

determined by regulation which may provide for the establishment

of limits on the direct or indirect overall incurred costs

to be recognized as reasonable." These limits have been repeatedly

lowered. As a result, the "hospital payment differential," that

is, the difference between what Medicare and Medicaid choose to

pay and what private sector patients pay, continues to grow year

by year.

Mr. Chairman, the Congressional Budget Office last year stated

that Medicare pays, on the average, 16% less than the average

non-government patient. This, as troublesome as it is, of course,

understates the problem in many areas. I can only call your

attention to the man who drowned in the river which was only one

foot deep -- on the average.

We believe strongly that, if a hospital has two patients,

side by side, receiving the same care, in identical circumstances,

it should receive the same payment regardless of who the payor is.
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The situation is growing worse, not better. From 1975 to

1979, the differential rose from $12 to $41 per adjusted patient

day, an increase of 242 percent. Based on this rate of growth,

the difference will rise to $140 per adjusted patient day in 1983.

Stated another way, on an average daily basis in 1979, Medicare

payments were $198 while private patients were charged an esti-

mated $239 for the same service. Overall, the shortfall in govern-

ment payments increased from $1.1 billion in 1975 to $3 billion in

1979. Moreover, the Health Insurance Association of America (HIAA)

now estimates that the 1981 shortfall will exceed $4.8 billion.

This gap will surely widen if Congress approves a 2% across-the-

board reduction in Federal reimbursements to hospitals for Medicare

patients.

Faced with this shortfall in revenue, hospitals have two

choices. They may draw upon available hospital reserves, if any,

to make up the deficit or they must overcharge patients who are

not under government programs. Most hospitals adopt the second

option to preserve their fiscal integrity. Thus, government reim-

bursement practices lead directly to differentials in payment

between government and private patients. The end result of lower

Medicare/ Medicaid payments is cost-shifting to private patients,

not cost containment.

These growing shortfalls are hurting hospitals, hampering

employer efforts to contain health care costs, and inhibiting the

potential for further developing competition in the health care

system.
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Many-inner-city and rural hospitals with a high proportion

of Medicare/Medicaid-cost-reimbursement patients have extraordinary

shortfalls and differentials. At these hospitals, there are fewer

patients who pay full charges, and the hospitals are unable to

shift their losses to private patients. Consequently, it is not

surprising that some of these institutions are already in financial

distress, and the 2% reduction could be the final blow. One hos-

pital administrator expressed the dilemma to us this way:

"Today, at-Greater Southeast Community Hospital (in Washington,

D.C.), a patient who is hospitalized for five days and who undergoes

surgery will incur the same charges or bills -- but the hospital

will be paid the following: D.C. Medicaid, $2,401; commercial

insurance, $3,184; Blue Cross, $2,881; Maryland Medicaid, $2,675;

and Medicare, $2,520.

"That's a 25 percent spread on one bill. This inequity pun-

ishes hospitals and patients alike, particularly middle-class

patients who must subsidize the below-cost reimbursement of Medicare

and Medicaid." (Barry A. Passett, President of the Foundation

which oversees Community Hospital in Washington, D.C.)

Arbitrary reductions in government reimbursements do not

encourage hospitals to economize to meet lowered payment schedules.

Instead, once hospitals begin shifting costs to the private sector,

increasing charges becomes a logical and routine response to

government reimbursement limitations.

Clearly, the severity of the problem restricts competition

in the health care marketplace. Stated very simply, private payors
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cannot compete with Medicare (for example, through a voucher system)

when the government buys at less than full cost 40 percent of the

nation's total hospital services. Hospitals cannot compete on the

basis of price when their payments are arbitrarily reduced for a

large percentage of their patients. Furthermore, in certain areas

of the country, commercial insurers are virtually unable to compete

with Blue Cross plans because of Blue Cross contractual arrange-

ments to pay hospitals less than they must charge other private

patients. In those areas where the Federal shortfall is not spread

evenly across the non-government patients, the problem is, of

course, exacerbated.

Mr. Chairman, the designers of Medicare believed at the outset

that by paying only for the actual cost of treating government-

program patients (i.e., the "cost payment" method), hospital reim-

bursement would be effectively controlled. It soon became apparent

that the cost-payment method, which provided for retrospective

payment of all recognized costs, did not result in the desired

accountability.

On the contrary, because the costs were adjusted by being

paid retrospectively, hospitals were not at risk financially and,

therefore, had little incentive to hold down costs. What reward

did a hospital administrator get who worked hard and did, in fact,

lower his costs? Less money. A reduced cash flow. Is it any

wonder that Medicare/Medicaid expenditures began to outstrip

general inflation in the economy?



29

What of solutions? The Congress made a beginning last year

when it directed the Department of Health and Human Services, in

Public Law 97-35, to devise a system of prospective reimbursement

for hospitals suitable for both Medicare and Medicaid. We strongly

support the development of a prospective reimbursement system that

is equitable to all payors and provides hospitals with rewards,

not penalties, 'for more efficient behavior.

Other steps toward a solution have already been taken in a

few states. Examples are Maryland, New Jersey, and Illinois.

Enabling legislation in these states gives hospital rate-setting

authorities jurisdiction over rates paid by all private sector

patients.

In addition, these authorities have obtained approval from

the Federal and state governments to establish comparable rates

for Medicare/Medicaid payments. Such approval was obtained under

Section 222 of the Social Security Amendments of 1972. This

section allows the- Secretary to waive the usual reimbursement regu-

lations in order to experiment with prospective payment systems.

By participating in the waiver system, Medicare and Medicaid

agree to reimburse for certain services for which they would not

otherwise pay. In effect, therefore, they would pay on the same

basis as private insurers.

On the surface, such concessions would appear to be more

costly. Medicare and Medicaid, however, are willing to participate

in prospective payment systems under the waiver authority because

92-415 0-82- 8
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these systems provide positive incentives for reducing overall

hospital cost escalation and thereby generate cost savings.

These incentives'result because this system prospectively

approves a hospital's budget, thereby determining in advance needed

hospital revenues which will form the basis of payment by all

patients.

In this way, hospitals a e encouraged to achieve savings by

increasing their operating efficiency. By reducing operating

below approved revenue levels, a hospital can produce a surplus

that can be used at its discretion. It can be applied to new

programs, services, or simply contributed to the hospital's reserves

to help assure financial stability.

It should be pointed out that a waiver includes inside limits

on the government's liability. Operating with a Medicare/Medicaid

waiver, Maryland has achieved both equity among payors and govern-

ment payments that are at least as low as they would have been in

the absence of the program.

In the three years of 1978, 1979, and 1980, the Medicare and

Medicaid program saved a total of $86.5 million in Maryland compared

to what total expenditures would'have been if that state's program

did not exist.

Mr. Chairman, the HIAA is completely supportive of the

Administration's goal of controlling inflation. No industry is

hurt more by inflation than the insurance industry. Our support

for cost containment measures in the health field has been second

to none. Most recently, in January of this year, the HIAA joined

CV
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five other national organizations, including the AFL-CIO, the

Business Roundtable, Blue Cross-Blue Shield, the American Hospital

Association, and the American Medical Association, in a joint

statement calling for'the development of health care coalitions

on the state and local level as an important means of restraining

costs and improving the quality and access to care. However, it

must be clear from the foregoing that the HIAA must oppose the

2% across-the-board reduction in Federal reimbursements to hospitals

for the care of Medicare patients, as-well as any other arbitrary

cuts in payments to providers which do not in reality represent

true program cost reductions-but are merely the shifting of present

costs to other patients.

The 2% solution shows in stark reality what has been going

on for years, a continuing ratcheting down of Medicare reimburse-

ment using one excuse after another to re-define "reasonable cost."

There has always been an excuse, a reason, but the result has always

been the same -- another ratchet down.

If the cost of medical care is too high, it is too high for

all of us. It is simply not fair for the government to solve its

problem by fiat and leave the rest of us to pick up the pieces.

It has a responsibility to look at the results of its actions on

the rest of the system.

The "2% solution" is not being a "prudent purchaser." It is-

not picking and choosing from whom it will buy, shopping judiciously

for price and quality. It is using naked economic power thst comes

from the hospital's dependence on government patients and the full

N
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power of government to arbitrarily reduce its expenses across the

board, take it or leave it.

Nor is the proposal cost containment, as many would have us

believe. It is a step toward cost escalation and has a direct

impact on not only hospitals, but employers and private-paying

patients, who ultimately must bear the burden of spiraling health

care costs.

And, as a practical matter, the hospitals, if it is enacted,

have no choice but to take it. To those hospitals which are pros-

perous, and have plenty of charge patients to shift the cost to,

it may be an excellent solution, preferable to razzle-dazzle rule

changes that increase administrative costs and red tape with the

same result. But the 2% solution hits all hospitals across the

board, efficient and inefficient alike, lean as well as fat. The

result must, in fact, be inordinately hard on those hospitals with

a high proportion of Medicare and Medicaid patients, or a large

proportion of charity cases or bad debts.

There are, on the other hand, practical steps to reduce

program costs which we do not oppose. We would support bringing

all Federal employees under the Medicare system, since many qualify

for it already.

We do not oppose making Medicare secondary to employee group

insurance for workers over age 65, nor do we see any practical

problems with delaying the initial eligibility date for Medicare

beneficiaries.

There is a broad agreement that the status quo is unacceptable.

Indeed, research reveals a high degree of public concern with the
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problem. Though there may be difficulties in implementing correc-

tive action -- and even a lack of unanimity on the best option --

the future stability of the health care system demands that the

problems caused by cost-shifting be recognized, addressed and

resolved in the public interest.

Mr. Chairman, on the subject of containing the rising cost

of Medicare, there is another issue of vital importance -- the

Medicare competitive contracting proposal and the overall budget

crisis facing the intermediaries and carriers.

You are undoubtedly aware that total Medicare payments to

hospitals, doctors, and other providers will come close to $50

billion dollars in 1982. Medicare payouts have increased by more

than 20 percent each year since FY '80 and threaten the entire

Federal budget.

I mention this because private insurance companies not only

have the responsibility for paying claims efficiently, but also

must assure that claims on the Trust Funds are legitimate, appro-

priate, and reasonable. The intermediaries and carriers have

performed this function on a no-profit, no-loss basis since this

partnership for Medicare Administration was formed in 1966. This

method of joint administration which costs only 1.7 percent of the

whole program, has been a major success and serves as a model

for how complex public programs can be managed.

In this context, the competitive contracting proposal sends

us another signal that too many people are focusing on the 1.7

percent rather than on the $50 billion. In 1972 it cost 3.4 percent
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of-the total program for administration. Today that figure has

been cut in half. Our record for consistently lowering the cost

of claims administration despite inflation and increasing work-

loads is clear.

However, the budgets for Medicare Contractors for FY 1981,

1982, and now proposed for 1983 are so seriously under-funded that

they jeopardize the partnership built so carefully over 15 years.

The tail is wagging the dog. Budget cuts have forced us to give

up the trained professional personnel we need to adequately super-

vise the $50 billion in program payouts. If the Medicare carriers

and intermediaries are to continue to do the job expected of them,

they must be adequately funded. To do otherwise is penny wise

and pound foolish on an unprecedented scale.

Thank you.

The CHAIRMAN. Well, thank you very much. Again, I don't dis-
agree. I don't think the 2-percent solution is the solution either,
but we still have the budget problem. And it is not long range. It's,
about to explode. You know, maybe we made a mistake in not sup-
porting President Carter's mandatory cost containment. Many of
us opposed that because the hospitals, we were told, were going to
have this "voluntary effort" that would take care of all those
things. I'm certain we will hear witnesses later who can justify the
19-percent increase in hospital costs. Maybe we ought to go back
and look at that approach. Could you support that? A mandatory
cost-containment program.

Mr. BURTON.] guess- we would come down to it as a last resort.
We went through that process a year or two ago. We think we
ought to try some other things first.

The CHAIRMAN. Well, I did too, but we don't get any suggestions.
Everybody comes in and says they are all glad to be here to ad-
dress the long-term problem in about 10 years. Well, there won'i-be
anybody around in 10 years if they don't address the short-term
problem.

Mr. BURTON. Well, Mr. Chairman, I think we could start in that
direction with this prospective reimbursement idea, both at the
State level and with some Federal initiatives to bring that about.

The CHAIRMAN. But, how quickly could we start? In fiscal 1983?
Mr. BURTON. I'm sorry.
The CHAIRMAN. Fiscal year 1983, for example?
Mr. BURTON. It would take some time for the States to act. But

with the proper incentives, something could be forthcoming soon in
some States at- least, I assume.

The CHAIRMAN. Mr. Cardwell.
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Mr. CARDWELL. I have to be very frank with you. I don't think
you could set an effect of prospective reimbursement system in
place in time to help the 1983 budget. Maybe the very outer edge of
it at best. But, I still think it's the thing to do, and the sooner the
better.

On your basic question of mandated hospital cost containment, I
would have to tell you I don't think in the long term will work any
better than any other top down mandate. I don't think you can
mandate market behavior. Most people think this is not a market-
place, but it really is.

The CHAIRMAN. Well, not really because there isn't-much compe-
tition,

Mr. CARDWELL. Well, but it is nevertheless a marketplace.
The CHAIRMAN. Nobody ever sees the bill.
Mr. CARDWELL. It may be but it's being influenced by forces. Sen-

ator Chafee mentioned some of them during his discussion with the
AMA spokesman.

When a doctor is at risk in face of malpractice, he takes steps to
protect himself against that risk. And that costs money. And that
money is passed onto medicare, and it's passed onto the private
side as well. That is a market force in this particular activity. And
I don't see anything in a mandated hospital cost-containment
system that deals with that fundamental problem.

What we are trying to say to you that it isn't enough for the
Government, the Congress and the executive branch to just from
year to year deal with the expedience of this ratchet or that ratch-
et. We are not facing the fundamental issue which is that we do
not find medicare to be affordable under the present marketplace
arrangement. And, we are not doing anything to change the mar-
ketplace behavior, and we are not doing anything to really contain
the dimensions of the program. And until you work on those'two
sides of the equation, I think you will be here every year, year in
and year out, going through the same discussion that we are
having here.

The CHAIRMAN. I don't quarrel with that. I think we are begin-
ning to address the long term. But, we also have some short-term
problems. You call it "ratcheting;".we will call it ratcheting. But, I
just believe that if we throw up our hands and say we have had all
this testimony from the people who profit and benefit; they don't
want to do anything so we are not going to do anything. We will
just take it out of the food stamp program; take it away from the
poor people.

Mr. CARDWELL. Well, I think some of the changes that are before
you will have the consequence of taking money out of the hands of
poor people. Others won t. The idea of changing the month of eligi-
bility for Medicare, moving it from the first month after the age of
65, follows the path of commercial insurance. And in that sense, it
is quite consistent. It doesn't disturb the benefit equilibrium. And
it doesn't transfer cost to anybody. However, it doesn't deal with
that lot of the elderly who are not working, and who don't haveprivate coverage. In that case, you have deliberalized their benefits.
But you didn't tell them you deliberalized their benefits. What you
told them was that you were closing a loophole in the basic admin-
istrative fabric of the medicare program. That's what we are trying

/
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to -say to you. Look at each of these items and make a judgment
about it. That one is one where we think a reasonable judgment
could be made to adopt a proposal. -

We think the 2-percent proposal is essentially arbitrary. And it's
justified on the argument that hospitals are inefficient, and they
charge too much. It isn't going to do anything to change their effi-
ciency. In fact, the most efficient of the hospitals would suffer the 2
percent along with the least efficient;

The CHAIRMAN. I share that view. But you do understand we do
have a problem?

Mr. CARDWELL. Yes, indeed we do. -
The CHAIRMAN. You won't object too loudly if we try to address

it?
Mr. CARDWELL. We would like for you to address it.
The CHAIRMAN. Senator Durenberger.
Senator DURENBERGER. Thank you very much. On the last point

you made, Bruce, relative to addressing the proposals on the so-
called working aged, it has been suggested to me that the adminis-
tration's savings have been exaggerated for that particular group
of people because they are probably the healthiest of the aged. Is
that true in your judgment?

Mr. CARDWELL. I will have to say to you that every savings item
you have got on that list is exaggerated. And I say that from a
background of having myself exaggerated similar estimates.
[Laughter.]

Senator IJURENBERGER. All right. I think you are getting the mes-
sage that we need help on both. If we are going to solve the long-
-term problems we also need some short-term help.

Gene, are you saying on behalf of the Health Insurance Associ-
ation that you favor capitation of medicare?

Mr. BURTON. I'm sorry.
Senator DURENBERGER. Do you favor capitation or vouchers or

some other approach to medicare?
Mr. BURTON. I think what I said was that we thought you should

look at the proposal for the working aged where you would have
medicare be supplemental to private insurance coverage.

Senator DURENBERGER. Do you have an opinion on capitation of
medicare, the John Heinz proposal, or the administration's propos-
al?

Mr. BURTON. Yes. As far as the medicare voucher proposal is con-
cerned it just won't work, for the very cost shifting problem that
we are talking about today.

Senator DURENBERGER. That's consistant with the answers we've
gotten in the past from the Health Insurance Association. When
asked about competition and consumer choice, your answer is that
because there are 500 insurance companies out there competing
with each other, and 50,000 agents competing with each other, we
don't need consumer choice and competition. Have you changed
that position in the last year?

Mr. BURTON. No, we have not. We haven't changed the position
that procompetition alternatives, as presently set forth, won't
work.

Senator DURENBERGER. I didn't hear the last part of that.
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Mr. BURTON. Well, our position is that the procompetition idea of
achieving -cost containment through low cost optional choices of
plans-is froth with difficulty, and unlikely to achieve the objec-
tives.

Senator DURENBERGER. All right. We have now addressed two of
the major long-term proposals that have been supported or ques.
tioned by a lot of people. As the subcommittee chairman, let me
ask, what are you going to do about this? You oppose shifting cost;
you oppose choice; you oppose competition; you oppose capitation.
What's the Healtfinsurance Association of America's answer to
the high cost of health care?

Mr. BURTON. If there were an easy answer to that question, we
wouldn't be here today. I think we really have to start with the
long-term fundamental reform ideas.

Senator DtRENBERGER. Well, I have just given you some long-
term fundamental reform ideas. What long-term reforms do you_
support?

Mr. BURTON. Well, there are a number of things that can be
done. In all parts of the system there is some responsibility. You
can look at insurance plans and you. can say they are too liberal.
And they are in many cases. There is not adequate consciousness
on the part of patients regarding the cost of what they ask for.
Things could be done in this area more directly than the procompe-
tition legislation suggests. For example, there could be incentives,
direct incentives, for more employers to put more cosharing and co-
payment arrangements into insurance plans.

Insurance companies, perhaps, could do more in that same direc-
tion. We are doing a lot of experimentation. You may have heard
about a plan my own company is involved in called CHOICE, with
Evanston Hospital in Illinois. We are trying to use the physicians'
commitment idea, which I know.you support, Senator, to bring
about cost containment in a specific program. We think that has
some merit and some appeal and many companies are doing a lot
in that area. They are sponsoring HMO's and similar arrange-
ments.

Senator DURENBERGER. Bruce, do you have a different answer?
Mr. CARDWELL. Well, I think my answer may be a little different.

As far as Blue Cross and Blue Shield is concerned, we think there
are circumstances under which underwriting by the private sector
insurance system would be feasible and workable. There are cir-
cumstances under which a capitation or vouchering program could

-be made to be workable.
What we fear, though, is that we will repeat the past. That we

will lurch into changes of that kind with expectations that are not
realistic. That the Government will do it, driven largely to save
money for the Government. And that if it is bound and determined
to do it for that reason, and only that reason, I doubt that any of
those approaches would work. I dot't think the Government is pre-
pared to face up to the phenomenon of it having already obtained a
very, very substantial discount in its purchases in the marketplace.
And I don't think the private uhiderwriting system could match
that discount in the near term without passing some cost over to
the beneficiaries. That might be good public policy, but I'm -con-
cerned that our lawmakers and the Presi~ient, whoever it might be
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when it comes time to sign such a bill, will characterize it as solv-
ing the health care delivery cost problems. And walk off and leave
it. And if that happens, I think you have just substituted one set of
problems for another set of problems.

In other words, it really depends on the practical, realistic design
of such systems. And the concepts are workable, but I am con-
cerned about the political process as it works them over. If you pro-
duce a bill that says you can't raise charges to the beneficiaries,
you have to mandate certain lines of coverage, and you have to
save the Federal Government $30 billion in the process, you have
not passed a realistic law.

The CHAIRMAN. Senator Chafee and then Sena tor Long.
Senator CHAFEE. Mr. Cardwell, you say on page 5 of your testi-

mony:
Medical and utilization review, which is the best front-line defense against pro-

gram abuse and fraud, has been virtually eliminated. -

I asked the Secretary of HHS the other day about that. He said
that this characterization is not so. That the medical and utiliza-
tion review is a perfectly acceptable share under medicare to com-
pute into the cost of the institution. Is that true or false?

Mr. CARDWELL. Senator, it is basically true in terms of recogniz-
ing that as a cost of the institution. However, that remark, in my
statement, refers to the fact that in the funds for administration of
medicare, payments to carriers and intermediaries-they have
taken in the last 2 years-they have taken funds out for medical
review out of those budgets and said don't do anymore medical
review.

Senator CHAFEE. The fiscal intermediaries?
Mr. CARDWELL. Yes.
Senator CHAFEE. Shouldn't do any.
Mr. CARDWELL. Well, the Health Care Financing Administration

and the Secretary of Health and Human Services have compressed
the budgets of those contractors to a point where there is no money
for that particular purpose. And they made a conscious choice to
paJll back on that. The next thing they are pulling back on, and
that's in the process of occurring right now, is on auditing of the
hospitals themselves. If you cut those two activities back, you are
just going to ultimately drive up expenditures under the program.
And the budget might look good in the short term but not in the
long term.

Senator CHAFEE. What I deplore about this system is the lack of
incentives. Last month I visited the Trans-America Occidental op-
eration out in Los Angeles where they care for one-half of the
medicare atients in California, roughly. They indicated that their
cost per claim was $2.10 for processing each claim, which was the
lowest cost of any fiscal intermediary in the country. I asked them
what rewards they got for this. They received reward. There is no
financial incentive for doing this except to claim that they are No.
1. However, if they were No. 3, they would have no reward whatso-
ever because I don't think there is much mileage in claiming you
are No. 3.

Mr. CARDWELL. Oh, yes, there is. When you get down to No. 40,
that's when the disincentive comes. There are a lot of disincentives.
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Senator CHAFEE. All right. What financial incentive is there for a
fiscal intermediary to cut its costs in processing each claim?

- Mr. CARDWELL. I think there are some incentives.
Senator CHAFEE. What?
Mr. CARDWELL. OK. The most important one is a system of pro-

ductivity and performance measures. And as carriers' intermediar-
ies are rated annually against those measures, and they are de-
signed to measure efficiency-although I think the particular ones
were using a very faulty, the idea is right-that measurement proc-
ess aloiie puts the contractor under considerable pressure to im-
prove his performance and to improve his efficiency. That's the
first one.

Senator CHAFEE. You haven't named the financial reward yet.
Mr. CARDWELL. OK. I'm going to get to that in a minute.
I think the second incentive is the peer relationship. How a car-

rier intermediary seems to compare with a would be competitor or
with his peers in the same general area of activity.

Finally, you have to recognize that both the commercial carriers
and intermediaries and the Blue Cross and Blue Shield carriers
and intermediaries enjoy an economic advantage if they carry that
role. A share of their overhead is at stake. A share of their basic
capacity to carry on their general business.

Senator CHAFEE. But they have that if they've got the business.
Mr. CARDWELL. Yes.
Senator CHAFEE. They don't get any added reward if they bring

that cost down from $2.44 a claim to $2.10 a claim.
Mr. CARDWELL. But keeping the business is an economic incen-

tive.
Senator CHAFEE. Yes, but do people lose the business? When was

the last fiscal intermediary knocked out?
Mr. CARDWELL. Illinois lost a very large business. We are in the

midst at this time in Blue Cross and Blue Shield of consolidating
some of our smaller intermediaries in order to--

Senator CHAFEE. Well, Illinois was an unusual situation where
there was a bidding contest. And didn't Ross Perret's group get it?

Mr. CARDWELL. Yes.
Senator CHAFEE. That seems to me as separate.
Mr. CARDWELL. I guess the last one I would give you would be

Memphis, Tenn., in medicare.
Senator CHAFEE. Thank you.
The CHAIRMAN. Senator Long.
Senator LONG. I'd just like to say a couple of things. One of them

is that this 2-percent solution standing alone, in my judgment, just
doesn't make any sense at all. In other words, would you say, well,
here's what we recognize this to be your cost, but we are only going
to pay you 98 percent of it. All that means, as has been suggested
by you and other witnesses, is that you have got to charge your
other customers, you have got to charge the other sick people
enough money to make back the 2 percent that you are losing here.
Isn't that right?

Mr. BURTON. That's right.
Senator LONG. I think we can all agree on that. So that then

means that those who are somewhat better able to pay, when they
go to the hospital, they have to pay more than they would other-
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wise pay. Now, of course, when you go to the hospital, you are sort
of hard-pressed for income anyway. That's the time when you get
in the worst of it. Your income is down and your expenses are up.
So to put a hidden tax on people when they have to go to the hospi-
tal is about the most illogical thing that I could assume. If I am
going to have to pay a tax to support something, I would a lot
rather be paying the tax while I am up and working and having
regular income coming in than when I am nonproductive and have
exceptional expenses and when the family has a heavier burden to
carry. I think we can all agree, can't weAhat a tax on the sick is
about as illogical as anything that we can conceive of? A tax on
bqing-sick.

Mr. CARDWELL. We would agree.
Senator LONG. That's what it works out for as far as all those

middle income people are concerned to paying the full tab.
Now the thought occurs to me that there are some ways where

we could help other than just to raise the tax. I personally think
that just standing alone that it is better for us to raise the money
somewhere else and just take care of it. The tax, whatever tax it
may be. But we can help in other respects. Mr. Cardwell probably
has more experience than any of you. But it seems to me the ad-
mjpjstration is working on it and they ought to quit thinking about

-it after a while and come up with a plan where we would use more
of these welfare clients to produce some useful work. I think the
answer to it is not-I don't like the community work program just
for the reason that it projects the idea that you-have already paid
these people, paid a grant to them, and now you are making them
work after the fact. I think it is far better to take the view that we
pay money to day care centers-we are doing that. We cover
almost 100 percent of the cost, by tax laws and others, by making
funds available to day care centers to hire welfare clients. It seems
to me that we could say that we will pay you to the extent that you
can hire some of those people to come work. Now-what I think you
need to do to make that work is you need to cut down on what you
are giving people for doing nothing.

I read a story in the Post the other day that these welfare people
don't make any more working than they do just sitting there draw-
ing the benefits. And the reason is because you hand all that
money out without requiring that they do any work for it. The
something for nothing program is altogether too generous. It seems
to me as though if you just took some of that money and provide a
lot of jobs, marginal though some of them may be, and just pay the
hospitals some money and say, all- right, now you hire some of
these people. And to the extent that you are hiring people off of
these welfare rolls, we will just pay if not for 40 hours for 20 hours.
But on some basis to hire those people to do some work. And hospi-
tals could be useful. I just wondered what your thought is about
that.

Mr. CARDWELL. I think that would be a question better put to the
American Hospital Association. I don't think we are in a position
to help you.

Senator LoNG. Well, thank you. [Laughter.]
I'll-wait. -
The CHAIRMAN. Senator Byrd.
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Senator LONG. I didn't expect to see you duck on that, Mr. Card-
well. I thought with y~ur broad experience you would have an
opinion. [Laughter.]

Senator BYRD. What is the average cost per day for a hospital pa-
tient?

Mr. CARDWELL. I couldn't tell you. It probably averages in excess
of $200. We could furnish it for the record.

[The information follows:]
The average estimated cost per day for a hospital patient in 1980 was $261-calcu;-

lated from the American Hospital Association's Annual Survey.

Senator BYRD. In excess of what?
Mr. CARDWELL. I think it probably runs in excess of $200 a day. I

haven't tracked it lately.
Senator BYRD. Well, I would think that your organization would

be right on top of that figure.
Mr. CARDWELL. Well, executive vice presidents pay attention to

other things. But we have a very strong incentive at the plan level
to be concerned about the cost per day. I'agree.

Senato-r BYRD. The Secretary of HHS said a couple of days ago
that it is $245 a day.

Mr. CARDWELL. That's probably right.
Senator BYRD. And I would assume that you would concur that it

is headed upward?
Mr. CARDWELL. It seems inevitable that it's headed upward. The

question I think before us at the moment is whether the rate of
incline will decrease. I think it will. But you have to recognize that
it was a very rapid rate during the last 2 years.

Senator BYRD. I'm not speaking of the rate of incline, I'm speak-
in of whether or not in your judgment it will increase.

Mr. CARDWELL. As a matter of fact, it will go up. Yes.
Senator BYRD. Well, it seems, to me that something has got to

give. I don't pretend to know the answer to it. To have a hospital
or a patient to have to pay $245 a day for hospital service just to be
in the hospital is getting way out of line. Now I haven't heard any
suggestions, and I wasn't here the entire time, I must say-but I
haven't heard any suggestions from any of you as to how this can
best be curbed.

Mr. CARDWELL. Yes. I thought we suggested that prospective re-
imbursement and improved utilization review would both help.

Senator BYRD. There was one suggestion made that the employ-
ers could pay more of the cost. But that doesn't contain the cost.

Mr. CARDWELL. No. That's right. In terms of getting at the root
cause of rising cost of medical care delivery, our testimony tries to
emphasize the fact that we don't think that we are getting to it.
And that I personally doubt that you can get to it through the
budget process.

Senator BYRD. What is the root cause?
Mr. CARDWELL. It's a whole source-of factors ranging from the be-

havior of consumers, behavior of physicians, behavior of the courts
in the malpractice phenomenon. The American idea of health care
is very fundamental. It's a very high priority in the minds of the
citizens. As Senator Long pointed Out, that's a terrible time to start
bargaining For a price. Our idea that we must do everything in the
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power of the profession to save us all, to maximize the opportunity
for care, to minimize the risk of care, but the environment in
which care is now delivered causes, I think, the providers to set up
all kinds of hedges to protect themselves against risks. And that
costs something and it gets passed on.

While I don t want to argue that the cost of health care hasn't
risen more rapidly than other costs. In many ways this rise is
driven by the same things that are driving the rise in general costs.
There may be some things that are about to happen that will start
toyut some counter pressures on that. But I can't be sure.

Senator BYRD. Well, your identification of the root causes-I
don't dispute at all, but I don't see that any of the suggestions
made attack any of those root causes. Maybe they do, but I don't
see it offhand.

Thank you.
The CHAIRMAN. Senator Grdssley.
Senator GRASSLEY. Mr. Chairman, I don't have any questions.

-Thank you.
The CHAIRMAN. Well, I want to thank both members of the

panel. We appreciate this. We know there are some areas in there
that we can focus on.

Mr. CARDWELL. We will be glad to consult if you want us to
during your process. We will be glad to try to help.

The CHAIRMAN. Because we do have a short-term problem, and I
didn't really see any long-term solutions. I mean if we reject all the
long-term solutions and testify that we ought to have a long-term
plan, and we don't want any short-term solutions, then I don't
think, we want anything. But I think you get a fairly good flavor
from the members on this committee on both sides that something
is going to happen. If you want to help us make it happen, you can.
If not, we will do the best we can.

Mr. CARDWELL. We will like to try to help, sir.
The CHAIRMAN. Our next panel: Alex McMahon, again, who is no

stranger to this committee. And Dr. James Mongan-we give him
an extra half minute as a former staff member. Jim already has an
aide so he is moving up.

Alex, I think you are first.

STATEMENT OF J. ALEXANDER McMAHON, PRESIDENT,
AMERICAN HOSPITAL ASSOCIATION, CHICAGOILL.

Mr. MCMAHON. Mr. Chairman and members of the committee
you have my statement. I only want to make two major points.

I hope you won't indulge in any more tinkering with cost-based
reimbursement, whether a 2 percent reduction of already accepted
costs or some tinkering with section 223. That isn't the way to go
because it doesn't provide incentives to reduce costs. You incur the
cost and then you get 2 percent less. That has an encouragement in
it to increase costs because the 2 percent is going to come off
anyhow.It seems to me. that we have' to address, and I am r-eady to ad-
dress, Mr. Chairman, two major issues. One of them is the demand
for care. I have talked to Senator Durenberger and others about
that. I think consumer choice, getting the individual involved, in-,
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jecting price consciousness, injecting a marketplace activity, is ex-
tremely important. I've been encouraging this on the part of busi.
ness people.

It seems to me that that is the first thing. To do something about
the-demand for care. Now something is already happening. I'm a
perfect example. I'm trying to deal now with a 60-percent rate in-
crease from an insurance carrier. And we are going to do some-
thing about it. Senator Durenberger, whether in the short range
it's an addition of some cost sharing or whether it's a development
of a choice of plans, I don't know. But we are working on it. And
we are talking about what has to be done.

And, secondly, we need a change in the payment system. Not
cost-based reimbursement. We have been working with the Health
Care Financing Administration and we have had some discussions
with this committee on the issue of putting some incentives in.
Let's get away from the cost-based idea that the more you spend,
the more you get; the less you spend, the less you get. We have got
to change that around. There are problems with it. There will be
winners and losers in it. But it's the only way to go.

I received instructions the first part of this week from one of our
councils to put a working party together to find out how we could
do it, what the problems are, and to begin to proceed ahead. And
we are ready to do so. We must change the incentives, Mr. Chair-
man and members of the committee. Government and business are
insisting on it and it has to be done-so that there are incentives to
reduce costs, both on the part of the patients and the individuals
who have family members, and on the part of the providers them-
selves. And it can be done.

I would like also to address, as I do in the last part of my'testi-
mony, an anticipated issue. You will have before you, Mr. Chair-
man, suggestions for limitations on the tax exempt bonds for not-
for-profit hospitals. There is no reason to put any limitations on
them I suggest, Mr. Chairman, because there hasn't been any
abuse. And there are controls-now with respect to hospitals, both
through certificate of need at State level and because any tax
exempt bond has to go through a public authority.

I have indicated on page 16 of the testimony, Mr. Chairman, that
there has not been a large increase in capital expenditures fi-

-nanced by bonds. As a matter of fact, in real dollar terms they
have fallen. In addition to that, if the access to tax exempt financ-
ing is denied I suggest it will be inflationary. It will be inflationary
on two counts. The not-for-profit hospitals that can go into the
market will go into the market and will pay more. And that will
increase costs. Now not-for-profit hospitals that cannot do that are
going to find the capital expenses then being made by other hospi-
tals, both public hospitals and investor owned.

Now in any event, to deal only with the not-for-profit hospitals
would be discriminatory and I suggest it is just going to increase
the capital expenditure cost, not cut it back.

Thank you, Mr. Chairman.
[The prepared statement follows:]
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IATUE OF T ] AR.ICAN DOITYAL ASSOCZATIOI
TO TU COUaT1U OW YINAEI

UTD UATS SMT1
OW TZ ADHNISTRATtOXIIO$ SOD PROPOSALS

rO FISCAL TIMR 1983

March 12; 1962

Hr. Chaisix , I am John Alexander Mc~shou, President of the American Hospital

Association (ARA). The ABA9 which represents over 6,100 amber hospitals and

health care institutions* as well as more than 30,000 personal embers, is

pleased to have this opportunity to present its views on President Iseagan'

Fiscal Year 1963 budget proposals as chey would effect the programs under the

Jurksdiction of the Finance Committee.

It is Important to note at the outset that my testimony today provides..only a

preliminary reaction to some of the edicare, Medicaid and revenue proposals

recomended by President Reagan for Fiscal Year 1983. Detailed comments must

await release of the Administration's proposed legislation and a clearer

statement of Its regulatory Initiatives. I hope the Comittee winl provide us

with an opportunity to provide comments on actual legislative proposals before

they are considered.
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MEDICARE

Background

The FY 1983 Medicare proposals must first be considered in the context of a

decade of attempts by four Administrations and six Congresses to restrain the

growth in health care costs, and particularly in federal health outlays.

These past efforts amounted to altering the existing reimbursement system to

make narrowly-focused, short-range budget savings, while subjecting hospitals

to ever-widening payment shortfalls and a heavy burden of regulation that has

proved'to be ineffective and counterproductive.

In part, the Administration's proposals for Medicare repeat these past fail-

ures, but there are also encouraging signs that the fundamental issue is being

addressed of restructuring the entire payment system to provide effective

incentives to providers and patients for restraining the rate of increase in

health care costs.

We look forward to examining the details of the Administration's consumer

choice/competition proposal, which we understand will be announced shortly.

ARA has encouraged further consideration of consumer choice plans and we have

provided advice and assistance to the Administration and to Congressional

sponsors of such legislation.

ABA also is encouraging closer attention to the possibility of applying a

prospective payment methodology to Medicare hospital services. We understand

that the Administration is currently studying ways to Implement prospective

N -
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payment in Medicare, and ARA stands ready to provide whatever assistance is

requested.

Hospitals, for their part, share the concern of the Administration and many in

Congress over the continued rapid increase in the cost of providing hospital

services, and the resultant pressure on the federal budget. In good faith,

hospitals worked with government in implementing the Professional Standards

Review Organization and health planning programs, which at one time appeared

to hold the promise of effective cost restraints... Only when it became clear

that these programs had 'become ineffective and therefore needlessly burdensome

did hospitals call for their repeal. Hospitals also have worked among them-

selves to restrain costs, responding to a challenge in 1977 from the House

Ways and Means Committee's chairman to establish, along with other groups in

the health care industry, a program known as the Voluntary Effort (VE). As an

interim program the VE worked, against considerable odds in a highly

inflationary economy. Now we are actively promoting a new initiative in

voluntary cost containment--locally-based coalitions of business, labor,

insurers, providers and other interested parties working together to enable

hospitals to restrain cost growth more effectively.

But despite hospitals' own efforts, despite reimbursement reductions and de-

spite the now oft-repeated threats by some in Congress and government, hospi-

tals continue to find themselves stalemated by the entangling web of con-

flicting pressures and expectations. Payments to hospitals for services are

being restricted from virtually all sources, narrowing the options for
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shifting of shortfalls from one payer to others and jeopardlzing some insti-

tutions' viability. Yet hospitals are expected to meet increasing demand for

health care services under an insurance system, governmental and private,

which by providing comprehensive health insurance encourages that demand to

grow. The Committee should be reminded that federal and state lay combine

with community expectations to require that hospitals render care to those who

-ask for It. As long as those requirements remain, the financing system

remains the only mechanism for controlling the growth in health care services

without denying needed care. Therefore we must address ourselves to changing

that mechanism in ways that will make it more cost effective.

With this background, I would like to comment on several of the budget propos-

als offered by the Reagan Administration as they relate to the Medicare

program.

Disallow 2 Percent of Hospital Medicare Costs: The Reagan Administration

proposes to reduce Medicare reimbursement to all hospitals by 2 percent. In

additiont hospitals would be prohibited from billing beneficiaries for these

unreimbursed costs. The Administration justifies this provision by saying

that the proposal would affect all hospitals equally and would be

administratively easy to implement.

ARA strongly opposes the 2 percent across-the-board reduction. This proposal

neither recognizes the efficient hospital nor spreads the burden equally--two

goals of this Administration. It actually would penalize those hospitals that



48
/

have been most active in controlling Medicare costs. Under the proposal, no

matter how coit efficient a hospital actually is, it wuld still be penalized

2 percent of its costs--2 percent below the already significant shortfall in

payments hospitals experience for care rendered to Medicare patients.

The 2 percent disallowance also would severely penalize those hospitals with a

high Medicare patient case load. It seems somewhat ironic that, under the

Administration's budget proposal,- the more committed a hospital is to serving

the Medicare population the larger would be its financial shortfall in caring

for Medicare patients. Regardless of patient mix, if the 2 percent reduction

plan goes into effect, hospitals would be forced to try to shift their costs

to other payers. Yet for many hospitals with high Medicare patient loads,

which also are likely to have high Medicaid and medically indigent loads,

there are few, if any, other patients who can absorb the shortfalls. This

proposal could cause severe and irreparable harm to the financial integrity of

these hospitals.

Apply the Hospital Insurance Portion of the Payroll (FICA) Tax to Federal

Employee Wages: The Reagan Administration proposes that the Hospital

Insurance portion of the FICA tax, which-finances Part A of Medicare' be

imposed on federal employees' wages beginning in calendar year 1983. ARA

supports this proposal as an appropriate public policy decision. While most

federal employees currently qualify for Medicare at age 65, they do not

contribute commensurately to the Hospital Insurance fund. This proposal would

provide equity in the current system and would significantly increase revenues

to assure the-financial stability of the Hospital Insurance fund.
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Reimburse Radiologsts-and Pathologists at 80 Percent of Charges: Wile

reserving judgment on this proposal, I must poit out the impact which would

result. The 20 percent coinsurance which would be instituted for these

services would be borne by Medicare beneficiaries. For hospitals which have

contractual agreements with medical specialists, the shortfall in

reimbursement would necessitate that a hospital bill the patient in order to

recover that portion which the hospital owes the specialist hy contract.

Congress instituted the 100 percent reimbursement and combined billing for

these services in large measure to overcome complicated billing procedures

which this proposal would reinstate.

Establish a Single Reimbursement Limit for Skilled Nursing Facilities and Home

Health Agencies (SNP/HHA) Reimbursement: The Administration proposes to

establish a single reimbursement limit on reasonable costs for hospital-

based and freestanding skilled nursing facilities and a single limit for

hospital-based and freestranding home health agencies.

ARA opposes this provision because it does not take into account the cost

differences resulting from Medicare reimbursement rules on overhead charges

and other associated costs. Further, it does not account for the more

severely ill patients treated by hospitals and the complicated and intensive

services hospitals provide. If Medicare should implement this proposal, the

Medicare cost allocation rules must be changed to permit hospitals to allocate

only the actual costs involved in providing these services,
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Eliminate Waiver of Liability: This proposal would eliminate the waiver of

liability afforded to an institutional provider when Medicare claims are

disallowed because the care was deemed after the fact as not "medically

necessary" or not a Medicare covered item, even when the provider is totally

without fault.

The ARA believes there is no reason to penalize hospitals which have made

efforts in good faith to provide needed services--services ordered by physi-

cians and other professionals. There is no evidence that hospitals have

abused this waiver authority. Repealing it would only increase existing bad

debt problems, and force hospitals to take measures to assure that their

services will be paid for--services which may prove to be uncovered through no

fault of the patient or the hospital.

Change Medicare Contracting Initiative: There are virtually no details avail-

able regarding this element of the Administration's budget, except that

savings in excess of $300 million are anticipated. One facet merits cement

at this point--the proposal to terminate the providers' right to nominate the

Medicare fiscal intermediary with which they will work. AHA continues to

support the current arrangement, which has proved to be workable and which

allows the Health Care Financing Administration to overturn the providers'

nominations if they are unacceptable. Provider-intermediary relationships are

crucial to the smooth operation of the Medicare program, with its myriad rules

and procedures, and the constant .flow of program changes which affect reim-

burseent. We are opposed to achieving savings through intermediary
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selection procedures which emphasize price as the primary criterion, because

these savings would be more than offset by the disruption of the day-to-day

operation of the Medicare program,

Expand Section 223 itts: -Although not included in the Admnstration's FY

1983 budget reiabendationse-expansion of controls under Section 223 (of

P.L.92-603)* is under active preparation at HBO and we understand is-eing

considered by some on this Comittee. These new controls would apply to total

Medicare hospital costs on a per admission basis with the possibility of some

type of hospital case mix adjustment factor.

The ARA is quite alarmed over the possible extension of these limits to total

costs, We view extension of Section 223 authority as merely a mechanism to

deny hospitals reimbursement for the true cost of providing necessary care.

The Department of Health and Human Services has had difficulty In developing

an equitable and workable methodology for this type of regulation. Since we

do not know the details of what BUS or this Comittee is considering we take

the opportunity today only to raise the issue and request further discussions

with you.

Medicare Conclusion

Mr. Chairman, the Administration's FY 1983 Medicare proposals contain both

encouraging and discouraging elements. To the extent these proposals move

T-ction 223 provides broad authority to the Department of Health and Human
Services to impose limits on Medicare relmbursement to hospital@and some
other providers.
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toward addressing fundamental questions of restructuring health care financ-

ing, ARA recommends further consideration and development. By contrast, those

punitive measures which would repeat the same mistakes made in the past should

be rejected and energy focused on more productive work.

We understand -the budgetary pressures on Congress and the Administration and

stand ready to participate in major reforms which will move toward solutions

of those budgetary problems and reduction in thi growth of health care expen-

ditures. We. cannot accept mere tinkering that imposes the wrong incentives on

Medicare patients and providers. We look forward to working with you on fun-

damental Qange.

MEDICAID

Mr. Chairman, the ABA would now turn to those FY 1983 budget proposals

affecting the Medicaid program. I would preface our remarks on specific

aspects of those proposals by commenting that we have viewed with great

interest the President's state-of-the-union comments suggesting a federal

assumption of the Medicaid program. While there are many aspects of such a

shift of program responsibility which we find worthy of additional discussion,

we also recognize that that shift would render unnecessary several changes

proposed in the FY 1983 budget. In the meantime, we will address proposed

program changes as they would affect hospitals in the current environment.
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Federal Match Reduction

Reducing the federal matching rate by 3 percent for optional services to the

categorically eligible and for all services to the medically needy nay veil

achieve short-run savings in FY 1983. But we fear that the long-term

consequences of such an action vil serve only to increase the nation's

overall health care, bill in future years. Reduction of the federal match at a

time when states are theselves experiencing fiscal stress will inevitably

result in a greater portion of the bill for services provided to the indigent

being absorbed by hospitals as bad debts. Shifting the cost of such services

to hospitalsg particularly to public institutions and other hospitals with

high Medicaid patient loads, would further damage these already financially

distressed institutions.

We are concerned also that Wany of the-health services provided In the

optional category fall In the preventive category. As we all know, deferral

of preventive treatnft will In the long term result in greater expenditures

on illnesses which might have been prevented. Especially in instances in

which states such as New York and California provide a fullrange of

discretionary services, we fear that excessive health care burdens will be

shifted to state governments unable to meet those demands if the federal

matching rate is reduced.
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CopayMae

ANA generally supports incentives for more responsible use of health care

resources by beneficiaries. We question, however, whether nominal copayments

for Medicaid services is the most appropriate way to achieve that goal. We

fear that the Administration's proposal would only increase hospital bad

debts. Hospitals will be reluctant to-force collection of such small sims,

especially since the Medicaid identification card does not distinguish between

categorically and medically eligible beneficiaries.

H ror Rate Reduction

We regard a phase-in full state responsibility for any erroneous payments

under Medicaid as entirely inappropriate. Given a federal program as

extensive and complex as Medicaid, and given the constant movement of

individuals In and out of the program as their eligibility changes, it is

unreasonable to expect states to achieve error-free administration.

Eligibility Extension

ARA also must oppose a reduction to one month in the automatic extension of

Medicaid eligibility. The Committee should examine whether such a change

would serve as a disincentive for some beneficiaries to seek full-time or more

appropriate employment. In any event,, Medicaid beneficiaries typically



require a transitional period before private insurance benefits are provided.

One month is simply insufficient for that transition. If the Comittee does,

however, feel some action is necessary in this area, ANA recommends two

months, instead of the current four, as a more appropriate transitional period?

PSRO/NTILIZATION REVIEW -

The Administration has proposed repeal of the Professional Standards Review

Organization (PSRO) program in its FY 1983 budget. ARA fully endorses this

proposal. The PSRO program has not been proven cost-effective nor has it

measurably improved care standards. It has placed rigid federal demands on

hospitals that have hindered adaptation to local needs. And the program has

unsuccessfully tried to perform utilization review and quality assurance

activities that are best performed at the local institutional level.

We do not believe utilization review and quality assurance activities will

diminish tf federal mandates are removed, The private sector, voluntary

ottanizations, and local governments will initiate and fund these review

activities where they believe-they are needed. Well-functioning hospital,

patient care appraisal committees can ensure that care provided to patients is

of high quality, appropriate duration, and is rendered in the appropriate

setting without PSRO involvement.

The ARA House of Delegates resolution last year calling for repeal of the PSRO

law also declared that PSRO repeal should be accompanied by concerted AHA
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action to assist member hospitals in upgrading their patient care appraisal

capabilities where such deficiencies exist. AHA's program series, "Quality,

Trending and Management for the 80s" is one example of ongoing efforts to

assist hospitals In Improving their quality assurance programs.

The ANA supports voluntary utilization review by hospitals. There are

numerous incentives for hospitals to perform utilization review. The Joint

Commission on Accreditation of Hospitals (JCAB), which accredits 5,000

Institutionsp requires both utilization review and quality assurance standards

In its criteria for accreditation.

The ARA policy on utilization review calls for health care institutions to

evaluate the medical necessity' appropriateness, and efficient use of health

care services and facilities for all patients as a valuable mechanism for

Improving the cost-effectiveness of the health care delivery system.

Prior to enactment of the PSRO program, hospitals experienced problems with

federally mandated utilization review. Among these problems were federal

requirements-for review committee composition, inconsistent review

requirements for Medicare and edicaid, and confidentiality of review data.

A 1975 court action enjoined portions of the regulations, leaving the program

requirements confusing and incomplete. New final regulations have not been

Issued.
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In a recently released draft Intermediary Letter, VCFA has proposed that, In

the absence of P$1RO., Medicare fiscal Intermediaries be allowed to perform

medical reviews of inpatient hospital services In whatever manner they choose

so long as federally determined "benefit savings targets" are net or

exceeded. ARA believes that such an approach should not be tied to

predetermined cost savings targets. HCFA proposes a system of fixed

dollar-aount savings, which can only be labelled an arbitrary quota system.

Suck-a system falls to recognize those hospitals already performing effective

reviews and could result in unfair denial of payments to hospitals.

PSRO/UtiLitation Review Conclusion

The Administration proposal would ultimately set at odds those cost-efficiency

and quality of care considerations that are inherent in the utilization review

concept. ABA urges that medical qualifications of staff performing medical

review far the fiscal intermediaries be comparable to the qualifications of

staff performing that function in the institution, or a mutually agreed upon

level of qualification.

TAX-EXmIPT BONDS

On the revenue side of the Administration's budget, one element of great

concern to ABA is the Treasury Department's proposal to impose restrictions on

the use of tax-exempt bonds by private, not-for-profit hospitals.



58

What we know of the proposal Is derived from Secretary Ragan's testimony

before this Coutittee on February 23 and a detailed statement issued by the

Treasury Department on February 26. As we understand it, actual legislation

has not yet been transmitted to Congress.

Based on available Information, ABA Is strongly opposed to the application of

these conditions to hospital use of tax-exempt bonds. It is inappropriate to

impose yet another burden of proof that hospital projects are public purpose

projects, and it Is counterproductive to force hospitals to use more costly

capital financing methods at a time when the federal government is trying to

restrain health care cost growth, particularly in Medicare and Medicaid.

The Treasury Department's stated goals are to increase federal Income tax

revenues and reduce pressure on the municipal bond market., Under the

proposal, these goals would be addressed by imposing a series of conditions

ostensibly intended to assure that projects financed with tax-exempt bonds

meet a public need. By including hospitals in its proposal, the Treasury

Department reveals its shortsighted concentration on revenue enhancement, to

the exclusion of another crucial public policy issue--health care costs.

Moreover, the Department has revealed its Ignorance of the existing heavy

regulation of hospitals and their capital expenditures which ensure their

public purposes. Finally, the Department misunderstands the role tax-exempt

financing plays in hospital poJects.



59

Tax-exempt financing is vitally important to aini iuzing the cost of hospital

capital projects. From 1971 through 1981s the value of hospital bonds issued

-grew from $0.26 billion to $5.04 billion. 1n.1981, hospital bonds accounted

for 11 percent of the total long-term, tax-exempt volume of $45.7 billion. In

general, the interest rate for tax-exempt bonds is about 3 percentage points

lover than comparable taxable obligations. During part of 1981, there was as

much as a 30 percent differential between interest rates for tax-exempt and

taxable bonds.

It is not true, as some have contendedi-that the growing use of tax-exempt

financing by hospitals has contributed to a growth In capital expenditures.
N

In fact, there is no demonstrated relationship. During the period 1973

through 1979, vhen the proportion of hospital construction financed with

tax-exempt bonds rose from 21 percent to 49 percent, private hospital

construction spending was relatively stable, rising from $3.05 billion in 1973

to $4.3 billion in 1979 (our most recent data). When inflation over that

period is considered, the real value of hospital construction actually dropped

to *2.6 billion in 1979.

Hospitals have turned to tax-exempt bonds to replace other sources of

financing which have dried up, such as government programs and philanthropy.

If tax-exempt financing Is restricted, hospitals will turn to yet other

sources, primarily the taxable market, which are more costly. The markets
N

view nonprofit hospitals as a less desirable long-term risk, because of the

increasing revenue shortfalls caused by government policies; thus, hospitals

pay a prealum in higher interest rates and shorter terms.
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Under the Department's proposal, eight conditions would have to be met, in

addition to those nov In laws for the use of tax-exempt financing by nonpublic

entities. Two of these conditions clearly are inappropriately applied to

hospitals and would seriously impede access to tax-exempt financing:

-- the requirement that each bond be specifically approved by an

elected unit of government or by referendum; and

-- the requirement that" after 1985', the unit of government issuing

the bond contribute 1 percent of the project cost, eitherr directly in

cash, or indirectly by tax abatement, services provided, bond

guarantee, etc.

Two other conditions are, at a minimum, sources of concern, to hospitals:

--the requirement that all tax-exempt bonds be registered; and

--the limitation imposed on arbitrage income derived from short-term

Investment of bond proceeds.

Bond Approval

By requiring specific approval of each hospital-related bond by the highest

elected official or body, or by referendum, this proposal would add another
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unnecessary and pointless requirement to the already closely regulated process

of approving hospital capital projects.

With the existing combination of government oversight, can there be any doubt

that an approved hospital capital project meets every conceivable local, state

and federal government test of public purpose? This new approval is

inappropriate because:

-- by federal and state lay, all sizeable projects are subjected to

certificate-of-need review, which includes public hearings;

-- in all states but one (Ohio), hospitals are licensed to operate;

--virtually all hospitals participate in Medicare and are therefore

subjected to conditions of participation and certification;

-- most hospitals undergo voluntary accreditation by an independent

organization; and

--two-thirds of private, nonprofit hospitals received federal

construction assistance under the Hill-Burton program.

Approval of bonds by elected bodies will only delay projects that already have

been thoroughly reviewed and approved, thus adding to the expense of securing

approval and adding to-.project costs, which in turn will be paid by the public

who use the hospitals.

0"-16 0-82-6
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Financial Contribution

By requiring a substantial financial contribution from the unit of government

issuing the bond, the Treasury Department's proposal effectively would

restrict hospital tax-exempt financing to localities which can afford to

contribute, and deny it in those areas where governments are under severe

fiscal constraints, despite the demonstrated need for the hospital capital

project. This federal rationing of tax-exempt financing would bear no valid

relationship to "public purpose." Hospitals, whether public or private, are

important community resources, with a significint--and sometimes exclusive-

role, in meeting public health care needs. This is particularly true in rural

and inner city areas in which financially strapped governments would be least

able to meet the Treasury Department's contribution test;

For the elderly, poor, and unemployed in such a locality or state, denial of

tax-exempt financing to the local private nonprofit hospital would increase

health care costs. The proposal also would retard economic recovery and

exacerbate the government's fiscal problems. For hospital projects, which all

have a well-established public purpose, this requirement is inappropriate and

counterproductive.

Bond Registration

While ARA does not disagree with the Department's goal of tracking sale of

bonds for tax purposes, it must be pointed out that bond users (e.g.,
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significant. The committee should consider whether* the value of registration

outweighs the added costs to hospital capital projects.

Arbitrage Limit

Since the details of the proposal are not available, it is difficult to make a

definitive comment. However, we must point out that Medicare currently

Imposes an arbitrage rule, which may make the Treasury Department's proposal

duplicative, or even contradictory. We recommend that the Committee examine

this aspect of the proposal in the light of current Medicare policy.

Tax-Exempt Bonds Conclusion

AHA recommends that the Treasury Department's proposed limits not be applied

to hospital use of tax-exempt fLnancing. At a minium, the specific approval

requirement and the financial contribution requirement must not be applied to

nonprofit hospitals.-

fh/0252L
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STATEMENT OF DR. JAMES MONGAN, EXECUTIVE DIRECTOR OF
TRUMAN MEDICAL CENTER, KANSAS CITY, MO., ON BEHALF OF
THE NATIONAL ASSOCIATION OF PUBLIC HOSPITALS
Dr.-MONGAN. Mr. Chairman, I am Jim Mongan, executive direc-

tor of Truman Medical Center in Kansas City, Mo. I'm here repre-
senting the National Association of Public Hospitals. And Larry
Gage, the association's president, is accompanying me.

I appreciate the opportunity as a former staffer of this committee
to return to this room, sit on the other side of the table, and bring
you news from the front lines in the battle of the budget.

From my experience in Washington, I fully appreciate the budg-
etary issues you must wrestle with, and the hard decisions that
must be made. We in the public hospital field must also make and
are making hard decisions. We are caught in the deadly pincers be-
tween cuts in medicare and medicaid and an increase in the pro-
portion of uninsured patients as a result of the worsening economy.

I'd like to do three quick things this morning: Give you some
background on Truman Medical Center; flesh out our current fi-
nancial plight, and give you our recommendations on medicare and
medicaid cuts.

Mr. Chairman, for time's sake, I will pass over the important sec-
tion in my prepared statement on -how public hospitals. are differ-
ent, and move directly to a description of Truman Medical Center,
the publicly supported hospital system for Kansas City, Mo.

We have about 500 beds. We employ just under 2,000 people,
which makes us the twentieth largest employer in the Kansas City
6rea. Mr. Chairman, a point I emphatically don't make in Jackson
County, Mo., where they are sensitive about State lines, but whis-
per to you here is that 350 of those employees and their families
are your constituents in the State of Kansas.

We- provide care to over 10 percent of the population in Kansas
City. I said public hospitals are different. Let me illustrate that by
some specifics on our facility.

Public hospitals treat all patients who come to our doors. At
Truman Medical Center over 50 percent of our patients have no
coverage at all. Not medicare, not medicaid, and not private insur-
ance.

Parenthetically, Mr. Chairman, I remember well discussioiis in
this very chamber about national health insurance, and debates
over how many people did or did not have health insurance cover-
age. For those members of the committee or the insurance industry
who felt they were few and far between and very hard to find, I
invite youto our facility to meet some of them.

Public hospitals provide a wide range of specialty services, which
serve both rich and poor. We are the level one trauma center for
Kansas City, Mo. This is expensive. Mr. Chairman, I saw very viv-
idly what this service means to a community. The Hyatt Regency
Hotel stands just two blocks from our hospital. On that terrible
evening last summer when the skywalks collapsed, I learned the
value of that center to the community. In the space of only a few
hours, we had 23 of the most severely injured people-injuries
beyond your imagination-brought to the emergency room. All but
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one of those survived. And in many cases, survived because we
were there.

Public hospitals are financed differently than other hospitals.
Our budget is $58.6 million. We receive 52. percent of our funds
from third party payers, 10 percent from miscellaneous sources,
and that leaves 38 percent of our budget which must be funded by
local government as a funder of last resort.

During the current fiscal year, we've been faced with cuts in city
aid of $250,000, and medicaid cuts of over $600,000. We've been
able to absorb the bulk of these cuts through stringent cost control
measures, including a cut of 80 employees at our downtown hospi-
tal.

Mr. Chairman, I've never seen a large institution that doesn't
have fat. And we cut that fat. But I can recognize bone, and we
began toget to bone in order to make the cuts we have made this
year. We had to close an alcohol rehab unit. We had to reduce
pharmacy services. We were close to having to cut the around-the-
clock availability of nurses for the operating room and go to an on-
call system.

The budget cuts will be harder next year,-As a result of the cuts
we made this year, our operating budget will increase only 9 per-
cent next year compared to an area average of 19 percent. But the
medicaid cuts will continue. Next year's will cost us an additional
$1.6 million. That's half of the pincers that squeezes us. The other
half is that we will see an increased proportion of indigent patients
as the economy worsens, increasing our burden at a time of de-
creasing support.

We run a superb hospital, and provide medical care of the high-
est quality. We won't let it deteriorate. We have managed thus far
through strong management and superb cooperation from local
government to maintain those services. We will need help from you
to continue to do so.

My first recommendation would be to avoid, if possible, further
cuts in health spending this year. If you find you must cut further,
I would have three recommendations. Stop cutting medicaid dispro-
portionately. Please stop aiming at the patients and hospitals least.
able to cope aid most in need. Mandate that the department en-
force the provision in law that instructs States to give special con-
sideration to public hospitals. And, finally, Mr. Chairman, I have a
modest proposal: It's been only 2 years since I sat before this com-
mittee working with you on developing a national healthplan,
albeit a very conservative, limited plan. While others had talked of
plans costing $100 billion or $30 billion, the Finance Committee, in
its usual careful fashion was looking at plans costing $3 to $5
billion.

Economic and political tides change. And we are not talking this
season about spending. Instead we are talking about cutting an-
other $5 billion from medicare and medicaid. I know it has become
a cliche, but we must leave the infrastructure or safety net intact.
I'd ask you to consider give back of a portion, say 10 percent of
any savings you proposed n medicare and medicaid, to a program
to support the local safety nets, the public hospitals, which will
bear an increasing load as a direct result of the cuts. Attach any
conditions of efficiency and cost containment you wish, scrutinize--
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and city in keeping us intact in difficult times.

Thank you very much for the opportunity to be here. I'd be'-glad
to address any broader questions during the question period.

[The prepared statement follows:]
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TESTIMONY OF JAMES MONGAN, M.D., EXECUTIVE DIRECTOR,
TRUMAN MEDICAL CENTER, BEFORE THE SENATE COMMITTEE ON

FINANCE, MARCH 12, 1982

Mr. Chairman, Members of the Committee, I am Dr. Jim

Mongan, ExecutiVe Director of the Truman Medical Center,

the public hospital system-for the Kansas City, Missouri

area. I am here today representing the National Association

of Public Hopsitals, an organization representing 30

public hospital systems in our Nation's largest cities.

I am accompanied this morning by Larry Gage, the Association's

President, who is with me to answer any questions you may

have about NAPH or its other members.

-I appreciate the opportunity, as A former member of

the professional staff of this Committee, to return to

this room I know so well, sit on the other, side of the

table and bring you news from the "front lines" in the

"battle of the budget."

From my experience in Washington over the past 10

years, I fully appreciate the cost and budgetary issues

this Committee must wrestle with and the hard decisions

which must ofterrbe made.
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I believe I can also now speak for the "troops" in

the public hospital field who recognize the hg.rd decisions

you ust make, for as local governmental entities we must

routinely make sensitive and difficult decisions ourselves.

And it is precisely that shared sensitivity which impels

me to caution you to make your current decisions with a

view towards the special peril faced today by public

hospitals and other hospitals serving the poor.

Such hospitals are caught today in deadly pincers --

between cuts, on the one .hand, in Medicare, Medicaid and

other public programs upon which we are disproportionately

dependent -- and increases, on the other- in the proportion

of indigent and uninsured patients as a result of the

worsening economy.

I would like to accomplish three things in the brief

time we have this morning:

o Give you a bit of background on public hospitals

-tfx-general and our hospital in particular;

o Flesh out for you our current financial plight;

- .and finally,

o Urge you to call a moratorium on further health

cuts this year -- or at the very least, if you

feel you must cut, that cuts be-t-a-iored to do-

the least possible damage to the fragile social

safety net that public hospitals represent.
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BACKGROUND ON PUBLIC HOSPITALS

Mr. Chairman, if I would leave you with one message

about-public hospitals it is that we are different.

o We take all patients who come to our doors, regardless

of their ability to pay. We are the hospitals of

last resort in our communities. This is in many ways

our proudest mission - a mission in the'best tradition

of the healing arts - and-yet at the same time, this

is the root source o'l many of our special problems.

o We provide a broad range of expensive specialty

services which serve the whole community, rich and

poor alike, and which are often too costly for

private hospitals to maintain. Such services include

fully staffed and equipped 24-hour emergency services,

shock trauma units, burn centers, poison control

units, high risk pregnancy programs, drug abuse

and alcoholisik-service and large outpatient clinics.

o In major urban areas, public hospitals represent

just 1.6% of the hospitals, yet provide almost

25% of the outpatient clinic services-.

o We are responsible for a great proportion of medical

education in this country. Out of 7,000 hospitals
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in the U.S., -less than 100 public hospitals train

over 40% of all post graduate physicians an dentists

in internship and residency programs.

o We serve the sickestpatients, ranging from high-risk

pregnant teenagers, to the infirm aged poor (who

often rely on both Medicare and Medicaid), to the

victims of severe accidents and injuries. You find

few patients in our hospitals with simple uncomplicated

diagnoses.

o Finally, we are financed in a fashion very different

than standard community hospitals. We tend to have

high costs, as the special burdens we carry would

indicate. Yet we receive little private insurance

and a disproportionately small amount of Medicare

money, and our budgets tend to inflate from year

to year at far less than the national average. We

are far more heavily dependent upon Medicaid than

* other hospitals, and most significantly, we are all

dependent ultimately upon our local city and county

governments for a large proportion of our support.
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BACKGROUND ON TRUMAN MEDICAL CENTER

Mr. Chairman, Truman Medical Center is the publicly

supported hospital system for Kansas City, Missouri. We

have three facilities: a downtown 226-bed teaching

hospital adjacent to the University of Missouri-Kansas

City Medical School, a smaller 83-bed acute hospital in

Eastern Jackson County, and a large 208-bed skilled

nursing facilty adjacent to the smaller hospital.

We employ just under 2,000 people, which makes us

the twentieth largest employer in the greater Kansas

City area.

We admit over 15,000 people as inpatients each

year, and there are over 180,000 visits to our outpatient

clinics. We estimate that we are a major provider for

over 10 of the population in Kansas City.

I just spent a few minutes emphasizing how public

hospitals are different -- let me underscore that by

some specifics from our facility.

o I said public hospitals treat all patients who come

to our doors. At Truman Medical Center over 50%

of our patients have no third party coverage at

all -- not Medicare, not Medicaid, and not private

insurance. Parenthetically, Mr. Chairman, I well
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remember discussions in this Committee about National

Health Insurance and great debates over how many

people had no health insurance coverage -- some

claimed 15 million, some said 22 million, others

27 million. Whatever the aggregate number, it is

a lot of people and most of them rely upon public

hospitals for their care. To put it another way --

we are "national health insurance" in America today,

where we are available to fill in that gap. For

those members of the Committee or those in the

insurance industry who thought that the uninsured

were very few in number and hard to find, I invite

you to our facility to meet them. The abstract

discussion has fast become a reality for me.

o I said public hospitals provide a wide range of

expensive specialty services which serve the

whole community, rich and poor alike. Perhaps the

most noted of these community-wide services at

Truman Medical Center is our Emergency Service.

We are the Level I Trauma Center for Kansas City,

Missouri. This is expensive. It means our

Emergency Department, Operating Rooms and back-up

services are fully staffed and equipped around

the clock -- prepared for the most major sort of
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trauma. Mr. Chairman, I had been fin my new position

for 2 weeks last summer when I saw vividly what this

service means to a community. The Hyatt Regency

Hotel stands two blocks from our hospital. On that

terrible evening last summer when the skywalks

collapsed, I learned the value of a trauma center

to a community. In the space of only a few hours

we had 23 of the most severely injured people --

some with injuries beyond your imagination --

brought- to the emergency room. All but one of those
/

survived, and in many cases survived because we

were there. I hope for the community's sake that

that level of service can be maintained.

o I said public hospitals are financed differently

than standard community hospitals. An average

hospital may receive some 60% of its revenue from

private insurance, some 35% from Medicare, leaving

5% to be funded from Medicaid or out-of-pocket

payments, or to be written off as bad debts or

-"charity care."

Our operating budget at Truman Medical Center is

$58.6 million. Like other public hospitals, we

receive about 20% of our funds from Medicare,
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20% from Medicaid, 12% from private insurance and

private pay, and I0 from grants and University

money. This leaves about 30% of our budget which

must be funded by Jackson County and Kansas City.

They are the funders of last resort.

CURRENT FINANCIAL PLIGHT

Mr. Chairman, against that background let me describe

.how we have dealt with last year's cuts and what we face

in the year ahead.

Truman Medical Center had been quite a financial

success story in recent years. Through increased operating

efficiencies and improvements in billing and collecting

from available third party payors, we had slowly decreased

our dependency on City and County government in terms of

the proportion of our budget which they fund.

During the current fiscal year we have been faced

with two serious cuts in our revenue sources. The City,

which has had its own financial problems due to economic

conditions and cuts in Federal aid, has cut $250,000 from

their payments to us. More seriously, State Medicaid

reductions, which flow in part from the cutback in Federal

payments, have amounted to over $600,000 thus far in

this current budget year. This $600,000 reduction in
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payments flows primarily from three State Medicaid changes:

a ceiling on per diem payments, arbitrary length of stay

limitations which do not take into account complex cases,

and cuts in general relief coverage for indigent patients.

Please note that not one of these changes has resulted in

a reduction in the demand or need for our services --

only in the payment we receive.

We have been able to cope with and absorb the bulk

of the cuts this year through very stringent cost control

measures of our own. The most severe of these was a cut

of 80 FTE employees at our downtown hospital -- a cut

equivalent to about 8% of our non-nursing personnel.

Mr. Chairman, I have never seen a large institution

without some fat in it, and we cut that fat. But I can

recognize bone and we began to get to bone in order to

make the cuts we've made thus far this year. We had to

close an alcohol and drug abuse r' habilitation program.

We have had to reduce some services in our pharmacy. We

were getting close to having to cut the round-the-clock

availability of nurses for the operating room and go

to an on-call system with a concomitant decrease in

response time.

As has been your experience in WasAington, mine in

Kansas City has been that the cuts will be a great deal

harder next year.
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But let's look at next year. As a result of the

cuts we have made this year, our operating budget will

increase only 9% next year, compared to an area average

of 19% for hospital costs.- The County and the City have

both treated us very fairly and have allocated close to

what we requested to maintain this lean budget.

But the Medicaid cuts will continue. The-annualized

impact of this year's Medicaid cuts would be $1.2 million

dollars. These cuts will result from the 3% cut in

Federal matching for 1982. To deal with the 4% cut

already scheduled for next year the-State will presumably

need to make cuts in our budget with an annualized impact

of $1.6- million. -

Yet all this is only half of the pincers that squeeze

us. The other half of the squeeze is the increased

proportion of indigent patients we continue to get as

the economy worsens -- substantially increasing our

fiscal burden at a time of decreased support. In short,

we feel we could be in great peril indeed -- even without

the further reductions proposed by the Administration

this year.

Mr. Chairman, we run a superb hospital and provide

medical care of the highest quality. We will not let
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it deteriorate. We have managed thus far through strong

management and outstanding cooperation from local government

to maintain our high quality services. We will need

help from our Federal and State partners if we are to

continue to do so.

RECOMMENDATIONS

My first recommendation would be to avoid, if possible,_

further cuts in health apending this year. We are still

coping with the impact of cuts mandated thus far -- and

some of that impact has not yet been felt. To move further

without fully appreciating that impact could be devastating

to the national health.

If you find you must cut further this year, there

are a few recommendations I would make:

o Stop cutting Medicaid disproportionately. Although

this year's proposed budget calls for a larger

absolute cut in Medicare than in Medicaid, it represents

a steeper percentage cut in Medicaid. Don't assume

States will simply absorb reduced matching rates for

certain services or beneficiaries. At best, they

pass 1.t on through arbitrary reductions in p.,yments.

At wors-t, people lose eligibility altogether --

9-615 0-82-6
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and the City or County becomes wholly responsible

for their care. Please stop aiming your cuts at

the patients and hospitals least able to cope and

most in need.

o Mandate that the Department clarify and vigorously

enforce the provision in last year's Reconciliation

Act that Instructs the State to give-spec~ial consideration

to those hospitals which serve disproportionate numbers

of low income patients. If necessary, NAPH will

work with you to write into the Social Security

Act a clearer definition of those hospitals which

for better or worse already serve as your nation's

institutional safety net, and to develop ways you can

be more sensitive to our needs.

o Finally - I have a modest proposal. It's been only

two years since I sat before this Committee working

with you on developing a National Health Plan -

albeit a conservative, very limited national health

plan. While others had talked of plans costing

$100 billion dollars or $30 billion dollars, the

Finance Committee, in its careful fashion, was

looking at plans costing three to five billion

dollars.
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Economics and political tides change and we are

not this season talking about new spending. Rather,

you are talking- aWout cutting sums of that magnitude

from Medicare and Medicaid. But if you find you

must do so, you may want to consider doing so in

a Qay that leaves our health system's infra-structure

or safety net intact as we go through these difficult

times. For that reason, I would ask you to consider

taking" proportion of what ever you feel you must

-- cut -- say 10 of any Medicare and Medicaid savings

you may wish to propose -- and set it aside in a

trust fund or some other program designed to provide

institutional stioport for that local safety net --

the public hospitals and others which serve a

disproportionate number of the poor.

Such a proposal may at least protect the vulnerable/

institutions which will bear the heaviest load as a

direct result of your cuts. Attach any condition of

efficiency or cost containment you wish -- scrutinize

our budget line by line -- but Se a partner with the

State, County and City in keeping the foundation of our

health care system intact through difficult times.

Thank you.
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The CHAIRMAN. Well, 'thank you very much. I just have a couple
of questions. I think you are right. I think last year medicaid-this
year is going to increase only about 6 percent; medicare about-17
percent based on what happened last year. So I think that point is
well taken. And medicare, at this point, does appear to be the
bigger problem.

There has been a lot of discussion in Congress that Congress
place some sort of limits of medicare revenues to hospitals in a
fashion similar to President Carter's proposals on all hospitals; the
one you are familiar with. Do you think that has more merit now-
than it did when you were trying to sell it? Not sell it, I mean en-
courage it.

Dr. MONGAN. Mi. Chairman, I may blow any opportunity I have
for office in the American Hospital Association by too much direct
comment on that. L guess, basically, I believe that the major ele-
ments of that proposal were sound. There were flaws in the propos-
al. I would like to see, and I think AHA agrees with this, a strong
State role. I-guess I do believe that whether you call it prospective
rate setting or you call-it the nasty word of a "ceiling," I do believe
that's the only answer to dealing with the cost.

Mr. MCMAHON. But, Mr. Chairman, they are different. I object to
a ceiling, a ceiling that just deals with cost has no incentive in it.
There may be an incentive to get under the ceiling, but then it ap-
plies only--to those over the ceiling. When you establish a ceiling
instead of something that has an incentive in it, you will find it is
the incentive that is going to bring about some changes. And if con-
trols apply to only one or two programs, there is just going to be a
cost shift of any costs that exceed the cap.

The CHAIRMAN: Whatever happened to that voluntary program
that hospitals touted so highly? I mean cost went up 19.6 percent
last year.

Mr. MCMAHON. You are right that josts were up sharply last
year-the figure is 18.7 percent for 1981.

The CHAIRMAN. Many of us voted against the Carter mandatory-
plan because we were told positively that this voluntary effort-if
it is undertaken, you don't need it.

Mr. MCMAHON. And it worked splendidly for 2 years. It has not
worked in the last couple-of years because the voluntary effort was
up against all of the incentives that are inherent in cost based re-
imbursement, and all of the incentives in broad comprehensive
health insurance.

The CHAIRMAN. What do we do now?
Mr. MCMAHON. The two things I suggested. Let's get about figur-

ing out a way to bring a cost consciousness into the mind of the
individuals who place the demands on the system. By some kind of
consumer choice or a cap on the amount of the health insurance
that is protected by the tax laws. And, second, get about a prospec-
tive payment system that will not only set a limit, but that will
leave something to the institution who can beat the limit. That's
when the incentives in this system will change.

The CHAIRMAN. Right. And we are looking at all three of those, I
might add.

Mr. MCMAHON. Right.
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The CHAIRMAN. And I think prospective reimbursement, as I un-
derstand it, since it has been finally put together does make a
great deal of sense if there is "01ne incentive.

Mr. MCMAHON. Right.
The CHAIRMAN. You know, to do better, and to keep any balance,

certainly, that's the incentive that I think Senator Long and others
have talked about for some time.

Mr. MCMAHON. When you get to it, I hope you will call it pro-
spective payment, because prospective reimbursement is a contra-
diction in terms.

The CHAIRMAN. That's true. That wouldn't be unusual around
here. [Laughter.]

Not in this committee, but in others.
Mr. MCMAHON. I wanted to keep you from another error.
The CHAIRMAN. Right. We don't mind making a few errors, but

we apparently made a lot of them because the cost of medicare is
just going out of the ceiling.

Mr. MCMAHON. Absolutely.
The CHAIRMAN. Now, can you help us get $2 or $3 billion in

fiscal 1983?
Mr. MCMAHON. Yes; if that's what you want. Because, depending

on what you want-if you put a limit that comes close to it and
then do not question the institutions that stay under the limit, you

-would come closer. But if it's 2 percent across the board, I suggest,
Mr. Chairman, that isn't the way to go.

The CHAIRMAN. I agree with Senator Long and others. I don't
really believe we gain much with the 2-percent solution.

Mr. MCMAHON. Yes.
The CHAIRMAN. But we do have the problem. You both under-

stand that.
Mr. MCMAHON. Absolutely.
The CHAIRMAN. You've been here many, iff~iny times. Not that

anybody likes to reduce the cost-well, I guess maybe we should
reduce the cost of programs. If we don t, the impact on low
income-that gets back to the medicaid area primarily.

Do you think we ought to federalize medicaid, Jim? Do you like
the New Federalism? The Governors like to give us medicaid, but
we haven't found-anything yet they want.

Dr. MONGAN. I was pleased to see President Reagan put forth a
proposal that I read as an endorsement of the Long-Ribicoff-Carter
health insurance discussion which calls for federalized medicaid,
along with catastrophic. And he has got half of it right.

The CHAIRMAN. So you would support that?
Dr. MONGAN. Compared with Missouri's program, I would sup-

port a federalized medicaid.
The CHAIRMAN. Alex, do you have any comments?
Mr. MCMAHON. I think so, tLo. There are problems that we have

to look--at. And even in the suggestions they are making to you,
Mr. Chairman, I know Jim would raise- a caveat about the public
hospitals because they are in a more vulnerable position-even in a
target rate situation-than some of the voluntary Institutions. And
attention has to be given to that. But the federalization of medic-
aid-if you can accommodate it, makes great sense. We are waiting
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to see the proposals as to what are the eligibility criteria, national
or local, or how they are going to work.

The CHAIRMAN. Well, some of the Governors testified yesterday
indicating it doesn't make much sense to cut back medicaid for-
fiscal 1983 if we are going to assume the whole program. They
didn't believe that we should make additional cuts, even though
there may be some areas we could make additional cuts in. And I
assume that's a view you express in your statement. And I might
say that your entire statement and other statements will be made
a part of the record in full although you have summarized them.

Senator Durenberger.
n DURENBERGER. In light of the unique nature-of public

hospitals, I am a little surprised at the answer to the question of
federalizing medicaid. You didn't have time, of course, to discuss
problems concerning the cost of teaching, researching, and other
issues which must be faced by public hospitals in this country.

Both of you haye spoken of a stronger State role in containing
costs. Obviously, public hospitals have an essential State and local-
role in caringfor the indigent. I'm concerned at the 50-percent-
figure, and I imagine that is increasing rather than decreasing.
. I'm pleased with the way you poll the needy and the elderly sep-
arately. Their needs are indeed different. I heard Alex refer to a
certificate of need as a justification for not looking at tax-exempt
bond financing. The certificate of need is a Federal invention that

-largely has been discredited and we seem ready to phase it out.
Franchising may be OK for Wendy's and McDonald's, but it's not
OK for Government. Certificate of need franchises some health
care facilities and stifles competition.

Having said all of that, how in the world do you federalize medic-
aid? If you federalize medicaid, you run the same risks as other
Federal programs. When budget pressures demand it, we cut back
on reimbursement. In medicaid, we are already going after the op-
tionals. Wouldn't it just be worse if the whole program was Feder-,
al? What's the value in federalizing the needs based part of this
system? How do we go about doing it? You don't wait for the ad-
jninistration to give you the answers. Don't wait for Congress to
_giy eyou the answers. You are the people that are dealing with it
every ay. How would you do it?

Dr. MONGAN. Mr. Chairman, obviously, my facility has a self-in-
terest in federalized medicaid. I'm assuming a federalized medicaid
would include some minimum floor of benefits in eligibility. The
condition of Missouri's is a very thin, medicaid program. So, I am
going under the assumption that the Truman Medical Center can
only benefit from a federalized medicaid with some higher floor
than Missouri's. I may find I am kidding myself, but that s the first
assumption. -

I agree that a federalized medicaid program itself again changes
-the payer only. You still have to deal with the cost issue. I am in
agreement, and Alex is correct to point out the importance the in-
centives make. I believe we must develop a prospectively set rate-
with some incentive for those who fall below the minimum level.
That has got to be made part two, it seems to me, of any federal-
ized medicaid proposal. And it is the part which should probably be

a rst.
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Senator DURENBERGER. Alex?
Mr. MCMAHON. I think that's the key. It's the lack of uniformity

that exists today. A lack of unformity in eligibility and benefits
and in payment mechanisms. And with that mishmash out there in
equitable dealings both with individuals and with providers in dif-
ferent parts of the country, I think it deserves a careful look.

Senator DURENBERGER. It is my understanding that assigning a
dollar amount to a medicare voucher or perspective reimbursement
payment is not difficult because we can deal in terms of age, sex,

revious health conditions, and community cost. But I am told we
ave a substantial problem when we try to apply prospective reim-

bursement to the needy because of eligibility status and differences
in age, sex, and family size.

How do you apply your recommendations for prospective reim-
bursement to medicaidor to the needy part of this system?

Mr. MCMAHON. I think prospective payment, Senator, applies to
whatever you are doing. You set a price in advance to the provider-
and then it is-up to the hospitals and the medical staff of the hospi-
tals to work out the care of a group of people within the money
that is available. It raises the issue, then, of making some choices
about what it is you are-going to do. It doesn't deal with the indi-
vidual. It's the hospital and the medical staff, the physicians, then
that have to deal with the individuals within the amount of money
that is set aside in advance. It does not involve the.individual.
That's- why I made the distinction between the impact on the
demand side of consumer choice or that approach. That's the way
you get to the individual-the patient. Prospective payment is that
which incentivizes the hospitals and the physicians to deal with a
group of sick and injured patients within the construct of a certain
amount of money. What happens is what Jim described earlier.
Then you have to'drop some things that maybe have a loQwer prior-
ity than others.

Dr. MONGAN. If I could just add one quick point. I don't equate a
prospectively set rate with a voucher system in my own mind. I
mean they are two separate issues. And, as you've discussed, I be-
lieve you do have the problems with the voucher system with re-
spect to the poor and needy population. It is a constantly churning
pool of people.

Mr. MCMAHON. I agree.
The CHAIRMAN. Senator Long.
Senator LONG. You are fairly familiar, I believe, with my views

toward putting people to work rather than just paying people for
doing nothing. And I am sure you are aware of the fact that we
have worked out a program here where the people can be hired' in
day care centers; work there. And they were welfare clients and
they were hired-into the day -jre centers. Either directly or indi-
rectly we find ways to pay 100 percent of the cost. And there is a
good argument for that. It is better having those people doing
something useful with their lives-rather than have them just sit-
ting there making no contribution.

Now, m your kind of hospital, I wouldn't be surprised to find
that you might be running a day care operation in connection with
the hospital to look after the children while the mothers are work-
ing in the hospital. Do you do something like that? --
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Dr. MONGAN. Mr. Chairman, I wish we did, but that was one of
the activities that we were unable to conduct due to a lack of funds
and facilities.

Senator LONG. Well, I happen to believe that we should not be
paying money other than just an initial grant of 1 month's check to
a proposed welfare client to hold hide and hair together long
enough for them to arrive at some job. And we ought to assume the
burden of providing employment opportunities.

Now, if we would simply take what it would cost to put some of
these people to work and just arrange that the welfare agency was
to pay the money directly over to the hospital, and the hospital
would pay them to do work, I think that that would be far superior
to this working experience program because we are not projecting
the image there of requiring people to work after the fact. We are
not playing Indian giver. You are paying them to do actual work.

And you have heard the various discussions around this commit-
tee staff, do you think there is a potential there to reduce what we
pay people for doing nothing and paying a lot of these people to do
some work and helping to do the essential work that must be done
around the hospital?

Dr. MONGAN. Senator Long, I think there is potential. In fact,
our hospital has participated in programs of that sort. We've had
CETA employees; we have had WIN employees in the hospital. We
do not at the present time. Both of those programs were cut in that
area. Missouri has recently passed a new proposal of that sort; they
have discussed placement possibilities with us and we have agreed
to use some of those workers. I'm generally supportive of doing
some of those things. There are obvious pitfalls. There are some
added costs in terms of training. There are some problems with a
person who just wants to drop every third dish or something of
that sort. But I think in general it is an approach that makes
sense.--

And, again, in a hospital of our sort, we use as many community
people as we can.

Senator LONG. Well, I'm familiar with the fact that in the case of
families-let's say young people with children. The young people
are working or they are sufficiently affluent to where they can hire
somebody to look after the children, so mama and daddy can go out
once in a while and that type of thing. They have more choice
about what they do with their activities. Civic work or whatever.
The people that are available to them to be hired to look after chil-
dren while those people go out and do something, be it work or
whatever. A lot of those people are on those roles as being disabled,
but if you pay them enough, they can do a pretty good job of look-
ing after children. .And some are on the welfare roles. But often-
times what they want is for those people not to report the income.
That's not right. We would rather pay them to work than to do
nothing.

But there are a great number of people on those roles who can
do some useful work. And my-thought is that rather than paying
those people for doing absolutely nothing, we ought to be paying
the money to a hospital-as one example. Hospitals and day care
centers are two of the most obvious cases that occur to me where
we can put people to work doing something that they are capable
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of doing. They might not know how to do some highly technical
work,, but they know how to mop a floor, and they know how to
sweep a floor, and they know how to pick up litter. And they know
how to wash linen. Much of the kind of work that has to be done
around a hospital. I'm just asking you if there isn't a potential for
paying a lot of this money to the hospitals as well as day care cen-
ters to put these people to work?

Dr. MONGAN. I think there is. In fact, we have tried to go even
beyond that and have some excellent summer training programs to
try upgrading people into more advanced jobs. And that has been
relatively successful over the past few years. So, again, I am gener-
ally sympathetic.

Senator LoNG. Mr. McMahon.
Mr. MCMAHON. It would not only apply to the public hospitals,

Senator Long. As you know, it would apply to many of the not for
profits. Even the investor-owned hospitals would be interested in a
participative role in a program of that kind.

Senator LONG. If I had to pick, what is the greatest waste in Gov-
ernment, it would be- all that money we are paying out to pay
people to do the wrong kind of thing. You can t say you are just
paying them to do nothing when you hand that money out because
oftentimes those people, if you weren't paying them to just sit
there and think up mischief that they could get into or to be idle or
vegetate as the case may be-those people by just the compulsion
of economic circumstances would be out, looking for an opportunity
to work. And there's a lot of work out there. But if we would pay
for the work, then they wouldn't have to be sitting there doing
nothing. And if I had to think what is the most counterproductive
thing I know of in all the activities, it's all this money we are
paying out for able-bodied people to do nothing.

And while I am talking about that, I would include the general-
ity that a lot of this money that is going into the unemployment
insurance. It's one thing to pay some fellow something to hold him
until he can get a job somewhere else. But you take these people
who, every year, are back for that. Especially when hunting season
opens in Louisiana, there they are back showing up for that. When
deer hunting season opens, it looks like they have all been laid off
all of a sudden. They want to be on that unemployment up until
the deer hunting season is over. So they are not available to work,
but they are available to go draw that money down while they
hunt the deer. Even in that case, where people do the same thing
all over again, they should not be an insurable risk. We ought to
say, look, we will pay the money if you do something. And provide
some alternative jobs for you but we just are not going to pay you
to do absolutely nothing. That's where I think the great waste in
Government is. And I think it must be about $20 billion a year. If
you add it all up. What we are paying people for doing nothing
when we could be saying them to do something useful.

Now a hospital like yours, I'm sure is a fine hospital. I hope to
come visit when I am in Kansas City. You have visited our charity
hospital at New Orleans.

Dr. MONGAN. Yes, I have.
Senator LONG. When I go around there, I look at-all these people,

all these poor souls, that show up with their children in arms and
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all that at the charity hospital wanting some help and some serv-
ice. And I am all for paying for it. I have been to that hospital
many times. But all those people there on the taken down end
looking for service, most of them are living on welfare. And'I find
myself, and I find myself saying why can't they be on the putting
up end to help do some of the work that has to be done to provide
the services in that big hospital down there. And I am not angry
about it or anything. I just think we do those people a disservice to
pay them to be idle. We ought to pay them to do something useful.
And if need be, as you suggested, train them to do something even
more useful. There is where I think we are wasting our money.
And then to come in here cutting back on the actual care of sick
people while we are still pouring that money out.

Mr. MCMAHON. We agree.
Senator DURENBERGER. Thank you, very much, gentlemen. Our

next witness is Dr. Thomas G. Bell, executive vice president of the
American Health Care Association, Washington, D.C.

Mr. HERMELIN. Senator, Dr. Bell was taken ill and I am going to
be substituting for him.

STATEMENT OF WILLIAM M. HERMELIN, DIRECTOR OF GOVERN.
MENT AFFAIRS FOR THE AMERICAN HEALTH CARE ASSOCI-
ATION
Mr. HERMEUN. My name is- Bill Hermelin. I am the director of

government affairs for the American Health Care Association. And
with me is Gary Capistrant, our director of congressional relations
and public policy.

The American Health Care Association is the Nation's largest or-
ganization of long-term health facilities with nearly 8,000 propri-
etary and nonproprietary facilities, and serving 750,000 convales-
cent and chronically ill of all ages. And we are pleased to present
our recommendations for the fiscal year 1983 medicare and medic-
aid budgets.

Our written testimony focuses on several very specific opportuni-
ties for instituting cost effective medicaid and medicare long-term
care policies. And I ask that it be incorporated in the record.

The CHAIRMAN. Without objection, it will be.
[The prepared statement follows:]
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STATI.KMKNT BY DR. TIIOMAS G. BKioI,, IXVK(CUTIVF, VICE PKF.,4IK)NT, AMRI(AN II1AITTH
CARL- ASSOCArtON

Mr Chairman and Romberg of the Committee:

The American Health CareAssociation, the nation's largest

organization of lonq term care facilities with nearly 8.000

-proprietary and non-proprietary facilities .which serve 750,000

convalescent and chronically Ill of all aqes, is pleased to

present our recommendations for Fiscal Year 1983 Medicare and

Medicaid budgets and some long term care related matters. I

an Dr. Thomas 0. Bel. AHCA Executive Vice Presidente and With

me is Gary F. Capistrante our Direcj~or of Congressional Relations

and Public Policy.

First# I want to indicate our appreciation for the efforts

of this Committee last year to draft a set of reasonable and

responsible reforms for-. Medicaid and Medicare in light of the

budget directives. The 1981 Medicaid and Medicare package minimized

the adverse impact of significant budget reductions on recipients.

services, and providers. There is recognition of your interest

to institute policies which encourage more efficient and effective

provision of health services to the elderly and poor.

I will focus on other opportunities for instituting cost-cffec-

tive Medicaid and Medicare long term care policies. AUCA urges

the Committee to reject proposals which merely shift federal

costs to others or which have severe impacts on certain types

of recipients, services or providers. With the Administration's

commitment to soon bring forth two fundamental changes in federal

health care involvement -- a competitive health program and

federalization of Medicaid - it is particularly an inappropriate
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time to consider disparate and potentially counterproductive

spending cuts.

If the Congress insists on deep cuts in these twq programs,

we suggest that there is greater opportunity to achieve savings

in Medicare.-- It is our experience that most state Medicaid

programs have been much more aggressive and innovative in cost

containment, using such things as prospective payment methods#

competitive bidding for services and medical items, group health

plan enrollment and utilization safeguards on heavy users of

services. Furthermore, it should be noted that such state efforts

will continue because of state budget problems independent of

any further federal actions.

Pros e.tive Payment Sys-em for Medicare SNFs

.AHCA recommends that the Medicare program can Achieve sinifi-

cant savings and eftable beneficiaries to receive the a propriate

services in the least costly setting by implementing a- rospective

reimrsement system for skilled nursing facilities (SNFs) .

The prospective payment system must include incentives for efficiency

and cost containment.

There Is a serious problem with the lack of participation

by long term care facilities in the Medicare program. As a

result, many Medicare beneficiaries in need of SNF ,care are

not able to receive the appropriate care and are "backed-upO

in expensive hospitals longer than necessary awaiting SNF place-
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ment Medicaroe' inappropriate payment system In the major

reason for the lack of participation by SWFs in Medicare. If

Medicare adopted a prospective payment system more SNFs would

participate,

beneficiaries would be able to receive needed SN7 care more

promptly, and.the Medicare program would achieve long run savings

by paying for SNF care in lieu of hospital care and by providing

incentives for offlciencyjand cost containment. An independent

study funded by AHCA# wMedicare and the Nursing Home Patient:

The High Cost of the Shortage of Medicaro-Certified Skilled

Nursing. Home Beds*, which elaborates on many of the points we

will raise and ts available to the Comittee.

At any given time there are 19#000 Medicare beneficiaries

*backed-upO waiting for a SNP bed and Medicare dollars are being

wasted. A national survey undertaken in 1980 by the American

Association of Professional Standards Review Organizationi indicated

that Medicare was paying for more than 6 million days of hospital

care per year for-patients for whom a bed in an SNP could not

be found* A recent study by the Urban Institute confirms these

estimates. The study found that because of the limited access

to nursing home beds* Medicare and Medicaid pay for an estimated

I to 9.2 million hospital days per year for" patients unable

to find a nursing home bod.

Last year the House Select Committe-On Aging reported that

cutbacks in the Medicare nursing home program have resulted

in keeping thousands of older Americans in hospitals longer
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than necessary at four times the average daily cost. The Committee-

estimated that Oretaining patients in hospitals longer than

necessary is costing Medicard and the nation s1.5 billion a

year."

_ Before addressing the prospective payment system it is

first helpful to review some relevant facts and developments

concerning Medicare and nursing homes. Nursing -home services

are a small component of Medicare. Less than two percent of

Medicare cost is for nursing homes. Similarly, Medicare accounts

for only a very small proportion, approximately two percent*

of total payments for nursing ?Mmes. National nursing home

costs are primarily paid by Medicaid (50 percent) and personal

resources/family support (42 percent).

The nursing home component of Medicare has been steadily

decreasing both in terms of covered days (per thousai"e rollees) -

and in the growth in nursing home expenditures as compared

hospital expenditures. Nursing home days per thousand enrollees

dropped over 17 percent just between 1977 and 1979.

Approximately one-third of the SNFs choose not to participate

in the Medicare program, and many who are certified for Medicare

choose not to take Medicare beneficiaries if other patients

are- available. In 1980, Congress was concerned about the inadequate

access of Medicare patients to SNFs and instructed HCFA to

study the causes and the extent to which laws and regulations

discourage Medicare participation. In response,. HCFA funded

a study by the Urban Institute which was recently completed-
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*Medicare and Medicaid Patients' Access to Skilled Nursing Facil-

ities. The HCFA report was due in December. 1981.

The Urban Institute study supports the finding that Medicare

patients do not have adequate access to SNF beds because of

providers' reluctance to participate in the program and/or admit

Medicare patients. 

Some of the findings and conclusions of the study arel

o Medicare and Medicaid patients have problems obtaining

the nursing home care to which they are entitled.

o Because of limited access to beds# Medicare and Medicaid

pay for an estimated 1 - 9.2 million hospital days

.. per year, for patients unable to find -a nursing home

bed.•

o One-third of the skilled nursing faciities participating

in Medicaid do not participate in Medicare.

o Participating homes may avoid billing Medicare - instead

billing patients directly or billing Medicaid - wre

Medicare coverage is uncertain or difficult to acquire.

o Greater uniformity in administration of Medicare'8

nursing home benefit would assure Medicare beneficiaries

e equal access tothe coverage the law provides.

o If Medicare us etive payment system, more

homes would participate in Medicare# increa

number of beds available to Medicare patients-w

The eroding nursing home -benefit under Medicare must be

restored from the perspective of both the- beneficiary and the



92

program. Medicare beneficiaries are entitled to SHF care and

believe they will receive this care. However, because the program

does not provide sufficient-access to nurso'fg homespany benefi-

ciaries are forced to go without the care they need or are forced

to remain in hospitals. When beneficiaries remain back.ed-up

in hospitals they are not receiving the appropriate care needed.

A hospital does not provide many of the services such as activity

services and group dining services that are appropriate for

patients in need of SNF care. Thus, a patient is maintained

in an inappropriate, more confined setting than would be best

for the patient's needs. It should be noted that an increase

in Medicare participation of nursing homes is not an expansion

of benefits but rather an increase in b'eneficiary's access to

existing benefits.

From the program's perspective, increasing beneficiary

access to nursing homes will -reduce the back-up of. patients

in hospitals and enable the program to pay for less costly SNF

care. Although Congress recently enacted provisions which reduce

payments to some hospitals for patients in need of SNF care,

the mechanics and nature of the Medicare payment system for

hospitals are such that significant savings will not result

from that approach. This is confirmed bythe.- Urba.' Institute

The SNF benefits were intended by Congress to be a substitute

for more costly hospital care in the course of treating an acute

illness..--However, the result of limited nursing home services
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and existing inappropriate policies has been to reduce the elderly's

access to covered.oare and to escalate Medicare expenditures

for unnecessary and costly hospital stays. Medicare in Npenny

wise dollar foolish in the coverage and accessibility of post-

hospital extended care services,

The major reason for the low participation Is the Medicare

reimbursement system. The current retrospective reimbursement

system is unsatisfactory because it is inflationary# contains

no incentives for efficiency, and no financial incentives for

SyFs to participate* A reimbursement method that allows nursing

homes simply to pass costs through the system without providing

them with any real incentive to cut those costs must be considered

Anflationary. Much of the dramatic increase in costs for all

health services over the last ten years can be attributed to

the use of retrospectivsi cost reimbursement. When costs are

retrospectively determined, nursing homes cannot determine at

any moment what they will xeimbursed and hence link the level

of care being provided with the reimbursementthey will receive.

Under such conditions, setting budgets and monitoring performance

is difficult. A nursing home that contains costs and increases

efficiency Is penalized by having its remburement level reduced

by the size of the saving. Cost reductions only reduce income.

The use of a prospective payment system for nursing homes

Is not a-new, untried idea. The virtues of prospective reimburse-

ment are known. Over two-thirds of the State ModJcaid programs

have successfully employed prospective payment systems for nursing

9"-15 0-82-?

(
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home for several years* The experience of states I*hat pro-

spective reimbursement has proven to reduce the growth in costs

because of provider advantages to more efficient performances.

One study (Robert Buchanan; California Stats College) found

that between 1916 and 19177 Medicaid SNP payments increased

29 percent loe in states that had proepeotive rate setting

programs.

Prospective payment rates will instill market forces into

the system. Providers would not have to deal with retroa-tive

recoveries but would inherit the risks and the returns of receiv-

ing a prospective rate* Once the facility's rate is determined

the provider would provide services for that rate and Would

incur a loss if its costs were too high or would receive a profit

if its costs would be kept lower than the rate.

Congress and th4 Administration have continually indicated

that Medicare should adopt a prosepotive payment system. Addition-

ally, the White House Conference on Aging recently recommended

that a prospective reimbursement system be used under Medicare.

The needs advantages and support for prospective payment rates

are clearly evident.

Applying a Medicare prospective payment mechanism to nurs-

ing homes prior to its application to hospitals would provide

valuable experience to the program and Congress. Since the

expenditures for the SN? component under Medicare are minimal

compared to the hospital component, the financial risk to Medicare

and skilled nursing providers in making a change is much lese
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than for hospitals.

The next aspect we will address are some of the specifics

of establishing a prospective payment system, The system must

result in prospective rates that contain incentives for officiency#

provide for the adequate reimbursement of property costs, and

allow owners the opportunity to make a fair return. Additionally*

the system should reduce administrative Ored tape,@ reduce unnec-

essary paperwork# and be easy to admititer, in contrast to

the current system which is complicated and burdensome for the

provider and the program.

Unlike the existing payment system, the prospective methodology

must provide incentives for efficient operation in order to

restrain the growth in costs. Efficiency would be encouraged

through the use of pro-doternined rates. Providers able to

keep their costs . low the prospective rate or a target level

would retain the savings for operating efficiently. Conversely,

providers unable to keep their costs beloV the prospective rate

should be responsible for incuring the loss* Additionally,

as in any viable business, an opportunity for adequate return

on Investment and fair recognition of property costs are needed

for renovation, upkeep, and future development. Such fundamentals

must be part of the Medicare payment system.

There are obviously various ways of constructing a prospective

payment sytem for Medicare. We will present two possible approaches,

both of which incorporate the. fundamentals outlined above.

The first is a formula approach whereby a ceiling or target
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rate is established. Based on a facility's costs a projected

prospective rate is calculated. If the projected rate is loe

than the target/ceiling a profit factor would be added to the

facility's rate as a reward and incentive for operating officlently.

The sum would result in the prospective rate. The rates in

this system would thus be established based on each facility's

costs.,

The second is a flat fee schedule or rate chart approach.

Under this approach Medicare would establish a rate to be paid

for all SNFs in a geographical area. The rate to be paid would

be made public and all facilities in that area would receive

that particular prospective rate for Medicare patients. Facilities

would not have to submit cost reports since. the rate would be

established lndependent,.y of their particular costs. In composing

the prospective rate for a geographical area, however, the program

would need to build in the fundamentals of an opportunity for

profit, fair recognition of--property costs, and incentives for

efficiency.

In summary, we believe that Congress needs to act now to

adopt a prospective payment system for nursing homes under Medicare

and that the program cannot afford to continually delay in this

area. Such a system would increase participation by SNFs in

Medicare, reduce the back-up of Medicare patients in hospitals*

and reduce the Irowth of provider costs. Thus@ Medicare patients

would be able to receive the medically appropriate level of

care in the least costly setting. Moreover, the use of prospective
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payments for nursing homes would enable the program to Instill

market forces into the payment System and gain valuable experience

before applying such a system to the more costly hospital component

of the program.

Mod e Ideduction for 02tional fvlcoes and Optiona Roc*nients

.AUCA. strongly ounoses the AdmInistratton's. DFDotal to

cut bY 3 Doreentact. Points the federal MedicLid gtohing riat

to sMtes for coverage of optional services and optional arouis

of individuals* Long term health care services to the elderly

poor* mentally retarded and other low income Americans would

be severely harmed by this proposal which would be a 6600 million

cut in FY83 federal Medicaid spending. Almost 61 percent of

the cost for optional services and recipients In FY79 was directly

spent for the care of residents in nursing homes.

The Administration, in presenting It. budget recommendations,

leaves the impression that OoptionalE is synonymous with -unnec-

essaryu or less than essentiall* In several instances this

is clearly not the case. Indeed, it can be persuasively argued

that many of the optional recipients and optional services are

of a higher priority than some of the required coverages. Some

services in fact are life sustaining. The fact is that while

they are statutorily Ooptional," every state provides one or

more of the optional services and has selected one or more of

the optional groups for coverage.
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With regard to long term health care, the largest optional

recipient group is the medically.. needy who are individuals

with income too high for welfare but who have incurred major

medical expenses. Most of the residents in nursing homes who

are Medicaid eligible fall within the medically needy category.

The primary optional service that is provided by intermediate

care facilities (ICFs) which are nursing homes providing regular

medical, social and rehabilitative services for individuals

not capable of independent Living, Each and every one of the

49 states participating In the Medicaid program include the

ICF program as a component of their service package.

The impact of shifting the costs to the states under this

proposal would be both severe and inequitable. The states would

have to increase spending for- optional services and optional

recipientsby_ 9.8 percent to 26.4 percent just to offset the

proposed 3 percent reducton in federal cuts in matching for

optional features plus the 4 percent overall Medicaid cut enacted

in the 1981 Omnibus Budget Reconciliation-Act.

The following page is a table which shows for each state

the following 1) the percentage of federal spending for optional

aspects which is devoted to long term care and 2) the percentage

increase in state spending for FY83 which would be needed to

maintain current optional aspects as a result of this proposed

reduction and the four percent across-the-board payment reduction

enacted in the 1981 Omnibus Budget Reconciliation Act. An appendix

to the statement provides . breakout for each state of federal
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Medicaid spending for each optional long term care service and

long term care services for optional groups of recipients.

Both sets of data were prepared by AHCA based on unpublished

FY79 Medicaid statistics.

he are_Skilled Nursing Care Defintio

One of the major ways for Medicare to provide more economical

and appropriate services is to allow SNF coverage for a broader

range of patient needs. Medicare narrowly limits coverage to

patients who require daily nursing care or have rehabilitation

potential. A difficult and common situation for nursing home

administrators is to have to explain to Medicare patients and

their families the realities of the restricted extended care

coverage. The Medicare program has not adapted its SUP coverage

for the past ten years to take better advantage of the services

which can be provided in today's long term health care facilities.

In particular. AlHCA recommends that Medicare allow SNF coverage

for care -of the terminally ill.

We are aware of the Chairman's bill -to provide Medicare

coverage for hospice care,.

We urge consideration be given to the immediate opportunity

to make substantial progress by making this cost-effective expansion

in SNF coverage. Long term health care facilities do have,

unfortunately# much experience in care of the dying* But Medicare

does not recognize this as a sufficient patient need for SNF,
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coverage. Yet SHq7 are often a nore appropriatIt setting and

certainly such less costly alternative to hospitals in which

most of the Medicare terminal care to currently provided.

Terminally ill Medicare patients, the Hospital Insurance

Trust Fund, and skilled nursing facilities could receive immedi-

ate benefit from the utilization of existing providers* even

with the current 100 day limit and patient co-insurance, until

the major complex issues about hospice cost controls, provider

requirements. and service packages are resolved*

Another cost-effective opportunity utilizing long term

health care faoilitie& AHCA recommends is for Medicare patients

receiving chemotherapy or radiation therapy to stay in non-hospital

settings. Skilled nursing and intermediate cars facilities

would be well suited to handle the nursing and convalescent

needs of such cancer patients.

odI4care SNF Prior Hospitalization Requiraement

• AfA reomlMnds the elimination of the m&nimum three day

D rior hosua.Wization requirement for Medicare Sk - coverage

as proioild, in S. 1754 by SeAtogr Heinz and eight co-suonsors.

This change would provide Medicare beneficiaries with greater

flexibility in their long term care coverage and result in lowering

overall costs for both the patient and the Medicare program.

The removal of the requirement would recognize the legitimate

needs of individuals who require only skilled nursing services.
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Because the cost of Medicare services in an SNF is far leqa

than in a hospital, the potential for Medicare cost savings

is obvious.

The most thorough, objective examination to date on this

issue is the recently completed three-year HCFA demonstration

projects in Oregon and, Massachusetts and evalution report by

Abt Associates, Inc. The record shows likely Medicare savings

would result from elimination of the requirement. We know of

no other public or private health plan which finds value in

such a requirement.

The current restriction is arbitrary, unnecessary and burden-

some. There are many individuals who are otherwise eligible

for skilled nursing care but because they are not acutely ill

or do not require the complete and costly diagnostic and therapeutic

resources available in hospitals cannot be admitted to a SNF,

with Medicare eligibility. There are also those who "gameO

the program by arranging for unnecessary (and costly) hospital

stays in order to become eligible for Medicare SNF benefits.

In addition, there are individuals receiving hospital care who

would benefit as much from SNF care but who are not transferred

because of the paperwork (e.g., transfer of medical records,

treatment plan) and the financial disincentives (e.g., no cost

sharing is required. after the hospital deductible until the

61st day).

To the extent that the three-day requirement was intended

to assure a medical evaluation of the individual's condition,
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we believe that controls suoh as physician certification and

concurrent utilization review can provide the necessary assurance

and sattsfatorily replace the expensiv, hospital Ogatokeepers.*

Medicare OSPell of Illnose.Delinitio

.AHA r22mnend_ eliminating inconsistencies in the snell

2f .JljnssO definition so &hat a OwDell1 ends when a beneficiary

In neither under Medicare InDatient hospital nor SHF coverage

_ ollowj by the requisite time norio. In general, the Medicare

program limits the duration of covered services to the period

between the beginning and ending of a *spoll of illness" Under

present lawea Medicare beneficiary must remain for 60 consecutive

days out of a hospital or SN? In order to renew Medicare eligibility

for these benefits.

There are inconsistencies in the SN? criteria used to start

and end a spell of illness, For purposes of starting a spell

of illness and receiving benefits, the beneficiary must be in

a facility which is licensed as ani SNF, certified under Medicare

as a SNP,. and meets all of the program's requirements for participa-

tion as a SN?. However, for purposes of sclassifyingg facilities

to determine if a patient is no longer in a skilled nursing

facility" and thus ending a spell of Illness, the program uses

an overly broad definition which encompasses many facilities

not certified as a SNF and not eligible to participate in the

program as a SNF.
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Under Medicare's policies, many Medicaid intermediate care

facilities are classified as providing skilled nursing care

only for purposes of ending a Medicare spell of illness. As

a result, a beneficiary placed in a facility licensed as an

IC? but which Is classified by Medicare as providing- skilled

nursing care for spell of illness purposes will not receive

Medicare coverage when he need* to go back to a hospital for

SNF. Coverage would not be received because the spell of illness

had been deemed not to have ended.

Kansas has sued' the U.S. Department of. Health and Human

Services over this problem. The State has Medicaid XCF standards

high enough that the residents of these facilities are not able

to end a Medicare Ospell .of illness" and therefore renew their

eligibility for Medicare inpatient coverage to which they are

Otherwise- entitled.

A similar HCFA policy adversely affects beneficiary coverage

for durable medical equipment (e.*g. oxygen therapy, alternating

-pressure mattresses, and pacemaker monitors)* The durable medical

equipment is available to beneficiaries at home or in an institution&

other than those meeting the broad definition of SNF. AHCA.

recommends the Part B durable medical equipment coverage be

available to a beneficiary who is neither under Medicare inpatient

hospital nor SN? coverage.



106

Mfg§a12S aalver of Liability

A _CA K 2 aeP Wt the 1ediare waier of liability 2rovisiog

_s retained as an essential -element for Drovider relations.

The wavier of liability for providers acting in *good gaithO

is working adequately and should be left alone*

Under the waiver of libility provision, payment for services

Nay be made even if payment would otherwise be disallowed If

both the provider and beneficiary did not know and could not

have been reasonably expected to know that the services would

not be covered.

The Urban Institute report, discussed earlier# found one
"I

of the reasons for low Medicare participation of SNFsL Is the

uncertainty and financial risk in accepting Medicare patients.

They concluded the followings

Medicare determines coverage retroactively, makes coverage

for other than clearly-defined procedures contingent upon

observed changes in a patient's condition, and extends

coverage for relatively short periods. Furthermore,

Medicare evaluates the appropriateness of nursing homes'

claim submissions, and penalizes homes for submitting

claims that are ultimately denied.

In addition, they found widely varying and- often inconsistent

intermediary intepretations of patient eligiblity based on their

medical condition*
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Many SNFs gave up Medicare participation about ten years

ago because of massive retroactive denials of Claims. The waiver

of liability provLion was established to extend to providers

acting In good faith" some minimal protection*. This provision

Is not wasteful but only covers situations whore it would be

unreasonable to hold the provider responsible for the claim

being denied. Yf this protection Is replaced. many of the remaining

providers will also be forced out of Medicare.

MejggJld Payfent 1or Lone Torm Care Faoilities

AHCA recommends that In 10ettinq aniadnrig oeovet

1) s&Ste_*Mho u!, be required to oubliclX gisclose their back-%v

Slata _ar4_jlygs and 2) the cumbersome lilmtat o,,gn rate

tfl4 LU.1..vmentO be eliminated.

States have been given greater flexibility in establishing

payment rates. The regulations# however, inappropriately establish

a process which will enble states to receive approval of plan

amendments with only minimal review or analysis by HCFA. In

providing states with flexibility there must be a better balance

between reducing the burden on states and ensuring that statutory

requirements are satisfied.

We recommend that states be required to disclose certain

data and information they have compiled and analyses they have

performed to make a OfindinqO that the rates meet the statutory
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requirements. Disclosure would neither reduce states* flexibility

nor Impose an inappropriate burden on them. With states having

increased flexibiliy and* the. HCPA. review being so limited, it

is essential that the public have the opportunity to monitor

the states. At a minimum, it is necessary that providers and

other outside interested parties have an opportunity to bring

to the states attention any factual errors in their data.

Finally# the Medicare upper limit should be eliminated

because it is unnecessary and inappropriate when applied to

state's prospective payment systems With tightening state

budgets and increasing fiscal restraint, states will not be

paying excessive rates to long term care facilities* In fact@

states will be using payment systems which encourage efficient

operations and cost containment in order to restrain the growth

of costs. Over two-thirds of the states use prospective payment

systems which provide incentives for eff-icient operations and

cost containment and almost all states include efficiency incen-

tives. The application of an upper limit based on the Medicare

retrospective system to the states' prospective systems is inapp-

ropriate, discourages prospective systems, and ignores the benefits

of prospective rates and efficiency incentives.

F nsibtity for Medicaid Long Term Care Costs

gAHCA rommends that states be provided with increased

fgloXibi.$y to. imlement measures for families to have som
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financial Lresponsibility for the cost @f Medicaid nursing home

services to their elderly members.

With the amount of Federal funds available to the states

for Medicaid being restricted and with state budgets being tightened,

the states need flexibility to be innovative and develop programs

which place some of the financial responsibility on families,

where appropriate, for Medicaid patients in nursing homes*

If the Medicaid program can no longer afford to pay for the

many recipients in need of long term care services, then states

should be given maximum flexibility to develop appropriate methods

for having adult children of institutionalized Medicaid recipients

contribute to the cost of their parents' care.

The Administration's proposal provides states some flexibility

but is limited in ccope and should be expanded to provide the

Secretary authority to grant states a waiver to implement "family

responsibility* programs. This waiver authority would provide

states flexibility to a develop program tailored to the circum-

stances in their particul'&r state.

Medicaid Copayment Requirements

AHCA recommends that any Medicaid co payment. under existing

state a thority or Proposals for new authority, not aP~ly t

r eilipents innursing homes,

Medicaid recipients in nursing homes are permitted to keep

a nominal amount (eeg. 025) of their monthly income but must
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contribute the remainder of. their Income toward the coot of

nursing home care. Thus the program already imposes substantial

cost sharing requirements on recipients in nursing homes.

The Administration has proposed requiring aopayments for

services by physicians, clinics, and hospital outpatient depart-

montse. Individuals in nursing homes are visited regularly by

physicians and sometimes receive services from a hospital outpatient

departments. We recommend that recipients in nursing homes

who also receive these services be exempted from an additional

cost sharing. If those copayments were applied to recipients

in nursing homes, the recipient would have to pay the copayment

out of the nominal personal needs allowance since all of the

recipients remaining income is contributed to the cost of nursing

home care. The funds from the monthly personal needs allowance

is- intended for p$e3sonal comfort items and other purchases.

not medical services. Requiring institutionalized recipients

who contribute almost their entire monthly income to the cost

of their nursing home care to also pay copayments on physician

visits and other services is unreasonable and unwarranted even

in these times of fiscal constraint.

92416 0-82-8
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Medicare and Medicaid Utilization of Physician Assistants and

Nurse Practitioners

FederAlly financed demonstrations have proven that physician

assistants a-nd nurse practitioners can perform cost effective

and high quality services which traditionally have been provided

by physicians. Physicians extenders have proven utility for-

monitoring care* providng routine medical services, and appro-

priately involving the supervisory physician if major medical

problems develop.

Congress has already recognized the value of physician

assistants and nurse practitioners to augment physicians '*i

rural clinics. Long term health care facilities are also appropriate

settings for their utilization.

The Medicare and Medicaid programs require periodic -hysician

visits of long term care patients and periodic recertification

of their continued need for care. Congress permitted in the

1981 Omnibus Budget Reconciliation Act that Medicaid recertifica-

tions could be made by physician extenders, under the supervision

of a physician. AHCA recommends that Physician assistant and

nurse practitioners# acting under the suDervision of a physician

and within the scope of their licensep be allowed to conduct

Medicare and Medicaid required visits and Medicare recertifications.
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medicaid Periodic ecertification

There is a federal requirement that every 60 days Medicaid

long term-care facility patients be recertified for the need

for continued care. The nature of most Medicaid patients is

that their condition seldom changes at least at that frequency.

Physicians recognize this rel-ity and so their involvement is

often one of *paper compliance.= It should be noted that although

the facility is held responsible for timely recertification,

the facility is not able to enforce this federal requirement

on physicians.

Longer recertifications periods, based on actual patient

conditions, are medically reasonable and administratively appro-

priate. Longer recertifications would be an effective way of

reducing costs since they would eliminate unnecessary physician

visits while maintaining quality of care.

Congress, in last year' s reconciliation act, made some

_roress in this regard by allowing recertification to be made

for up to 12 months for patients in public intermediate care

facilities for the mentally retarded (ICF/MRs)•. AHCA recom-

>uiends that the duration of Medicaid recertifications .be based

on the Dhysician Judgement of individual 'Datient conditions

and be Dertitted for up to 12 months.
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Medicaid Waivers for Home and Community-Based Care

.AHCA recommends some cost and. patient safeguardss to the

recently enacted DroVisln for states to seek waiver of certain

federal recuirements so as to provide home and community-base

ServicgestgMeicaid recipients in need of lona term care.

o Determinations of average per capita expenditures

under a waiver should include the costs of other major

federal benefits which would not be provided to Medicaid

nursing home patients, such as most Medicare benefits*

Supplemental Security Income (except for 025 for personal

allowance), food stamps, housing assistance, and social

services. Limiting cost comparisons to MedicaTd services

only is not v'iscally prudent.

o States should be required to specify for each type

of service covered their requirements for provider

eligibility, staff qualifications and training, quality

assurance and utilization review as well as estimates

of cost and utilization.

o Patient assessment and written plans for care should

be developed only by a qualified individual such as

a physician, registered nurse, or licensed staff member

of a long term care facility or home health agency.

Patient assessments should include an assessment of

the total needs of a person, notably medical, socialvand

functional needs.
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Utilization Review

Utilization review, the process designed to assure that

Patients receive the aDpropriate amount and level of ,are.

AfiQA gomSnds b revsd The seemingly straightforward

provisions 1861(j)(9) and (k) cause paperwork, administration

and professional burdens that we believe cannot be justified.

Some of the problems include:

* One hundred percent review* review of all

patients, leaves no room for a flexible

utilization review program. While this

may be only a minor problem with a small

number of skilled nursing facility Medicare

patients, the concept is adopted by Medicaid

where it constitutes an impractical demand*

* Review by committee or group of physicians

has proven to be an unaffordable and unoessary

requirement. Experience with the Professional

Standards Review Organization (PSRO) program

demonstrated that nurse and other reviewers

can adequately determine the need for services.

We recommend that 1861(k)(2), the requirement

that utilization review be only by physician
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committee, be deleted.

A problem exists when a state receives a

Medicaid waiver by developing an effective

alternate utilization review program, but

the Medicare program retains the utilization

review committee structure. This necessitates

the imposition of two different review programs

in the same facility. We suggest that the

Secretary be given flexibility and incentive

to impose the most cost effective, uniform

utilization review procedure for each provider,

no matter what federal program is involved.

There-are three issues related to long term care and within

the Committee's jurisdiction we wish to discuss briefly.

Pass Through of S upplemental Security Income Cost of Living

Lngreasea

AHCA Is opposed to the Administration'.s proposal to-

eliminate the mandatory pass through f federal cost of

li~jWLincreases of Supplemental Security-Income (SSI)

benefits. If enacted, this proposal could spell disaster

for-our poor aged, blind and disabled citizens. Forty-one

states provide these additional payments which- enable

/!
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the beneficiary to moot the cost of living in the state

The pass through requirement in effect prevents states

from reducing state payments when federal payments increases

There to a good reason to believe that if the requirement

is lifted# states will resume the pzaotice of .negating the

federal increases. The SSI recipient would receive the same

combined federal and state benefit they were receiving before

the increase, but would not receive the additional money provided
S

by the cost of living increase.

Many residents depend on SSI benefits to purchase

the care provided by licensed residential care facilities,

such as homes for the aged and retirement homes. The

overhead costs of the facilities will continue to rise.

These costs must be paid by the recipients of the care

It the homes are to continue to operate. Inadequate SSB

payments will not allow beneficiaries to purchase the care

provided by licensed facilities. The result will be their

exodus to unlicensed, substandard homes which are unsafe

and provide inadequate or no care.

Industrial Develonment Bonn

AHCA is deeply concerned over recent proposals to eliminate

or severely restrict Industrial Development Bonds (IDBs) and

othor forms of tax-exempt bonds. ,ACA recommends that Conaress

retain the use of tax-eXeapt IDBs for hearth care institutions
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such as nursing homes, and exclude nursing homes from any new

restrictions.

Industrial Development Bonds are extremely important to

nursing home providers and the milions of elderly, chronically

ill, and convalescent Americans who need long term health care.

The use of IDBs by our members has grown in recent years. The

need for this form of financing will increase in the coming

years and the importance that IDBu will play in the availability

of health care services cannot be overlooked.

There is presently a shortage of nursing home beds. Worsening

the current situation is that the demographics of' the aging

population indicate that thousands of new beds will be needed

in this decade to continue to provide services .to elderly individ-

uals in need of care. ,'he capital demand to construct these

needed beds will be enormous and IBDs are a critical source

of the.capital. Without Industrial Development Bonds, the potential

exists for a severe shortage of capital for developing the necessary

nursing home beds and services because the financial community

will not provide sufficient capital. Thus, eliminating or restrain-

ing IDBe may be equivalent to halting desperately needed expansion

in the long term health care area.

'Another consideration is that the Federal Medicaid and

Medicare programs have significant expenditures for nursing

home care provided to covered individuals. To the extent that

the cost of financing long term care facilities increases, because

IDBs are no longer available, the costs of the Medicaid and
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Medicare programs of purchasing these services will also Increase.

Therefore, the potential exists that not only will needed long

term care services not be available becaosoe of inadequate growth

in the industry, but also the cost of services to the Medicaid

and Medioare programs will increase because a more expensive

financing method would have to bed used in lieu of IDBs.

We recognize that there have been abuses in the use of

Industrial Development Bonds by some commercial firms,. _Howevere

rather than totally eliminating or restricting IDBs for all

firms. Congress should target its efforts at the specific abuses.

Nursing homes and other health care institutions are appropriate

-users of IDe and should not be penalized along with firms which

have abused this benefit. Health care institutions, and nursing

homes in particular. exist for the public good, provide necessary

and critical services which benefit the Community# stimulate

the local economy, and create a significant number of jobs.,

Tax Incentives for Family Contribution to Elderly Health Payments

Despite Medicare and Medicaid# more than one-third Of the

elderly's health expenses .are paid from private sources, usually

personal out-of-pocket expenses. This situation will worsen

as a result of government spending cutbacks in public health

programs.

The number of health cost burden for the elderly or their

families is nursing home care. In 1978, the private health
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care expenditure for the elderly was s747 per capita. Of that

total $279, or 37 percent# went for nursing home care.- Half

of all catastrophic health costs are incurred by nursing home

patients.

AHCA recommends that tax incentives be provided to encourage

and hetl _-Aamilies contribute to this Drivate cost burden until

Kublio benglits are expanded, Consideration should be given

to such proposals allowing the ded~ction of nursing home and

home-health care expenses paid by families on behalf of their

relatives.

Thank you for the opportunity to present-AHCAls budget

recommendations, for Medicare and Medicaid. We appreciated your

willingness to work with us last year to enact cost-effective

Medicare and Medicaid policies. .-There- are- opportunities for

new policies which would conserve program spending, improve

service to your constituents, and enhance the provision of long

term care services.' We look forward to working with you to

enact them this-year.
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INDIANA -

S (in thousands) FT79 . •

Categ; + Cpticnal. mbrOf
Service ft ae t Total I P~oifita

pCr $28,448 $ 92,558 $ 121,006 52.0 22,785
w 30,560 30,560 13.15,83

* 9,240 11,828 21,068 9.0 . 1881

Other1  18,986 41,331 60,317 25.9

T $56,67,4 $ 176,277 $ 232,951 100

IOWA

S(in eoads) - FY79 79
M. Needy~mr .

Catag. - + optional tkuer of
S ice ca . Neldv Total % Pecleients

$14,340 $ 70,421 $ 84,761 55.9 20,403

4, 1,251 1,251 .8 458

iCF-" 20,853 12,301 33,54 21.9 1,685

Other1  17,238 15,242 32,4_0, , 21.4

Total $52,431 $ 99,215 $151,646 1OOt

no data orte

1 ate. Needy wunt represents only optioal services$ Medically N~eedy* +Ot.
cateq. Nedy aomt represents all services.

Soure a Medicaid State .mbles Fiscal Ye.r 1979 (H a rpubllshed)
• * "" t. " • .............................-.......... .. •"""". ."

$ inounu1A) m



128

s (1J -- ' FY79 ..
$

(:tg . * ° : Of

$13,36 $ 46,171 $59,537 44.0 14,626
" 1,751 1,751 1.3 934

ZU'7 21,074 8,030 29,104 .2.-. -106;
66.9 19,234Othe1 10.7m 34.184 4".939- IL

Tota $45,215 $ 90, 136 S35,3S1 1001

. .- KIN OY

Itq rmtaaIt~ OCat". + Optcl Rro

at catw N -4ady -P-r1Rqt

$22,967 $ 41,267 $64,234 42.4 14,411
Or - 17,477 17,477 11.6 4,541
=-W 11,128 3,745 14,873 .- Al 11

63.8ot~l Z, 3 f,"o9 H.902 -HALss

'TOa. $2,3S8 $ 89,09 $151,486 100t%

WCUUANA

I (ina thouanda) Ff79"

, tew. + Op.tialP . .wb. of

$ 43,672 $ 78,397 $122,069 - 50.0 26,440
H* - 2,803 2,803 1.2 874
=-m 38,464 15,337 53,801 22.0 4,065-r 31,079

OU -- 46,678 18,752 65,430 26.8

Total $128,814 $ 115,289 $ 244,103 100%

MAINE

$ (in thouswd) - f7 F7
Had. NedCl ..o -+ Cpc of

svm Hof . cati.a Me&~ Of

$ 9,962 $ 43,101 $ 53,063 64.3 9,575
- • 2,462 2,462 3.0 530

67.3

$9,493 $ 63,035 $82,528 100t

- da ta rmr1-
* atc7 svics

MeI~tg. Nmedy ==~t r~ressts am1y qwtAwa1 services, Mdicanly thiny + Opt.
Ca". sedyamunt reprmmts aU srvice

Scm~i : Msdic Stat Tables FrLsal Year 1979 (HA : ) shod)
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MARYLANO

e saidi - I

ftd.Ne
cieq. + Optitau

l$18,94 $ 71,161
• 2,340

1c m

Oheal 15,916 31,270

Total $34,857 $ 104,771

LI;

79 _______

N~ter Of

$ 90,102 64.5 -- 14,587
2,340 1.7 793

47,186 33.8

s 139,628 100t

MASSACHUSETTS

S (in thosaids) - y

Other
1

Total

Categ.

$22,860-

17,699

44,156

$84,715

Mod. Needy
+ Optiamal

$ 83,439
7S,343
29,308

$ 260,253

Total

$106,299
75,343
47,007

116,319

$ 344 o968

30.8
21.9

66.3
33.7

100%

PY79

29,553

34,415

4

MICHIGAN
- (in thousands) - TY79 PY79

catq. - +.tw pbe of
Serce caq. Medy Ttal k ies

c $ 30,716 $ 91,338 $122,054 22.2 24,008
• . 116,072 116,072# 21.1 22,374

rcle.G 71,405 38,466 109,871 19.9 2521
"3.T2" 51,893

Other1  109,571 93,410 202,981 36.8

Tota $211,692 $ 339,286 550,978 100%

MINNESOTA

+ Cptticsal Amber of
Service Ned cam 22& Ttal Paci_________

ma $21,921 $ 69,724 $ 91,645 24.9 23,251
w * • 117,496 117,496 31.9 19,673
Ia'-H 38,961 33,383 72-,344 19.6 11.411s7-. 4,398
Other 26,734 60,093 86,827 23.6

cta1 $07,616 $ 280,69 $368,312 100t

no dat ae9O-ted
smwoty service

1 tev Needy aiamt cremset Cnl? 0On~w ser±C5 medically Needy + opt.
cate. Needy a mt represents all services

Sawce 3 vAdicaid State Tables Ftisc,4 Year 1979 (HCM"A s LtW shede)
I.... ".. ..... . .* , , •"- ;"*

i
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tin ~h~inda~

$ 5,1690

2,670

"m. meany+ 01m:11cel",

$ 8,136
24,250
4,142

23,291 " 5,408

$31,651 $ $51,936

$ 13,826 16.5
24,250 29.0
6,812 .L

53.7

$83,587 100%

M&NORI

$ (In thums - 7,179
Mod. Heay

$40,936 $ 33,655 $ 74,591 44.8 16,297
Sw . 1,052 1,052 .6 525

17,956 17,956 10.8 1.909-W S"-r 18,330
Obii 26,229 46,756 72,985 43.8

a $67,16S $ 99,419 66, 584 100%

I Anu tb ,snds) - 7179
. Mdact. o wtaae

$3,690 $ 19,087 $ 22,777 55.9 4,881
S . 1,745 1,745 4.3 930
XW-W 2,308 1,510 3,818 9..A 315

372.4a. 69.6 6,126Other' 3, 762 8,674 2, 436 69.4 sli

Total $9,760 $ 31,016 $ 40,776 100%

NEBRASKA

t Un ) - r779 7 .79
Cteg. + Opt±ms Abuesr of

Service Nff lt. NeedY Total I

S $13,186 $ 26,335 $ 39,521 55.2 9,267
'* 4,200 4,200 5.9 838

=-W 7,135 2,884 10,019 14.0 MR
75.1 10,913

Ohc 8,239 9,560 171799 24.9

Totl $28,560 $ 42,979 $71,539 100

no idata -zp=ra
* Mi dtxy seegic
1 itag. Needy womt rupmosat aily optlcaua sexvicesu maica1y Needy + Opt-.

Ctaq. feedy mwxit reresents all services
SMurce i wdca4d State Tables Fiscal Year 1979 (Ha : thetblshd)

91415 0-82--9

Other
1

TOW

Amuber of

3,652
5,722

lA .

10,215

I | I I i
-rtwr



126

NEVADA

S (in thousands) -MF79
Mod. Ne

c4. cq. tL ' a tNed A. cale: ient ,

$ 1,224 $ 12,105 $ 13,329 50.5 2,060
S.F 974 974 3.7 563

72 2,550 2,622 9.9 168
64.1 ,i.

Ot:her1 -LVX -- LI .2, 462 Il

TOta $ 2,596 S 23,798 $ 26,394 1001

NEW HA JSI IRe
s (in thosands) - f79.-

i + q~lal Atbe of

sCr $1,176 $ 32,547 $ 33;723 70.0 4,706
s . 1,116 1,116 2.3 423
xCr"m 47 2,859 2,906 6.1 291-735,422
thw1 3,059 7,359 10,418 21.6

Total $4,282 $ 43,881 $ 48,163 100%

?IEW JERSEY

.. in thousands) - TY79
M~ Needy

£ataq. + Optiousi tkdm at
M& Cate. iteed Total 9. cioients

$ 53,680 $ 210,771 $ 264,451 56.8 30,978
s..* 9,792 9,792 2.1 2,813

Ot=68,519 123,010 191,529 41.1

Total $ 122,199 $ 343,573 $ 465,772 100%

NEW MEXICO

$- (in thousands) FY79 FY79
Md. Needy

ctaq. Cptional t o
service Q . -e2!! ToWal %Becioients

I $ 4,530 $ 9,510 $ 14,040 47.7 2,986
SW- 537 537 1.8 250
la-m 3,843 1,184 5,027 A7.1 460

66.6 3,696
Other 1  7,227 2,594 9,827 33.4

Total $ 15,600 $ 13,825 $ 29,425 10o

" data reaw:,t
* mratcy service
I Cjtq..eedy s8rxo t repraerswt only optinal services, medically Needy + Opt.

cataq. %aedy ao.mt. represents all services
Soulve ,oica. State Tables Fiscal Yea" 1979 (CiA * 1Vpublished)
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NEW YORK

$ (in ft - -51 9 m

QW0 + Optiams1 ccsra

$ $ - - 7,012
* " - 16,540

othg 1 9,60 - -

,1 $ $ $ " 100t

niORH CAROLINA

ur $13,93 $ 43,440 $ 57s,433 25.6 12,910
t 37,3"54 37,546 16.7 9,561
r-W 19,272 13,259 32,531 4 1r837-

oti.r 42,900 S4, 2  96,92 43.2

TOW $76,163 $ 148,327 $ 224,492 100%

NORTH OAKOIA

Md. Ntidy
c .~q + 401di,=ud Mubw of

$ 1,320 $ 6,960 $ 8,280 25.3 1,769
S *- . 12,994 12,994 39.7 2,690

MAC 2,436 .,994 1,430 35.0

$ 3,756 $ 20,940 $ 32,704 100%

OHIO

, olld ) - rFf79

* toi't+A-m1 - .a z at

$ 29 $ 64,247 $ 64,276 16-.? 17,837
ow * 50,800 150,800 30.0 27,914

26 62,000" 62,026 12.3 38969

Ott= 34,046 172,60. 206,706 41.0
3. $ 34,101 $ 469,707 $ 503,808 106o%

-n data u
* mtcgy sm'ic

* I q. NSOAY umt ta my optlauda services Mdi lp y N4 y + opt.

1faftody uwuit rputaalservicuewSta t e bl s al Yea 1979 (NM '?.sW
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OIKLAHOMA :-:

(in t-ousards) TY79ra
Md. Needy

Ctaq. + Cpt±qa1 %,%=ba Of
r -su M _

8CF $ 71,310 $ 39,904 $ 111,214 53.5 23,207
Sw - - -.cr-M 204 32,065 . 32,269 .5 i . 1,421

69.0 25,128.
Other 25,114 39r320 64,434 31.0

$ 96,628 $ 111,289 $ 207,917 loot

OREGON

$ (in thousands) M- 9 n7,9
?Md. Needy

Categ. +. optla&lIz of
18

$ 8450 $ 37,246 $ 45,696 38.8 11,191
S" 4,88 4,886 4.2 1,434
I -M 1,473 31,541 33,014 Is a- '29971..0 ].4,924

Total $20,837 $ .96,874 $ 117,711 100

PENNSYLJVANIA.

$ (i.- d ) - M-79FY
- Mad. Needy'

ctag. + opumr of

$ 20,901 $ 71,134 $ 92,035 10.5 20,674
SNP * 160,137 160,137 18.2 29,837

81,860 96,703- 178,563 20.3 .7 4

Oj1 A 122,636 325,576 448,212 51.0

TOW $ 225,397 $ 653,550 $ 878,947 100t

RHODE ISLAND

(in Oxusands) - FY79 FY79
I~d. Needy

~t~g. + Cotia1.mero
S"i Big CM I-~ a 21t TWI Pacivients

1Cr $ 7,126 $ 36,315 $ 43,441 45.1 7,166
* - 3,247 3,247 3.4 480

CT-+M 9,493 7,J99 17,492 18 2 1.115
8,761

Oh 13,149 18,995 32,143 33.3

TOW $ 29,767 $ 66,556 $ 96,323 100%

- no data reported
* mndatay mezics
1~~q 4sNedy awmzt represents cnly optical services' Zmsdcaly Needy + opt.

Categ. Needy Am~nt represents all services
Source Micd Sate Tables Fiscal Yea r 1979 (HM i QIpiblished)

/
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SODU CAROLINA

N,. 44IaI in - Y

$ 7,37

IXf"M 4,707

m 1 21,913

'~I'.3 $ 33,"9

$ 38,612
27,62
10,561

,]0,440

$ 87,275

$ 45909
27,662
15,268

321,s

$121,274

37.9
22.8

26.7

1001

Mew of

9,496
7,655
1.60118,752

SOUTH DAKOTA

4n wing!)g' € am

$ 5,960 $ 15,192 $ 21,172 56.8 4,658mu 2,258 2,258 6.1 6875,804- 4,316 10,120 .22.j.

11.0 6,157

Total $13,704 $ 23,S57 $ 37,261 100%

$ (n t . ... r ....
atew. + copima. t b Of

$ 30,240 $ 85,34 $ 115,274 50.1 21,331
sw 3,148 3,148 1.4 2,121

-M 27,M0 3,373" 40,913 .7,A_ I _ A •

Ohwl 39.895 69.3 2S,676Oqdr1201 03 70,13;30.

Total $ 97,675 $ 132t293 $ 229,968 10o

TEXAS

$ (in Mous"ELS) -- 79
~taq. . y~a

.ae -~ + pic

$ 312,827 $ 243,761
~n " 26,976

ur"M 92,79 39,401

Total $272,347 $ 340,343

$ 356,588
26,976

132,199

96,6279
$ 61,2,690

1

58.2
4.4

84.2
ALOL

100%

81,8182
8,249

11 ,202101,2

no ftts roptad
* mudkty service
I a". Needy ammt rpremta cly sptiamsa sam s . Me. dically Needy + CPt,

*uq. Nesedy wamt reamts AUl serviefm
Solic 1.bdlqw. stat Tables risma3 Year 1979 (MMA Lwpblshed)

a 14 " "%P.M %Am% - WWIG
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UTAH

s (in gJQsnd72) My9
~~~o. Newy

$ 6,503 S 13,213 $ 19,716 31.8 5,471
* . 6,029 8,029 12.9 2,517

ia-.m 6,705 6,609 " 15,314 24.7 112
Oher 1 6,000 13,029 19,029

'TOtda $ 19,208 $ 42,880 g 62,088 100%

VERMONT

(in thusands) -M9 rY79
" q. + a -M.d.,.._.y

Service Tota I Lin

ICT $ 2,769 $ 13,739 $ 16,508 43.3 2,939
SW 697 697 1.8
=-M 4,910 2,420 7,338 .. ,a-. 1 6~4.43,2

Other 4,476 9.67 -1JA I

Total $12,163 $ 23,926 $ 38,089 100%

VIRGINIA

$ (in thoisards) - FY79 FY79
Fd. Nedy

'Cita. + tOpdtem of
service 2!&al ___ ~ i~ut

$ 30,204 $ 76,749 $ 106,953 53.3 15,739
w 3,880 3,880 1.9 1,552
Ca-M 16,200 9,859 26,059 13. J. -9

68.2 2Q,247
Ote 1  27,656. 36124 63,780 31.6

Total $ 74,060 $ 126,612 $ 200,672 100%

WASHINGTON

$, ( e thousands) - FY79 F7
Mod. Nfedy

cae. + Optcaial Pmzber of
service ca ag Total 4 )cioielt$

1CF $ 3,342 $ 30,770 $ 34,112 16.6 6,030
- 63,725 63,725 31.0 14,418

ZCI--M 35,701 - 3S,701 17-A 1' 11

1-65.0 22,83S
Othe r 31,241 -40154 7,79 1.0

Tota3l- S 70,284 $ 13S,043 $205,327 100t -

- no data re~orted

2 it. Needy wmmmt represents caly
Cataq. ftedy arot represents

Souce i .Mosd4c-,kd State Tables tiswal
% -.., 1. : * , ; , . . ..

)Pticxial SOZVices: Medically \%eedy + cpt.
an4 services
Year 1979 (Ha% a Q,;blished)
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WIlT.VIRGINIA

Maeo

Sw $ 23,605 $ 14 $ 23,619 57.6 4,475
3- - - - .

16,08 57.6 4,475ouL 1 os_ ,2 Of7,211 42.4'

-e] $ 39,690. $ 1,310 $ 41,000 -00M

WISCONSIIN

4ttg +optim"a R~bO t

$34,217 $ 20,038 $ 62,255 15.7 8,595
SW• 195,004 195,004 49.1 3

t 14,460 4,759 19,219 -4.8-469.6

Oth-l 46,030 14,997 1

Ta $94,707 $ 302,718 $397,4" 100%

In II I~ l I I i Ul

Sl (in thummsI - 1rY79
Msd. tmd

Ch Optimnal

u-
Total $ $

Ttl $ - $ - $ - 100%

-no dtarpwte

1 tol Needy am" r*rsutsmy optional sarvicest Iodioaly Needy +_Opt.
fkff.goymitrepriswits all sozvicee

Tic. cii ftate Tables risal Your 1979 04HM i IMPjlished)

~2

lNubmrof

592

592

a (in thmmorAwl - rm
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Mr. HERMELIN. The AHCA urges the committee to reject propos-
als which merely shift Federal cost to others or which have severe
impacts on certain types of recipients, services, or providers. With
the Administration's commitment to soon bring forth two funda-
mental changes in Federal health care involvement-a competitive
health care program and federalization of medicaid-it is particu-
larly inappropriate to consider disparate and potentially counter-
productive spending cuts. If the Congress must cut in these two
programs, we suggest that there are greater opportunities to
achieve savings-in medicare. It is our experience that most State
medicaid programs have been very aggressive and innovative in
their cost containment efforts. And such State efforts will continue
because of State budget problems, independent of any further Fed-
eral action.

I Wish this morning to focus on two specific recommendations.
First, enactment of a Medicare prospective payment system for
nursing homes. And, second, our opposition to the administration's
proposed cut in Federal medicaid payments for optional services
and optional groups of individuals. I call your attention to a table
followingpage 12 of the written testimony, and the appendix which
provides State-by-State data on what would be the impact of these
cuts.

Our first recommendation is that the medicare program can
achieve significant savings and enable long-term care beneficiaries
to receive the appropriate services in the least costly setting by im-
plementing a prospective reimbursement system for skilled nursing
facilities, SNFs.

There is a serious problem with the lack of participation by long-
term care facilities in the medicare program. As a result, many
medicare beneficiaries in need of SNY care are not able to receive
the appropriate care, and they are backed up in expensive hospi-
tals awaiting SNF placement.

Medicare's inappropriate pa ment system is a major reason for
the lack of participation by SNF's in medicare. If medicare adopted
a prospective payment system, more SNF's would participate,
beneficiaries would be able to received SNF care more promptly,
and the medicare program would achieve long run savings by
paying for SNF care in lieu of hospital care, and by providing in-
centives for efficiency and cost containment.

According to a national survey conducted in 1980, there may be
-s many as 19,000 medicare beneficiaries backed up in hospitals
waiting for a SNF bed with consequent medicare dollars being
wasted. This survey indicated that medicare was paying for more
than 6 million days of hospital care per year for patients for whom
a bed in a SNF could not be found.

First, some relevant facts concerning medicare in nursing homes,
which provides a very different picture than the hospital area.
Nursing home services are a small component of medicare. Less
than 2 percent of medicare program costs are for nursing home-
services. Similarly, medicare accounts for a very small proportion,
approximately 2 Drcent, of total payments for nursing homes.
About one-third ofPthe SNF's choose not to participate in the -medi-
care program. And many who do participate choose not to take
medicare beneficiaries if other patients are available.
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Congress was concerned about the inadequate access of medicare
patients to SNF's, and in 1980, instructed HCFA to study the
causes and the extent to which laws and regulations discourage
medicare participation. In response, HCFA funded a study by the
Urban Institute, which supports the finding that medicare patients
do not have adequate access to SNF beds because of provider reluc-
tance to participate in the program and/or admit medicare pa-
tients.

The use of a prospective payment system for nursing homes is
not simply an untried concept when it comes to nursing homes.
The virtue of prospective reimbursements are known. Over two-
thirds of the State medicaid programs have successfully employed
prospective payment systems for nursing homes for several years.
The experience is that prospective reimbursement has proven to
reduce the growth in cost. I th ink much less leadtime would be nec-
essary to implement a prospective system for nursing homes than
hospitals. A fiscal year .1983 proposal along this line for nursing
ho- es I think would be entirely feasible for implementation.

There are, obviously, various ways fori constructing a prospective
payment system. And we would be happy to consult with the mem-
bers of the committee in developing the details.

AHCA's second recommendation is to urge the committee to
reject the administration's proposal to cut Federal medicaid pay-
ments to States for coverage of optional services and optional
groups of individuals.

Long-term health care services to the elderly, poor, mentally re-
tarded , and other low income Americans wouldbe severely harmed
by this proposal, which would be a $600 million cut in fiscal year
1983 medicaid spending. Please remember that last year Congress
enacted deep cuts in medicaid. States, providers and recipients are
only now beginning to feel the impact. And please remember also
that more than 60 percent of the cost for so-called optional services
and recipients is directly spent for the care of residents in nursing
homes. The administration leaves the impression that "optIona" is
synonymous with "unnecessary" or "less than essential." This-is
clearly not the case. Indeed, it can be persuasively argued that
many of the optional recipients and optional services are of a
higher priority than some of the required-services. Some services,
in fact, are life sustaining. The fact is that while they are statutori-
ly optional, every single State in the country provides one or more
of the optional services, and have selected one or more of the op-
tional groups for coverage.

With regard to long-term care the largest optional group is the
medically needy. They are individuals whose income is just above
the welfare level, but who have incurred major medical expenses
which bring them below that level. Most of the residents in nursing
homes who are medicaid eligible fall within the medically needy
category.

The primary optional service is that provided by intermediate
care facilities or ICF's. Each and everyone of the 49states partici-
pating in the medicaid program i' clude the ICF program as a com-
ponent of their service package.

The fiscal impact on the States is far more severe than a 3 per-
cent reduction would imply. The States would have to increase
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spending for optional services, and optional recipients, by 9.8 per-
cent to 26.4 percent just to offset the combined impact of the pro.
posed 3 percent cut, and the 4-percent overall medicaid cut enacted
in the 1981 Omnibus Reconciliation Act.

On behalf of the AHCA, I want to thank you for the opportunity
to testify before you today. - _

Senator DURENBERGER. Thank you very much. Let me ask you a
general question. YQu did a very good job of pointing out the
supply/demand problem of nursing home facilities in America.
What would you point to as the main problem or main problems in
expanding the supply to meet the current demand?

Mr. HERMELIN. Increasing the number of long-term care beds
that are available for both medicare and medicaid?

Senator DURENBERGER. Right.
Mr. HERMELIN. There are, as in most instances that we have

talked about today, a number of factors that contribute. Gary,
would you want to address some of the specific ones?

Mr. CAPISTRANT. Well, I would say the most obvious is theimedic-
aid reimbursement system, particularly the level of reimburse-
ment. Half of the nursing home revenues comes from medicaid.
The medicaid levels have been historically low and are becoming
even lower. Another factor is limited capital resources for construc-
tion and rehabilitation. There are major needs for capital just to
maintain the present service capacity to the growing elderly popu-
lation. The future need for new beds is formidable.

Mr. HERMELIN. I might note that 60 percent of the nursing home
patients are medicaid recipients. On one hand there are efforts to
constrain Government costs, which are- appropriate, particularly
under the economic conditions we have today. And on the other
hand, you have the demographics of an increasing aging popula-
tion. Reconciling those two is going to be quite difficult.

Senator DURENBERGER. You talked about prospective reimburse-
ment for medicare. Is there any reason why we can't treat the
needy elderly in much the same fashion as we treat elderly quali-
fied under medicare in terms of prospective reimbursement?

Mr. CAPISTRANT. I am not sure I understand the question, Sena-
tor.

Senator DURENBERGER. Well, the two sources of funding access to
long-term care for the elderly at least in todays environment are
medicare and medicaid. We've spoken about prospective reimburse-
ment for medicare. Is there any reason why we can't Use prospec-
tive reimbursement under medicaid for the needy elderly?

Mr. HERMELIN. As I indicated in my statement, Senator, more
than 30 States have implemented prospective reimbursement sys-
tems in medicaid. More are considering it right now. It has proven,
in the medicaid area, to be a restraint on the growth of program
spending. Many States have put in incentives so that providers are
rewarded for operating efficiently and economically. SoI think the
problem is more with respect to medicare that is limiting the abili-
ty to move to a prospective system. Only a few States use a retro-
spective system in their medicaid program.

Senator DuRENBERGKR. Why aren't the other 20 States imple-
men-ting prospective reimbursement? Is it because of the optional
nature of' the services? ,
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Mr. (3APISTRANT. First of all, the Staes which use a prospective
system are the larger States. Thus, a larger percentage of medicaid
spending is made in using a prospective method than is indicated
by the number of States figure. Some of the States, I would
assume, just do not have enough of a medicaid nursing home pro-
gram to warrant a specialized system. Obviously, as their budget
situations have worsened, they are increasingly looking for more
efficiency-inducing methods. Certainly if the medicare program in-
stituted a prospective system based on 'the best of the State medic-
aid experience, I would assume that the rest of the medicaid pro-
grams would follow the medicare lead, as they do with many other
services.

Senator DURENBERGER. You must know that there is authority'
under existing law to unify medicare reimbursement with medic-
aid. Medicare could pay up to 10 percent more than the State medi-
care can for skilled nursing facilities. As you indicated, a majority
of the States are setting rates prospectively. Would you not support
the implementation of existing law?

Mr. HERMELIN. I think we would. Let it be pointed out that the
Department has never issued regulations under that provision in
section 249(b) of the 1972 amendments. That has been a disadvan-
tage to those States that wanted to take advantage of that. While
we think that is a useful way to go in terms of dealing almost on
an experimental basis with prospective payment, nursing home
providers would be more than willing to go beyond that and sup-
port a prospective reimbursement system for the entire medicare
program. Since not every State uses a prospective system and some
systems are better than others we think to do it under the existing
law, section 249(b), would be too limited of an approach to the prob-
lem.

Senator DURENBERGER. Thank you very much. Were you going to
add something to that?

Mr. CAPISTRANT. I was just going to say, Senator, the provision
that you indicate is do it on a State-by-State basis. If you would
only take that very small step on the medicare side that we would
recommend that it be made a facility choice rather than having
that apply to all or none of the facilities in a State. -

Senator DURENBERGER. Is the association comfortable with the
proposal to federalize medicaid?

Mr. HERMELIN. While'the association has not taken an official
position on it, we have raised numerous questions about it. And at
this point, our opinion is that the concept is too vague. We have
seen so little in terms of what it might be, in terms of elbiity, i
terms, of reimbursement, whether it will be used by the Federal
Government as a means to restrain costs only, that we are uncom-
fortable until we see details. The concept itself does not bother us.
But 'like many other vague concepts, we must hold off in terms of a
specific position on it until we see some specifics. Then we will be
happy to work with both the Congress and the administration in
developing its impact on long-term care.

Senator DURENBERGER. I think people are faced with the prospct
of having to make that decision fairly quickly. Thus, it wouldbe
very helpful to me if you would supply me with the questions you
'have raised and recommendations you have made about the flder-
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alization of medicaid. Or if you believe that there is a preferable
alternative with a State base but with, a Federal role, would you
provide us- with that kind of information? You don't have to take
an official association position on it, but the best thinking available
in the shortest amount of time would be very helpful.

Mr. HERMELIN. We would be happy to respond to you personally
on an unofficial and informal basis.

Senator DURENBERGER. Thank you very much.
Our" final witness is Mr. William Samuels, legislative liaison for

the National Treasury Employees Union, Washington, D.C. Bill,
thank you for being here.

STATEMENT OF WILLIAM SAMUELS, LEGISLATIVE LIAISON FOR
THE NATIONAL TREASURY EMPLOYEES UNION, WASHINGTON,
D.C.
Mr. SAMUELS. Thank you, Mr. Chairman. My name is William

Samuels, legislative liaison for the National Treasury Employees
Union. Mr. Chairman, Mr. Klepner was called away at the last
minute and he has asked me to appear in his place. And I will
summarize from our prepared remarks.

I appreciate this opportunity to present the union's view on the
administration's budget submission for fiscal year 1983 concerning
Government health programs. And I would like to specifically
direct my remarks to that proposal which would mandate coverage
of all Federal workers under the medicare system.

Let me indicate at the outset that our union is firmly opposed to
the adoption of a universal medicare system. In our view, the pro-
posal violates the principles of sound economics and of equity.
Under the administration s plan, Federal employees would pay 1.3
percent of their earnings up to the current social security maxi-
mum of $32,400.00 to finance universal medicare coverage. This
program would entitle Government workers with a required
number of years of service to qualify for medicare at age 65.

Federal employees have not been included under medicare for
sound and well advised reasons. In 1959, the Congress created a
Federal employees' health benefit program to provide comprehen-
sive health care to both active and retired Government workers.
Unlike most plans at the time, the FEHB extended medical cover-
age to retired employees, protecting this group of individuals from
the high cost of health care which must be borne by the elderly.

Six years after the creation of the FEHBP, Congress enacted a
medicare law. Since Federal employees did not need nor did they
desire coverage under the new health care system, Congress did
not include them under this program.

The administration is now seeking to reverse this long-standing
policy on the grounds that the vast majority of Government retir-
ees will receive medicare without having to pay the payroll tax.
OMB, however, has not supported this claim with any evidence.
And we urge the committee- to keep in mind that those Federal re-
tirees who receive medicare do so only according to law.

Through changes in these requirements in the next few years,
the social security system is itself reducing the number of employ-
ees who can work a relatively short period of time in the private

N
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sector and thereby qualify for social security or medicare. This
year, work was only 32 quarters or 8 years of coveredemployment
to receive medicare benefits. By 1990, they will be required to have
40 quarters or 10 years of social security credits to be eligible. As
the number of necessary quarters steadily increases, fewer and
fewer Federal retirees will be found on the medicare rolls,

The administration maintains that universal medicare coverage
will help mitigate the financial difficulties of the system. Including

_ Federal employees under medicare, however, will only increase the
funding problem. In fiscal year 1983, the 1.3 percent payroll tax on
the earnings of Federal employees would generate an estimated
$619 million in revenues for the HI trust fund. If we-assume that
the 1 million individuals age 65 and older presently receiving civil
service retirement annuities were also eligible for medicare and
take the average payment and apply it to this group, the additional
cost to medicare would be $890 million.

Moreover, Federal salaries upon which the 1.3 percent tax would
be based are rising at less than one-half the rate of medicare cost
increases. The disparity between revenue and outlays will only
grow as the medicare tax becomes increasingly inadequate to cover
the claims made by Federal retirees.

It is possible that under current funding the HI trust fund will
---be depleted by the end of this decade, according to the report of the

National Commission on Social Security.
During the same period, Federal retirees will be drawing more

from the medicare system than they will be by contributing on an
annual basis. Rather than moving the HI trust fund toward solven-
cy, the administration proposal would exacerbate its difficulties.

As we mentioned earlier, the 1.3 percent payroll tax on Federal
employees would increase revenues by $619 million, while the
medicare claims for this group would result in an outlay of $890
million. The $271 million shortfall could only be eliminated by re-
quiring that Federal agencies match the employees' contribution to
medicare. In order to generate these funds, agency budgets will
either-hmve to be increased or vital programs would have to be

Sliced. In an obvious case of having to rob Peter to pay Paul, the
universal medicare coverage would drive up the cost of domestic
programs or hamper the delivery of vital Government services.

During a period of soaring budget deficits, we are certain that
the American people will not support unnecessary Government
spending, which, in this case, would not produce any additional
services. We submit that universal medicare represents a false
economyboth for the health care system and for beleaguered
agency budgets. And should be rejected by this committee. Besides
the economic considerations, however, the question of fairness to

-Federal employees and retirees is also important. As the repre-
sentative of over 120,000 individuals who are present or former em-
ployees of the U.S. Government, we can assure the committee that
our members are willing to make sacrifices along with other
Americans for the economic well-being of our Nation. But it is diffi-
cult for our members to accept that for the past decade they have
been forced, not asked, to bear a disproportionate share of this
struggle.
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The addition of universal medicare as well as the other changes
in Federal pay and retirement proposed by the Reagan adniinistra-
tion, would place yet another burden on the incomes of Federal em-
ployees and annuitants.
I For example, the President's budget calls for a 5-percent pay cap
on the annual comparability adjustmen, for Federal workers, well
below wage gains reported in the private sector. In addition, premi-
um costs under the Federal employee health benefit program have
been increased by as much as 30 percent. The addition of the 1.3-
percent medicare payroll tax would virtually eliminate any hope
by Federal employees that their salaries would keep pace with
rising costs. The medicare tax would fall most heavily on those
workers at the lower-end of the general schedule.

We believe that the tax is an unfair burden on all employees.
Nevertheless, the fact that the deduction is a flat percentage
makes it disproportionately heavy on lower paid employees.

We urge the committee to remember that approximately one-
quarter of the Federal work force earns an income which the
Bureau of Labor Statistics deems to be at or below the minimum
budget for an urban family of four.

As you know, a special Commission is currently undertaking a
comprehensive study of the future of the social security- system,
and will not issue its report until the end of the year. In view of,
this fact, we believe it would be premature to implement an aspect
of universal social security coverage before the issue has been care-
fully studied.

In conclusion, we dispute the administration's claim that univer-
sal medicare would improve the solvency of the health care system,
and-would also rectify past inequities. Any initial infusion of funds
into this system would only be canceled by future liabilities. We,
therefore, urge this panel to reject the universal medicare proposal.

I, again, express my appreciation to you for allowing me the/op-
portunity to appear today, and would be happy to answer any ques-
tions.

[The prepared statement of Jerry D. Klepner follows:]
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UNION

I am Jerry D. Klepner, Director of Legislation of the National

Treasury Employees Union. Our union is the exclusive representative of

over 120,000 U.S. government workers in numerous Federal agen-t-ies.

We appreciate this opportunity to present our views oA the Administra-

tion's Fiscal Year 1983 budget submission concerning government health

programs. We would like to specifically direct our remarks to that

proposal which would mandate coverage of all Federal workers under the

Medicare system.

Let us indicate at the outset that our union is firmly opposed to the

adoption of the so-called universal Medicare scheme. In our view, the

proposal violates, the principles of sound economics and of equity. We know

that this Committee has the awesome responsibility of examining programs

which have a great impact upon the health care of millions of Americans.

We are fully aware that the Medicare system is under a financial strain.

Neve theless, we submit-that placing Federal'workers under the program is

not a viable solution.

Under the Administration's proposal, Federal employees would pay

1.3 percent of their earnings, to the current social security maximum of

$32,400, to finance a universal Medicare coverage plan. This program wotild

entitle government workers, with a required number of years of service, to

qualify for Medicare at age 65. Currently, only thgLe individuals who are

eligible for social security or who pay Medicare premiums can receive -

benefits under this program.

To justify this change, the Office of Management and Budget (OMB) claims

that in the next few years 80 percent of Federal workers over 65 will qualify

for Medicare coverage on the-basis of spouse earnings or periods of

employment in-he private sector even though they did not pay the Medicare

tax for the majority of their careers. According to theAdministration,

universal Medicare coverage would improve the solvency of the Health
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Insurance (HI) Trust Fund, which finances the system, and would constitute

more equitable treatment of Federal workers.

While these contentions appear reasonable at first blush they will not

withstand further scrutiny. Federal employees have not been included under

Medicare for sound and well advised reasons. In 1959, Congress created the

Federal Employees Health Benefit Program-(FEHBP). This system provides

comprehensive health care to both active and retired government workers.

Unlike most plans at the time, the FEHBP extended medical coverage to

retired employees, protecting this group of individuals from the high costs

of health care which must be borne by the elderly. Six years after the

creation of the FEHBP, Congress enacted the Medicare law. Since Federal

employees did not need, nor did they desire, coverage under the new health

care system, Congress did not include them in the program.

The Administration is now seeking to reverse this long-standing policy

on the grounds that the vast majority of government retirees will receive

Medicare without having paid the payroll tax. The OMB, however, has not

supported this claim with any evidence. We urge the Committee to keep in

mind that those Federal retirees who receive Medicare-do so only according

to the requirements of the law.

In 1965, when Medicare was created, virtually all individuals who were

age 65 and older gained coverage, including former government workers.

Because over i5 years have passed since that time, most of these individuals

are no longer alive. Other Federal retirees who qualify for Medicare

coverage do so because they are also eligible for social security as a

result of periods of work in the private sector. We must emphasize that

these retirees only receive benefits pursuant to the strict quidelines of

the Medicare and social security laws. According to the statute, a worker

must be employed in private business for a precise number of quarters in

order to satisfy eligibility requirements.
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Through changes in these requirements in the next few years, the

social security system is itself reducing the number of employees who can

work a relatively short period of time in the private sector and thereby

qualify for social' security or Medicare. This year, workers will need 32

quarters or eight year of covered employment to receive Medicare benefits.

By 1990, they will be required to have 40 quarters or ten years of social

security credits to be eligible. As the number of necessary quarters steadily

Increases, fewer and fewer Federal retirees will be found on the Medicare

rolls.

The Administration also implies that former government workers who are

eligible for Medicare on the basis of spouse earnings wrongly receive these

benefits. But the truth is that these critics have focused on this small

group of Federal retirees despite the fact that there are many others who

benefit in a similar way. For example, individuals who are employed by

charitable organizations and are not covered by social security can receive

Medicare coverage if their spouses are eligible. We do not believe that it

is either accurate of fair to portray Federal retirees as the beneficiaries

of unintended Medicare payments when they, like other groups, have earned

such benefits under the law.

The Administration also maintains that universal Medicare coverage will

help mitigate the financial'dOifficulties of the system. In reality, however,

including Federal employees under Medicare will only increase the funding

problems. In Fiscal Year 1983, the 1.3 percent payroll tax on the earnings

of Federal employees would generate an estimated $619 million in revenue for

the HI Trust Fund. If we assume that the one million individuals, age 65

and older, presently receiving civil service retirement annuities were

eligible for Medicare, and take the average payment and apply it to this

group, the additional cost to Medicare would be $990 million.

Moreover, Federal salaries, upon which the 1.3 percent tax would be

9"15 0-82-10
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baaed,-are rising at less than one-half the rate of Medicare cost increases.

For thiperiod between 1978 and 1980, white collar-salaries rose 12 percent,

while the Medicare benefit costs increased by 27 percent. The disparity

between revenue and outlays will only grow as the Medicare tax becomes

increasingly inadequate to cover the claims made by Federal retirees.

It is possible that under current funding the HI Trust Fund will be

depleted by the end of this decade, according to the report of the National

Commission on Social Security. During this same period, Federal retirees

will-be drawing more from the Medicare system than they will be contributing

on an annual basis. Rather than moving the HI Trust Fund toward solvency,

the Administration's proposal would exacerbate its difficulties.

As we mentioned earlier, the 1.3 percent payroll tax on Federal employees

would increase revenues by $619 million while the Medicare clarms for this

group would result in outlays of $890 million. The $271 million shortfall

could only be eliminated by requiring that Federal agencies match the

employee's contribution to Medicare. In order to generate these funds,

agency budget would either have to be increased or vital programs would have

to be slashed. In an obvious case of "robbing Peter to pay Paul" universal

med4are coverage would drive up the cost of domestic programs or hamper the

delivery of vital government services.

"Off budget' ascncies, such as the U.S. Postal Service, would be particu-

larly hard-hit by-the Administration's proposal. The government contribution

would cost the Postal Service at least $170 million in Fiscal Year 1983.

However, the Administration has not recommended any means by which this

additional money will be raised. Financing the Postal Service's obligation

to Medicare could very likely result in higher postage rates or even the

elimination of Saturday mail delivery.

A further illustration of the adverse impact of the Administration's

proposal on agency spending is the potential effect on the budget of the
0
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Internal Revenue Service where our union represents virtually all the

employees. -. e IRS employer contribution would amount to a $24 million

annual expense. Already suffering from a severe budget reduction, the

agency could be forced to cutback on the enforcement of our tax laws or

even ftuther curtail taxpayer services. In either instance, the U.S.

Treasury would be denied vitally needed revenue and voluntary compliance

with tax laws would be seriously damaged.

During a period of soaring budget deficits, we are certain that the

American people will not support unnecessary government spending which, in

this case, would not produce any additional services. We submit that

universal Medicare represents a fatse economy both for the health care system

and for beleagured agency budgets, and should be rejected by this Committee.

Besides the economic considerations, however, the question of fairness

to Federal employees and retirees is also important. As the representative

of over 120,000 individuals who are present or former employees of the U.S.

government, we can assure the Committee that our members are willing to make

sacrifices along with other Americans for the economic well-being of our

nation. What is difficult for our members to accept is that for the past

decade they have been forced, not asked, to bear a disproportionate share

of this struggle

Attachment A to our statement details the steady erosion in Federal pay

and benefits that has taken place over the last ten years. The addition

of universal Medicare - as well as the other changes in Federal pay and

retirement proposed by the Administration - would place yet another burden

on the incomes of Federal employees and annuitants.

For example, the President's budget calls for a 5 percent cap on the

annual comparability adjustment for Federal workers, well below wage gains

reported in the private sector. In addition, premiums costs under the
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30 percent. The addition of the 1.3 percent Medicare payroll tax would

virtually eliminate any hope by Federal employees that their salaries would

keep pace with rising costs.

The Medicare tax would falt-most heavily on those workers at the lower

end of the General Schedule. Attachment B shows the impact this proposal

would have on each grade level within the General Schedule. We believe that

the tax is an unfair burden on all employees; nevertheless, the fact that

the deduction is a flat percentage makes it disproportionately heavy on

lower-paid employees. We urge the Committee to remembef that approximately

one-quarter of the Federal work force earns an income which the Bureau of

Labor Statistics deems to be at or below the minimum budget for an urbnn

family of four. The additional burden of a regressive tax on the income of

these individuals would be a very real hardship in these troubled economic

times (see attachment C).

We would also like to remind the Committee that the universal Medicare

plan would bring Federal employees under a system that is part of social

security. If this proposal were adopted, Congress would be taking the first

step towards universal social security coverage. As you know, a special

commission is currently undertaking a comprehensive study of the future of

the social security system and will not issue its report until the end of

the year. In view of this fact, we believe that it would be premature to

implement an aspect cf universal coverage before the issue has been

carefully studied-

In conclusion, we dispute the Administration's claim that universal

Medicare would improve the solveniy of the health care system and would

also rectify past Inequities. An%, initial infusion of funds into the system

would only be cancelled by future liabilities. We therefore urg'e this panel

to reject the universal Medicare proposal.

We again express our appreciation to the Committee for the opportunity

to appear here today. Should you have any questions, we would be pleased

to reply to them at this time.

-/
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ATTACHMENT A

RECENT CUTBACKS DIRECTED AGAINST FEDERAL PAY AND BENEFITS

* In six of the past 10 years, the President has failed to adjust

Federal pay to comparable wages in the private sector. These pay

"caps" make Federal workers the only group of employees in the

country under de facto wage controls.

* The pay caps have resulted in lower retirement benefits for

Federal retirees-because annuities are based upon earnings during

active employment.

* In 1976, Congress eliminated the one percent "add-on" to cost of

living adjustments (COLA) on civil service annuities. The "add-on"

"-had compensated for delays in granting the COLA's after the

adjustment had been computed.

* In 1977, Congress adopted a social security offset for a spouse

who receives an earned retirement benefit under a government plan.

* In 1980, Congress eliminated the so called "look back" provision

which enabled Federal employees, who retired after a COLA had been

implemented, to have this adjustment included in the computation

of their initial annuity payment.

* In 1981, Congress eliminated one of the two cost of living adjust-

ments on Federal annuities.

* In 1981, the Reagan Administration began a massive reduction-in-

force resulting in thousands of Federal employees losing their jobs.

* In 1981, as the first aet of his administration, President Reagan

announced a retroactive hiring freeze which took promised govern-

ment jobs awa:, from hundreds of individuals.
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ATTACHMENT A (Con't)

* In 1982, the Reagan Administration instituted a 16-20 percent

reduction in benefits and a 30 percent increase in premiums under

the Federal Employees Health Benefit Program.

ATTACHMENT B

1981 COST OF "UNIVERSAL MEDICARE"

PROPOSAL TO FEDERAL EMPLOYEES

GS-GRADE MEDICARE TAX

2 - $ 122.00
3 - 133.00
4 - 149.00
5 - 167.00
7 - 207.00
9 - 253.00

11 - 306.00
12 - 367.00

*13 - 421.00
*14 421.00
*15 - 421.00

* Maximum taxable earnings $32,400.00
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ATTACiDINT O

HEDICARE aovSRAG 91 n[

October 1982 Pay Increase 59
Medicare Tax'1.3% on Pay up to $35,400, (1983)
Health 'snefit Premium Inorease 25%

BC/BS Family High Option
Federal Taxes 3 Exemptions
$tate Taxes Virginia --

GS-3 $10,235 to $10,747 . - : INCREASE$ 512
Increase N.B. Premiums $ 272

" Retirement 36
" Life Ins. 0

Federal Taxes 94
" State Taxes 22

Medicare 140
* 564

GS-5 $12,854 to $13,497 INCREASE $ 643

Increase H.B. Premiums 8,272
" Retirement 45

" Life Ins. 6
" Federal Taxes 94

State Taxes 29
" Medicare

0S-7 815,922 to $16,718
Increase H.B

Ret

" Lit
" Fed
N Sta'

Med;

I]
Premiums

irement
a Ins.
oral Taxes
to Taxes
icare

175
$ 621

NCRFASE 9 796

$ 272
56

6
218

46
217

$ 815

NT LOSS 1 52

NET GAIN S822

NET LOSS $ 19

ASS OPTIONS:
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GS-9 $19,477 to $20,451 INORA8$ 974
Increase R.B. Premium S 272:

Retirement 66
S Life Ins. 6

* Pederal Taxes 250
W State Taxes 56

. Medicare 266
* 918

GS-11 823o566 to $24,744 INCREASE $1178
Increase L.B. Preiums $ 272 -

, Retirement 82
" Life Ins. 6
- Federal Taxes 291
" State Taxes 68

Medicare 322
81041

OS-12,828,245 to $29,657 INCREASE $1412
Increase 3.B. Premiums S 272

Retirement 99
" Life Ins. 6

Federal Taxes 499
" State Taxes 81
" Medidare 386

$1343

GS-13 $33,586 to $35,265 INCREASE 81679
Increase 3.B. Premiums 8 272

" Retirement 118
" Life Ins. 12

. Federal Taxes 577

" State Taxes 97
" Medicare

$1534

NN GAIN 56

INT OAIN 137

N&T GAIN $145
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Senator DURENBERGER. Thank you very much.
You mentioned that medicare coverage of Federal workers would

be a first step toward universal social security coverage, and that
we ought to wait for this committee to report next year. The fact of
the matter is, as you well know, that practically all the other stud-
ies that have been done and which will undoubtedly be replicated
in one form or another in this new study, have recommended that
social security be expanded to Federal employees. So the idea that
we ought to wait another year for new information doesn't make a
lot of sense to me.

Mr. SAMUELS. Well, we will continue to oppose the universal
medicare idea.

Senator DURENBERGER. I wear a couple of hats here-one as a Fi-
nance Committee member, and one as a member of Governmental
Affairs. Over in the Governmental Affairs Committee we're talking
about not only cutting back on compensation to Federal employees,
but cutting back on COLA's that were, at one time, a trade-off for
taxability of pensions. And so for some period of time, while bene-
fits were increasing in the private sector and for those who benefit
from entitlement programs, Federal employees have seen less in
the way of cash compensation either at work or retirement. This
leaves us with the problem of trying to deal realistically with the
problems of providing health care to the active employee as well as
to the annuitant.

Having said that, I want to lay a background for my frustration
with the systm. You see, I would like to do something for Federal
employees, annuitants, and their families in the health care area,
but I keep running up against recommendations that we cut com-
pensations back. I expect the unions and the employees to react ad-
versely to recommendations like these that appear to be a new
burden for employees.

But I think we've got to look past the surface issues at the real
impact on employees and annuitants. Isn't it true that part of the
reason for the problems this last year-including the large increase
in premiums-is the high cost of the annuitants in the system? In
your opinion, Mr. Samuels, wouldn't making medicare primary
help to solve this problem?

Mr. SAMUELS. I don't believe so. I think that-we are looking into
ways to provide additional coverage to retirees. A medicare C
option we have looked at. We think that together the annuitants,
based on their years of service in the Government, deserve that
kind of protection. They have paid into the system and we don't
consider them a financial drain on this system.

Senator DURENBERGER. Well, I don't either. I'm trying to deal
with the realities. Maybe you don't have the information available
to you. The realities are that the cost of maintaining access to
health care for the annuitants is a very substantial part of the in-
crease in the premium cost. Is that not true?

Mr. SAMUELS. That is true.
Senator DURENBERGER. And you would only disagree with the

fact that making medicare primary solves the problems
Mr. SAMUELS. That's right.
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Senator DURENBERGER. If medicare was primary wouldn't that
help to reduce the cost to FEHB leaving more benefit dollars avail-
able to active employees?

Mr. SAMUEMS. Well, right now medicare is the primary payer in
the FEHB.. 1

Senator DURENBERGER. That is one of the things. we got -into last
year in this committee, as you well know.

Mr. SAMUELS. Yes.
Senator DURENBERGER. And, of course, when we suggested that

FEHB be primary we got an awful lot of opposition and several
contrary votes on the floor-of the Senate. I think all of us are
searching for something'that will be helpful to the Federal employ-
ees and their families. That is why I'm introducing a comprehen-
sive Federal employees health benefits reform bill. Among other
things my alternative would allow annuitants to keep the choices
that they now have in the FEHBP. At age 65 they would have a
choice. Either stay in FEHBP or make-medicaie primary.-If-thf-
chose to stay in FEHBP, then medicare would help pay the premi-
um. Annuitants would benefit from having a choice. Active employ-
ees would benefit from not having to bear the cost of paying for the
health care of retired people. And health care providers would
have incentives to keep a closer eye on their costs, which is good
for everybody.

I would certainly appreciate your reaction to those proposals.
Mr. SAMUELS. We would be happy to work with you, Senator, and

with the committee in arriving at a solution.
Senator DURENBERGER. Thank you very much for your testimony.-

We appreciate it very much.
Mr. SAMUELS. Thank-you.
Senator' DURENBERGER. I don't believe we have any other wit-

nesses. The hearing is adjourned.
[Whereupon, at 12:20 p.m., the hearing was adjourned.]
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SENATE FINANCE COMMiTTEE,

Washington, D.C.
The committee met, pursuant to notice, at 9:35 a.m., in room

2221, Dirksen Senate Office Building, Hon. Robert Dole (chairman)
presiding.

Present: Senators Dole, Chafee, Wallop, Symms, Grassley, and
Byrd.

The CHAIRMAN. This is another day in our hearing process. As I
have said in other sessions, everybody's statement will certainly be
made a part of the record. I am not certain how many of my col-
leagues will be joining me this morning as there are several other
committee meetings underway. But I would appreciate it very
much if you could summarize your statements since I have another
commitment at 11 and want to finish all of the witnesses, Assum-
ing no one else Shows up, the hearing will end at 11.

I think we know pretty much what-each witness will say, in any
event, and it is not necessary to read that to me-I can read. So if
you will summarize your statement- it will be made a part of the
record, and we may have some time for questions.

Our first witness this morning is Hon. Malcolm Lovell, Under
Secretary of Labor.

We are happy to have you here, and if you could, identify those
who are accompanying you for the record.

Secretary LOVELL. All right.

STATEMENT OF HON. MALCOLM LOVELL, UNDER SECRETARY OF
LABOR, U.S. DEPARTMENT OF LABOR

Secretary LOVELL. Thank you, Senator, very much.
I have James Van Erden and Robert Deslongchamps here from

our Labor Department staff, and I will just briefly summarize my
statement.

I wouT like to express my appreciation for the cooperation dem-
onstrated- by the Congress last year in putting in place phase I of
the administration economic recovery program.

I would like to comment on some concerns that have been
brought to my attention about the ability of the current unemploy-
ment compensation program to meet the needs of rising unemploy-
ment. Unfortunately, unemployment is high and the concern is un-
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derstandable. I do believe, however, that the basic program now in
place is sufficient to address the recession-induced joblessness.

We estimate that a total of 11.5 million individuals will draw a
total of $23.3 billion in benefits during the current fiscal year. In
fical 1983, 10.6 million individuals will be paid an estimated $21
billion in benefits.

In fiscal year 1982 all but a few States will trigger on 13 weeks of
extended benefits, increasing benefit duration to 39 weeks in those
States. In view of this flexible program now in place, we do not
need nor could we support any fundamental and- costly changes
that are being discussed:

Reinstituting a national extended benefit trigger is unnecessary.
About 46 States will trigger on this year..

A program of benefits beyond 39 weeks is unnecessary, given the
present experience of the claimants exhausting regular benefits.

Any delay in the effective date of the new State extended benefit
triggers enacted by Congress last year would contribute to a larger
Federal deficit. Postponement of 1 year would add $1.3 billion to
the 1983 deficit.

Reversing last year's reforms for unemployment compensation
for ex-servicemembers would establish inequities and would cost an
additional $240 million in fiscal 1983 and another $240 million in
1984.

Removing the provision enacted by the Congress last year that
requires borrowing States to pay interest on loans would eliminate
needeincentives for States to adopt sound financing provisions. It
would worsen an already alarming insolvency problem and would
add $393 million to the deficit in 1983 and $787 million in 1984.

Now, Mr. Chairman, I would like to address three proposals for
this year.

One. Trade readjustment allowances [TRA].
Only 38,000 of the workers who received trade adjustment assist-

ance from April 1975 through March 1981, or less than 3 percent,
entered training, and 1.2 percent completed training. One-third of 1
percent received relocation allowances.

Under our legislative proposal, payment of cash weekly TRA
payments-would be eliminated for individuals not actively engaged
in a training program on July 1, 1982. Those already in approved
training would be permitted to finish their training under the pro-
visions of current law and would receive TRA weekly benefits and
training costs until training is completed.

Eliminating the cash weekly benefits would save $26 million for
the remainder of fiscal year 1982; $108 million in 1983; and $81
million in 1984.-

Two. Unemployment compensation for ex-service members
(UCXI.

The proposed amendment would limit eligibility for UCX to
those individuals separated for such reasons as disability incurred
whili in the service, demobilization, or reduction in force. Those in-
dividuals involuntarily discharged under honorable conditions but
whom the military does not wish to retain would not be eligible for
.unemployment compensation.

Three. Round unemployment compensation weekly benefit
amounts to the lower whole dollar amount.
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As part of the general reform of Federal entitlement programs,
this legislation would amend the Federal Unemployment Tax Act
to require that State unemployment compensation laws provide, in
any case where the individual's weekly benefit amount is not a full
dollar, the rounding down- of that amount to the closest whole
dollar.

This proposal would apply to individuals whose benefit years
began after June 25, 1983.

That completes my statement, Mr. Chairman. I would be glad-tQ
answer any questions.

[The prepared statement follows:]



154

STATEMENT OF MALCOLM R. LOVELL, JR.
UNDSR SECRETARY OF LABOR

COMMITTEE ON FINANCE
UNITED STATES SENATE

March 16, 1982

Mr. Chairman and Members of the Committee:

I am happy to appear before you today.to discuss

additional reforms we are recommending in the unemployment

compensation and trade adjustment assistance components

of the President's Economic Recovery Program. These

recommendations will build on the reforms initiated

last year in the Omnibus Budget Reconciliation Act of

1981.

The basic purposes of the 1981 amendments were

two-fold: (1) to improve the equitable relationships

between claimants for regular unemployment compensation

and individuals receiving extended benefits, trade adjustment

assistance, and unemployment compensation for ex-servie-

members, and (2) to make such economies as could be

accomplished while -continuing to ehsure that benefits

are directed to those for whom the law was intended.

As we engage in a dialogue on these important unemploy-

ment compensation issues, it is important to keep in

mind the four policy fundamentals of the Administration's

Economic Recovery plan:



6. Lower ta:x rates t0 stimulate savings, investment,

work incentives, and productivity.

2. Control the growth oi Federal spending, borrowing,

and credit.

3. Decrease excessive and unnecessary Federal

regulations.

4. Reduce inflation through a steady and moderate

growth in the money supply.

Cooperation with Congress and with the independent

-Federal Reserve Board is essential to the long-term

implementation of these fundamentals. In this regard,

I would like to express my appreciation for the cooperation

demonstrated by the Congress last year in putting in

place Phase I of our Recovery program. Reforms contained

in the Economic Recovery Tax Act and the Omnibus Budget

Reconciliation Act were a necessary first step in implementing

these policy fundamentals.

Within-,these broad policies it is also appropriate

for me to reemphasize this year several themes that

guide the Administration's approach to refoiming entitlement

programs$

o Remove disincentives to work and introduce

incentives where possible.

o Eliminate inequitable treatment of people

in similar circumstances.



156

o Reduce unintended and excessive benefits to

recipients.

o Target benefits to those most in need.

o Improve efficient and effective management

of program operations.

It is within this policy context that we are proposing

three additional reforms affecting unemployment compensation

and trade adjustment assistance for workers.

Before describing these proposals, I would like

to comment on some concerns that have been brought to

my attention about the ability of the current unemployment

compensation program to meet the needs of Lising unemployment.

Unfortunately, unemployment-is high, and the concern

is understandable. However, I believe the basic program

now in place is sufficient to address recession-induced

joblessness.

Please keep in mind that the Budget estimates that

a total of 11.5 million individuals will draw a total

of $23.3 billion in benefits during the current fiscal

year. In F¥ 1983, 10.6 million individuals will be

paid $21.0 billion in benefits, at an average weekly

amount of $113.

In FY 1982, all but a few States will trigger on

13 weeks of extended benefits, increasing benefit duratio
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to 39 weeks in those States. In FY 1.983,we estimate

that 22 states wi-ll be paying extende benefits.

In view of this lirge and flexible program now

in place, Mr. Chairman, we do not need nor could we

support any fundamental and costly changes thit are

being discussed. --

o Reinstituting a national extended benefit

trigger is unnecessary. About 46 States will

trigger on this year, targeting the additional

benefits to high unemployment States where

and when they are needed.

o A program of benefits beyond 39 weeks is unneces-

sary, given the path of the recovery that

we see and given the present experience with

claimants exhausting regular benefits.

o Any delay in the effective date of new State

extended benefit triggers enacted by the Congress

last year would be unwise, and would contribute

to a larger Federal deficit. Postponement

of one year would add $1.3 billion to the

FY 1983 deficit.

0 Reversing last year's reforms for unemployment

compensation for ex-servicemembers (UCX) would

reestablish inequities, re-institute incentives

"2-416 0.-OS--11
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for people 'o leave the Armed Forces, and

would ccrst an additional $240 million in FY

1983 and $240 million in FY 1984.

0 Removing the provision enacted by the Congress

last year that requires borrowing States to

pay interest on loans would eliminate needed-

incentives for States to adopt sound financing

provisions in their State laws, would create

additional incentives for States to borrow

from general revenues, would worsen an already

alarming insolvency problem in many State

trust funds, and would add $625 million to

the deficit in--FY 1983 and approximately $1.06

billion in FY 1984.

Now, Mr. Chairman, I would like to address three

proposals for this year.

1. Trade Readjustment Allowances (TRA)

The Trade Act of 1974 provided adjustment assistance

in the form of reemployment services, training, job

search and relocation allowances and for trade readjustment

allowances (cash benefits) to workers whose unemployment

is linked to increased imports of foreign made products.

our analysis of the program indicated that most workers

eligible for trade adjustment assistance utilized only



'the qash benefits and made little use of the training-

or other adjustment benefits available to them. Of

almost 1.3 million workers who recel"ved trade adjustment

allowances (TAA)' from April 1975 through Ma ch 1 81g

only 38,000, or less that 3 percent, entered training

and 1.2 Percent completed tra-ningi one-third of one

percent received relocation allowances. Thus, the TAA

has'become primarily an income maintenance rathe than

an adjustment assistance program. This led to our proposals

which were contained in the Omnibus Budget Reconciliation

Act of 1981. These proposals represented a fundamental

shift, back to the original purposes-of the Trade Act

of 1974. Major emphasis is given to employment services,

training, and job search and relocation services rather

than income maintenance.

To summarize, the problem with the old TAA program

--was that TRAin the form of cash benefits provided incentives

for prolonging 'the duration of unemployment. In contrast,

last year's proposed changes provide incentives and

assistance for unemployed workers to actively search

for a new job. Thus, the TAA program will work to reduce,

rather than increase, the' unemployment in oome industries.

We propose additional .stbps in this direction.

Funds for adjustment assistance were raised to $25 million



160

for the 1982 fiscal year. These funds will provide

unemployed workers in 46 states with training, job search

and relocation services. This level of funding is 3

times higher than funding levels in the last two years.

Under our legislative proposals, payment of cash

weekly TRA payments would be eliminated for individuals

not actively engaged in a training program on July 1,

1982. Those already in approved training would be permitted

to finish their training under the provisions of current

law, and would--receive TRA weekly benefits and training

costs during their remaining periods of eligibility. -

Other training costs, and the cost of job search

and. relocation will continue to be paid. The Administration

proposes to maintain this-adjustment portion of TAA

under S. 2184, the new Job Training Act of 1982. Under

the bill, a Governor may use up to 10% of the funds

allocated to the State to serve those who have special

labor market disadvantages. This includes dislocated

workers. Further, States with severe displaced worker.

problems may use up to an additional 5% of the allocated

funds, provided that States appropriate an equal amount

of matching funds to assist such workers. ..If essential

trade adjustment assistance services are for some reason

not provided under these provisions, additional funding

_1
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wold have to bew taken fron t. 2C0 milo-. .nCluded

in Title I-8 of the Job Training Act of 1982.

Eliminating the cash weekly benefits would aave

$26 million for the remainder of FY 1982; $108 million

in FY 1983; and $81 million in FY 1984.

2. Unemployment Compensation for Ex-Servicemembers (UCX)

One of the reforms undertaken in the Omnibus Budget

t-Reconciliation Act of 1981 was to revise the eligibility

requirements for UCX, effective for separation fcom

the service beginning July 1, 1981, to deny payments

to individuals who separated from the military under

honorable conditions and who had an opportunity to re-

enlist. While it was not intended, this change resulted -

in the idftinuance of eligibility for individuals who

were discharged under honorable conditions and whom

the military does not wish to retain, such as those

with a record of disciplinary infractions or who failed

to maintain requisite skill proficiency.

The proposed amendment would limit eligibility

for UCX to those individuals separated for such reasons

as disability incurred while in'the service, demobilization,

or reduction in force. Those individuals involuntarily

discharged under honorable conditions but whom the military

does not wish to retain would not be eligible for unemploy-
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ment compensation. The legislation, effective for thoae

discharged on or after July 1, 1982, would reduce outlays

by $5 million in FY 1982, and by $30 million in F1 1983.

3. Round Ue!mployment Compensation Weekly Benefit

Amounts to the Lower Whole Dollar Amount

As part of the general reform of Federal entitlement

programs, this legislation would amend the Federal Unemploy-

ment Tax Act to require that State unemployment compensation

laws provide, with respect to an Individual's weekly

benefit amount in any case where the individual's weekly

benefit amount is not a full dollar, the rounding down

of that amount to the closest whole dollar amount.

The proposal would apply to individuals whose benefit

years began after June- 25, 1983. It is not intended

that the change impact on current unemployment compensation

claimants. Any loss to an individual claimant will

be minimal, since with inflationary effects upon wages,

the average weekly benefit amount continues to rise

from year to year. Savings realized by this proposal

should reduce costs by $6 million for Fiscal Year 1983.

Mr. Chairman, this completes my formal statement.

We would be pleased to entertain any questions you or

the Committee may have.

- Thank you.
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The CHAIRMAN. Senator Chafee?
Senator CHAFEE. I have no questions, Senator.
The CHAIRMAN. Mr. Lovell, I have met with some legislators, a

bipartisan group from the State of Michigan, who were very con-
cerned, because of that State's exceedingly high unemployment
rate, about relaxing or repealing certain provisions of the unem-
ployment compensation loan-reform mechanism enacted last
summer. As you recall, these provisions are designed to provide in-
centives for States to strengthen the financial condition of their un-
employment compensation programs.

Have you been contacted by these same representatives or are
you aware of the problem in Michigan?

Secretary LOVELL. I am aware of the problem. I have not been
contactedby them. Having come from Michigan myself, I am cer-
tainly sympathetic to the situation.

I think, however, we have to recognize that the changes that
were made in the law; to encourage States to pay back rnoreys
they owe in a reasonably prompt way and to impose interest pay-
ments if they don't, on it really do make sense over the long term
for most States. To make arbitrary exceptions without due- regard
for all of the conditions would be wrong.

We are following and watching the situation carefully.
If it appears that changes in the law are necessary for equitable

treatment of this State, we will appear before you to discuss those
changes. But we do not think at this time that any such action isjustified.

The CHAIRMAN. Well, I wish you would check into that for me. I
do think there is certainly some merit in their request that we ad-
dress it. If we can in some way balance the cost to the Federal Gov-
ernment of delaying the repayment of interest provisions against
the -impact of increased tax costs for the employers, then we need
to address that fairly soon. Obviously, Michigan has.been particu-
larly hard hit, and I don't see any prospects tor any immediate re-
covery.

Secretary LovcuL. No, that certainly is true.
The CHAIRMAN. This committee, including some of the members

who aren't here this morning, Senator Bentsen and Senator Long
to name two have been actively involved in the development of the
work incentive program over the years. The administration pro-
poses to eliminate funding for the program and replace it with a
new employment training program targeted at disadvantaged
youth and AFDC recipients.

Do you have any sophisticated guess on how that program might
work?

Secretary LOVELL. Yes.
The CHAIRMAN. Do you think it will work? I guess that's the first

question.
Secretary LOVELL. I wouldn't say it was a sophisticated guess, but

I have got a reasonable judgment on it.
The proposed program really is a return to the fundamentals

that we know something about in the employment and training
area. It emphasizes the eligibility of people on AFDC, they will be
provided with on-the-job training and institutional training, basic
education, labor market services. These. are the kinds of things that
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have been done under WIN historically. I don't really regard it as
eliminating WIN. I regard it as a modification of the process by
which the various aspects of-the program are carried out, giving
the State greater flexibility to put it together.But certainly most of the same tools are there as were under the
WIN program. There is somewhat less money in the bill for some
of the supportive services, but I think imaginative organization and
the combining of resources within the States will be able to meet
most of these needs.

The CHAIRMAN. Well, I might suggest that you'C or someone be in
direct contact. They may want to submit some questions in writing.

Secretary LOVELL. We would be delighted.
The CHAIRMAN. Prior to that, if you would contact both Senators

Long and Bentsen, they would be pleased to learn you are not talk-
ing about eliminating the program, you are talking about some
other way to proceed. I think that is important. There is a lot of
support forthe WIN program on this committee.

f also have some questions on the trade adjustment assistance
program which I will submit.

Secretary LovFLu. Fine.
[The questions follow:]

RESPONSES FOR RzcoRD To QUESrIONS SUBMIrIED BY SENATOR RUSSELL B. LONG

Question 1. The Administration, in proposing zero funding of WIN for fiscal 1983,
has nevertheless given the impression that the program will continue to operate
with State funds or by States' diverting funds to WIN from the title XX block grant.
What is your best estimate of the total funding that the WIN program will receive
from these sources in fiscal year 1983?

Answer. The WIN program relied on related programs (such as CETA, Title XX)
to provide services which support work involvement by AFDC recipients. Although
the WIN program, as such, will not continue, States will-continue to operate WIN.
type activities. The States are being advised to continue relying on alternative
sources such as the Social Services block grant and the proposed Job Training
Grants to States. The most successful direct work activities such as the Community
Work Experience Program (CWEP) and job search-will be funded through the IV-A
agencies. States willhave the flexibility to direct resources to those programs and
activities which will produce the greatest return on the dollar expended.

Question 2. If the Administration anticipates that States will in fact continue to
operate the WIN program, there would seem to be no reason to withhold current
year program funds for "closing-down costs". Have you in any way encouraged or
directed either your reglpnal offices or the States to set aside a portion of the pres-
ent-year appropriation for such costs? Please detail any actions of this nature that
have been taken. I

Answer. While States may continue WIN-type activities under other legislative.
authorities and funding sources, they will have to close-out their WIN grants. Close-
out costs will therefore be incurred. Thus, it is only prudent management to reserve
funds for that eventuality. Accordingly, the Department of Labor (DOL) is instruct-
ing States to reserve sufficient funds from their fiscal 1982 allocations to cover those
close-out costs. In addition, the Office of Family Assistance (OFA), Department of
Health and Human Services (DHHS), published on March 11, 1982, an AFDC Action
Transmittal which specifies the conditions under, which funds may be transferred at
the Governor's request from either the regular WIN program or the WIN Demon-
stration Program.

Question J. Assuming that States do not choose to substitute their funds to keep
WIN in operation, how do you plan to comply with the substantive requirement of
present law (section 402(aXl9XA) of the Social Security Act) that all employable
AFDC applicants must register with th-d Secretary of Labor for manpower services
training, employment, and other employment-related activities? Specifically, will
this equirement be carried out by State employment service agencies or do you
intend to mandate that it be carried out by the agencies administering the new em.
ployment program embodied in S. 2184?
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Question 4. The Social Security Act also gives the Secretary of Labor responsibili-
ty For an enforcement function with respect to the acceptance of employment (sec-
tion 402(a)( 19Xf) of Social Security Act). Please indicate how you will be carrying out
this responsibility in the absence of a WIN agency?

Answer. The specifics of how a work requirement will be administered under the
Administration's new proposals in this area are now being developed by the OfficeL
of Family Assistance. DHHS, and the Employment and Training Administration,
DOL.

Question 5.-What was the cost in the most recent fiscal year of carrying out the
registration and' work requirement enforcement functions discussed in the last two
questions? How much have you budgeted for continuing these functions in the ab-
sence of the WIN program? If these functions are to be carried out as a part of the
Administration's-proposed employment and training program, will these costs be
considered administrative costs subject to the 10 percent limit on administration?

Answer. In fiscal 1981, approximately one-fourth (or $86.4 million) of the total
WIN expenditure was utilized for the administration of the mandatory registration
and work requirement functions. No specific-amounts are budgeted for these func-
tions in fiscal 1983. Whatever registration and employment- assessments are neces-
sary to participate in work activities (e.g. CWEP and job search) will be paid out of
Social Security Act Title IV-A funds.

Question 6. According to statistics provided by the Department of Labor, the WIN
program in fiscal-year 1981 registered 1.2 million employable welfare recipients and
placed some 300 thousand recipients in Jobs. The Department computed the annual-
ized welfare grant reductions for the year at $760 million compared with $365 mil-
lion in program costs. Please provide an estimate of the AFDC recipients who will
be registered and who will be placed in employment in fiscal year 1983 under the
Administration's proposed employment and training legislation. Please also indicate
the amount of funds under that program which you estimate will in fact be spent on
AFDC recipients and the savings in AFDC costs that you project as a result.
---Answer. The eligible population is 3.4 million AFDC recipients nationwide. Each
Private Industry Council will serve AFDC recipients in its Service Delivery Area
based on local circumstances. It is difficult to make a valid estimate of costs or re-
ductions in cash welfare payments at this point because States will have an array of
resources from which to draw. For example, some States will operate- Community

-Work Experience Programs or combine Social Services funds with Job Training
funds to provide supportive services. In any event, we cannot compare WIN with
the proposed block grant approach since WIN is a structure program with definite
eligibility criteria, two funding sources, an adjudication process, and a specific for-
mula for determining annualized welfare grant reductions. Under the block grant
concept, each area will have the flexibility it needs to direct its funds and services
to address the most urgent local needs.

Question 7. In the past, employment and training programs (other than WIN)
have tended not to serve a large proportion of AFDC recipients. The Administra-
tion's new proposed program would make AFD( recipients one of two basic eligibil-
ity groups, but the legislation does not otherwise mandate that the funds actually be
directed at AFDC recipients. Would the Department of Labor be willing to accept an
amendment which specified that a minimum percentage of program funds be used
to serve AFDC recipients? If so, what percentage would you consider acceptable?

Answer. The Administration intends that members of families who are AFDC rM-
cipients be served in significant number under its proposed legislation. The Admin-
istration bill did not-propose a specific set-aside to serve AFDC recipients. However,
if one were to be used, we think it should be in proportion to the percentage of this

- --eligibk.ppulation in the service area.

RESPONSE FOR RECORD TO QUESTIONS SUBMITTED BY SENATOR LLOYD BENTBN

. . WORK INCENTIVE PROGRAM (WIN)

Question 1. Does the Administration plan to establish some quantitative criteria
for evaluating its new Job Training Program (as proposed in S. 2184)? Specifically,
will a given percentage of funding and/or clients have to be welfare recipients
Under the AFDC program?

Answer. Yes, we doplan to establish quantitative criteria forevalunting the new
Job Training Program. The Administratioh bill did not propose a specific set-aside
to'serve AFDC reciplen ts. HoWever, if one were to be used, we think it should b in
proportion to the percentage or this eligible population in the service area.



'Question i, low will the Administration determine that its intention to target
AFDC recipients or job training and placement has beeii met?

Answer. The Private Industry Council (PIC) for each Service Delivery Area will
prepare a program plan to serve the AFDC population in its area. PIC plans will'be
reviewed .by the State Job Training Councils, and the Govetnors will have overall
responsibility for assuring that plans meet the purposesof the Act. Performance
would th-n bemeasured against the plan and against performance standards estab-
lished by the Stato-. Such performance standards must be consistent with perf6rm-
ance standards established by the Secretary, which are planned to include a mea-
surement of welfare savings.

Question 3. If the Administration does not establish performance based criteria for
measuring the effectiveness of Its Job Training Program on-the AFDC population,
will the Secretary ask Congress to do away with the statutory requirement that
AFDC recipients be assisted in finding employment?

Answer. The Administration does plan to establish performaice standards. Plans
include using a factor to measure welfare savings. The Administration has no inten.
tion of doing.away with a requirement that AFDC applicants and recipients be as-
sisted in finding employment. -

Question 4. Will the Administration seek federal funding for the Community
Work Experience Program? And will AFDC recipient participation in CWEP be
monitored against established performance standards? If CWEP is not federally
funded, will the States be required to comply with the statutory provision regarding
placement of AFDC recipients in employment? /

Answer, The State welfare agency administrative expenditures for the proposed
Community Work Experience Program (CWEP) are authorized under Title IVA of
the Social Sectirity Act, in which the Federal government matches State expendi-
tures on a 50-50 basis. There are to be no Federally-mandated performance stand-
ards in CWEP; States will set their own. GWEP will provide work experience which
will assist CWEP participants to qualify for work.

TITLE V OP THE OLDER AMERICANS ACT, SENIOR COMMUNITY SERVICES EMPLOYMENT
PROGRAM (SCEP)

Question 1. Does the Administration intend to earmark Job Training Program
funds or Employment and Training funds Under the State block grant proposal for
part-time eniploymenf of the elderly?

Question 2. If so, what proportion of funds will be set aside to continue these pro-
grams? By comparison with previous years (1980 and 1981), how many job slots will
the fiscal year 1983 budget accommodate?

Question Y. If not, will alternative employment programs for the elderly be estab-
lished? Please describe including anticipated authorization level, number of posi-
tions, criteria for participation, type of employment.

Answer. We can assure you the Department is continuing to examine for fiscal
year 1983 additional ways of meeting the employment and income requirements of
the' elderly in a responsible fashion. We regret thit we are not able to give the Corm-
mittee a, more definitive response at'this time, bit we are examining the various
options available and weighing the human concerns for the elderly population with
th6 overall demands placed on all of us for fiscal restraint.

Question 4.' In conjunction with reauthorization of the Older Americans Act last
year, the' CongreM approved an amendment calling for DOL to establish demonstra-
tion programs to better place Title V participants in private sector positions. Has
DOL developed its plan to implement such pilot projects? What is the Status of
DOL's efforts to comply with that provision? -

Answer. Under Public Law 97-92, the Continuing Appropriation Resolution, in
which forward funding for the SCSE4P was deleted by the Senate Committee action,
there were no funds available to implement-private sector demonstration projects.
Therefore, the Department has not developed criteria for the award of Such projects.

The CHAIRMAN. Again, interest in that program has been ex.
pressed by Senators Danforth and Moynihan. I think the questions
we haveprepared would address their interests.

We did appropriate money last year, as you know and you did
mention in your statement.'On another unemployment'issue, we are being advised that some
Members of 'C06ngress have introduced legislation to repeal the pro-
vision tightening unemployment compensation' for ex-servicemen.
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enacted last year., Now the administration is suggesting further re,----
strictionst I guess the question is whether or not this is having any
itnpact on enlistments in the Armed Forces. I can't -see that it
would, but maybe it does.

Secretary L0VELL. Well, I don't think it would. Obviously the pro-
vision was originally enacted when we had a draft;- when people
went into the Armed Forces predominately under those conditions
rather than under the volunteer conditions that exist today. Re-
garding it in that fashion there is no reason why individuals chOose
not to re-enlist, should be eligible for unemployment compensation.

The amendments that we are suggesting are really equity adjust-
ments so that those people who are perhaps even less deseriring
than those who decide not to reenlist, namely, those who' for one
reason or another are not deemed to be satisfactory-they are not
dishonorably-discharged but they are involuntary discharged for
other causes--would also not be eligible for unemployment com-
pinsatioh. That ii why that provision is being suggested.

The'CHAIRMAN. The Secretary of Labor recently announced the
administration's intent to support an expansion of the targeted jobs
tax credit. Do.you have'any specifics on that that you might fur-
nishUisfor the record?

Secretary LVJELL. Well, I think we perhaps were negligent in not
advising this committee of that judgment area, Senator, and we do
apologize for that. We will be gladto give you a report, on it in
writing.

[The information follows:]
As you know, the Secretary on March 15th announced that the Administration

will'be proposing an extension of the Targeted Jobs Tax Credit (TJTC) legislation.
The specifics of the proposal are still under consideration, and we will be pleased to

'share them with the Committee at the earliest possible date.

'The CHAIRMAN. Some of us, though we' have supported the tar-
geted jobs tax credit, have done it without much enthusiasm on the
theory that it was primarily for fasf-food operations and didn't
really do much as far as meaningful employment for anyone, par-
ticularly-young people. -

Secretary LOVELL. Well, it's one of these things.
The CAAIRMAN. Maybe you have some better ideas.
Secretary LOVELL. Well, it's got a lot of potential, and I don't

think the potential has been fully realized in our past efforts.S Senator CHAFEE. Mr. Lovell, I missed the discussion that Senator
Dole, the Chairman, was directing to you regarding a Michigan
problem. What is that? Because whatever problem they have got I

* believe we well might have.
Secretary LOVELL. Well that is one of the problems, it is not

unique to any one State. I think perhaps it is a little more of a
problem Ii Michigan.

The basic question is whether the requirements which come into
effect :on April 1, in which interest, is to be p aid, on the loan bal.'

* ances, that have, been borrowed -from the Federal Treasury to pay
'unemployment compensation, should be postponed or delayed.

- Senator 'CHAFEi. ! think the changes we made lat year that ifSthey had to goback -into their borroWifig andthey weren't, akie to
Srepaythat additional amount-within year, thenhey-

Secretary LovEL.* Theyhave to pay interest on it."'
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Senator CHAFEE [continuing]. Then they pay interest.
Secretary LovWmL. Yes, at a maximum rate of 10 percent.
Senator CIAFEE. Which they don't do now.
Secretary LOVELL. That's right. And that's to encourage States to

bring their tax rate and their benefit rate more in line with their
needs, so that the general taxpayer is not financing the State pro-
grams disproportionately.

Senator CHAFEE. I see. All rightly thank you.
The CHAIRMAN. There will be other questions in writing, and I

would appreciate it if you w6uld give me a report not only on
Michigan but other States that may be in the same predicament.

Secretary LOVELL. A new requirement relating to States with
loanswwas included in the provisions of the Omnibus Budget Recon-
ciliation Act of 1981. If a new loan is made after March 31, 1982,
and is not'repaid in the same fiscal year in which it is received (by
September 30), the State will be required to pay interest, at a maxi-
mum rate of 10 percent, not later than the first day of the hew
fiscal year, October 1. Unlike the so-called "penalty" tax, which
employers in a- State with unpaid loans now are required to pay,
and which is credited to the 3tate's outstanding indebtedness, the
payment of interest is made to the U.S. Treasury and is not credit
ited to the State Trust Fund. A further requirement is that the
moneys to pay the interest may not be drawn from the State unem-
ployment ffund but must be provided from some other source. If a
State does make payment of interest from its unemployment fund,
the Secretary of Labor is prohibited from certifying the State un-
employment compensation law for offset credit against the Federal
Unemployment Tax Act (FUTA). Employers in any such State
would thus be required to pay a tax of 3.4 percent to the U.S.
Treasury and still be liable to pay their State unemployment com-
pensation tax as levied under the particular State law. Additional-
ly, if the State unemployment compensation law is not certified by
the Secretary of Labor for tax credit, the State is also not eligible
to receive Federal, grants for costs of administering the unemploy-
ment compensation law and the State employment service.

In addition to Michigan, our present estimates are that loans will
be made between April 1 and September 30 of 1982 to the following
States:-

Arkansas, Delaware, Illinois, Iowa, Kentucky, Minnesota, Mis-
souri, New Jersey, Ohio, Pennsylvania, West Virginia, and Wiscon-
sin.

The CHAIRMAN. Thank you very much. -
[The questions follow:]

RESPONSE FOR RECORD TO QUESTIONS SUBMirfED BY SENATOR LLOYD BENTSEN

Question 1. What training (or "retraining") alternatives will be available to a
worker displaced by imports after July 1982 when, under the Administration pro-
gram, the Trade Adjustment Assistance program expires?

Answer. The Administration's Bill does not purport to terminate the Trade -Ad-
justment Assistance (TAA) Program effective July 1982. The Administration's pro.
postal is merely to phase out the cash benefits portion of the prog am by restricting
Trade Readjttmnnt Allowances (TRA) to those workers enrolled in training as of
July '4!'1982. Training, job search and relocation allowances would continue to be
provided to eligible workers through September' 30, 1983, when the program Is
scheduled to expire.



169

Our proposed elimination of the TRA cash benefits is consistent with our belief
that the regular UJ program with its extended benefits (EB) protection during peri-
ods of high unemployment is an adequate wage loss compensation program for un-
employed American workers. The long range goal of this proposal is to have TAA
certifications occur withiri the statutory 60-day period and to have workers enter
approved training while they are still in a period of UI or EB eligiblity.

Question 2. How does the Administration plan to deal with the increasing dispar-
ity in training(and the consequent ability to adjust) of workers in countries directly
in completion with the United States, such as those in Japan, Germany, andFrance? •

Answer. As you-may know, the General Accounting Office (GAO) visited seven of
our trading partners-Australia, Canada, France, Japan, Sweden, The United King-
dom, and-West Germany-in 1978 to determine which program techniques used in
these countries would be of interest in modifying the U.S. Trade Program. The GAO
reported in its January 18, 1979, report that other countries, for the most part, pro-
vide assistance through existing programs rather than establishing special assist-
ance programs. Finally, GAO concluded that before any of the approaches identified
in its report are considered for use in the United States, further analysis should be
made to determine their feasibility and cost.

Any approach to addressing the above question must be made within the context
of the Administration's overall trade policy with a goal of strengthening the U.S.
economy through free trade as well as the feasibility and cost of establishing such
special assistance, Inherent in the Administration's trade policy is the premise that
these matters are best dealt with in the international competitive markets.

Secretary LOVEruL. Thank you very much.
The CHAIRMAN. Unless there is some objection, I wonder if we

might make one-minor adjustment in the hearing schedule, if we
might have Jan Deering, Marian Edelman and Joyce Black. -

Are you all here? We will move you ahead of the next panel
listed.

Senator CHAFEE. I don't think Ms. Edelman is here, is she?
Ms. HOFFMAN. Ms. Edelman is sick, and I will fill in for her.
Senator CHAFEE. Oh, you are going to pinch-hit for her. OK.
The CHAIRMAN. I think Senator Chafee has to be at another ses-

sion soon. We will do it this way.
Is that all right with you fellows? [Laughter.]
The record will note that it is all right.
As I have indicated, your statements will be made a part of the

record, and we would hope you might summarize. This is one of
those days where we have to be in about three places at once.

Jan, do you want to start?

STATEMENT OF MS. JAN DEERING, PUBLIC POLICY CHAIRMAN,
ASSOCIATION OF JUNIOR LEAGUES, NEW YORK, N.Y.

Ms. DEERING. Good morning. I am Jan Deering. Contrary to the
agenda, I am from Wichita, Kans., not New York. The Associ-
-ation's headquarters is in New York.

Senator CHAFEE. That gives you a headstart with this committee,
if you are from-Wichita, Kans. (Laughter.]

Ms. DEERING. I am the public policy chairman for the Association
of Junior Leagues, which is an international women's volunteer or-
ganization with 240 member leagues in the United States repre-
senting approximately 142,000 members.

I really appreciate this opportunity to appear before you today to
express the Association's concern about the devastating effect that
we believe President Reagan's most recent budget proposals will
have on some of our Nation's neediest children and families.
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A little less than 1 year ago today I appeared before this commit.
tee to urge you to preserve the Adoption Assistance and Child Wel-
fare Act of 1980 (Public Law 96-272). Fortunately for our Nation's
neediest children, Congress did respond to the pleas of child advo-
-cates to save this landmark legislation and refused to placelt in a
social services block grant, as requested by the President.

I now appeal to you to reject President Reagan's most recent pro-
posal to place child welfare services, foster care, adoption assist-.
ance and child welfare training into a child welfare block grant.

The President's budget proposes an authorization of $380 million
- for the new block grant for fiscal year 1983, a cut of at least 23

percent below the amount the administration estimates these pro--
grams will cost during this fiscal year and 46 percent below thefunding levels originally expected for these programs for fiscal year
1983 when Public Law 96-272 was enacted in 1980.We also are urging you to reject further cuts in the Tide XX
Social Services Block Grant and the Maternal and Child--Health
Block Grant.

But today I would like to use my time to relate what the passage
of. Public Law 96-272 has meant to Kansas and what the cuts m
social services have meant to the working poor in our State, be-
cause my written testimony will illustrate what is happening in
States all over the country

Last year when I testified before you I mentioned that the subsi-
dized adoption program in Kansas had temporarily run out of
funds. Consequently, at the time I testified, 10 children for whom
adoptive families had been approved had had to remain in foster
care because there were no funds for subsidy. This type of situation
will not arise again in any State if the adoption assistance program
authorized by Public Law 96-272 is allowed to continue as an enti-
tlement.

For the first time, as a result of a permanency-planning project
initiated by the Kansas SRS, detailed statistics are available on the
children in out-of-home placement in my State.
. So, according to a report issued by SRS in November 1981, 5,914

children were in some form of out-of-home placement as of June 30,
1981. Two hundred and six of these children had been in nine or
more placements. Almost 1,500 of them had been in care for more
than 3 years. Slightly more than 450 of these children had been in
care for more than 8 years, Furthermore, the case plan for 68 of
the children who were in foster care for 6 years or more still read,"return to parents," Significantly, though, despite the inauguration
of the permanency-planning project in Kansas, case plans still have
not been developed for more than over 500 of the children in out-,of-
home care.

To comply with the requirements of Public La* 96-272, Kansas
is moving toward the establishment of a judicial review, system for
children in out-of-home care. Legislation mandating judicial review
has Passed the Kansas State Senate and is awaiting approval by
the House of Representatives. And the three Junior leagues In
Kansas,' Working through their Public Affairs Committee, strongly
suppoA this -l'islation.'Eper Ienceswith foster care review systems in other- States ndi'

cate that regular reviews such as those mandated by Public Law
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96-272 resulting achievement of permanency for children either by
reuniting their families or, when this isn't possible, terminating pa-
rental rights, freeing the child for adoption.

We also believe that it is imperative that Congress not make any
further cuts in the Title XX Social Services Block Grant, the major
funding program for social services in this country. We already
know that the cuts have eliminated many vital programs, especial-
ly those for the working poor. In Kansas, for example, the Depart-
ment of Social and Rehabilitative Services has reduced the day
care slots it funds in'the Wichita area from 800 to 280 and reduced
its eligibility level for Title XX day care from 64.3 percent to 55
percent of the State's median income.

According to most observers in Kansas, parents who have lost
day care for their children are trying to maintain their jobs by
making unsatisfactory or makeshift child-care arrangements, plac-
ing their children in unlicensed home-or leaving them alone.

I concur with the director of the Child Care Association of Wich-
ita's assessment that withdrawing financial assistance to working
parents is not really saving tax dollars.

The difficulties the poor, especially the working poor, are having
in obtaining appropriate child care will be further exacerbated if
Congress accepts President Reagan's proposal to eliminate funding
for the WIN program.

In conclusion, I urge you to continue to safeguard the health and
lives of our Nation's neediest women and children by providing
adequate funding for the programs that serve them and preserving
Public Law 96-272.

Thank you again for this opportunity to appear before you.
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PREPARED STATEMENT OF THE ASOCIATION OF JUNIOR LEAGUES, INC., BY JAN

DEERING, PUBLIC POUCY CHAIRMAN

I am Jan Deering of Wiohlta Kansas, Public policy

Chairman of t'A association of Junior Leagues. The

Association ot Junior Leagues is an international women's

volunteer organization with 240 member Leagues in the

United States, representing approximately 142r000 indivi-

dual members. Junior Leagues promote the solution of com-

munity problems through voluntary citizen involvement# and

train their members to be effective voluntary participants

in their communities. The Association's commitment to the

improvement of services for children is long-standing.

Junior League volunteers have been providing services to

children since the first Junior League was founded in New

York City in'1901. in the 1970's, the Association and

'individual Junior Leagues expanded their activities on

behalf of children to advocate for legislation and ad-

ministrative changes directed at improving the systems and

.institutions which provide services to children and their

families.

I appreciate this opportunity to appear before you

today to express the Association's-concern about the

devastating effect that we believe President Reagan's most

recent budget proposals would have on some of our nation's

neediest children and families. A little less than a year

ago today, I appeared before this committee to urge you to
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preserve the Adoption Assistance an4 Child Welfare Act of

'1980 (P.L. 96-272). Fortunately for our nation's chil-

dren, Congress--responded to the pleas of child advocates

tosave this landmark legislation and refused to place it

in a Social Services Block Grant as requested by President

-Reagan.

I now appeal to you to reject President Reagan's most

recent proposal--to place child welfare services (Title

IV-B of the Social Security Act), 'foster care, adoption

assistance and child welfare training into a Child Welfare

Block Grant. The President-Is budget proposes an authori-

zation of $380 million for the new block grant for Fiscal

Year 1983, a cut of at least 23 percent below the amount

the Administration estimates these programs will cost

during this fiscal year and 46 percent below the funding

levels originally expected for these programs for Fiscal

Year 1983 when P.L. 96-272 was enacted in 1980. We also

urge you to reject further cuts in the Title XX Social

Services Block Gr ant and the-Maternal and Child Health

Block Grant. I would like to touch briefly on-the

Association's reasons for making these requests.

9S411 O---12
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The Adoption Assistance and Child Welfare Act bf 1980

(P.L. 96-272)

The Adoption Assistance and Child Welfare Act of 1980

(P.L. 96-272) was passed in 1980 with strong bipartisan

'support after almost five years of effort by child

advocates--inside and outside of Co~pgress--on behalf of

the reforms embodied in P.L. 96-272. Currently, some

500,000 children are in some type of foster care in this

country. The Adoption Assistance and Child Welfare Act of

1980 was designed to reform this country's child welfare

system by providing fiscal incentives for states to re-

direct their child welfare services from out-of-home care

to provide services to help families stay together as well

as services to reunify families that have been separated.

When reunification is not possible, the procedural reforms

mandated by P.L. 96-272 encourage the termination of •

parental ties and moving the child out of foster care intb

a permanent adoptive home. P.L. 96-272 mandates pro-

cedural reformi such as the development of case plans,

case reviews, including a dispositional hearing after a

child is in care 18 months, arl_. inventories of children in

foster care, and establishes a subsidized adoption program

for children with special needs--mental, physical or emo-

tional handicaps.

1/'.
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Demoptration projects across the country have shown-

that the reforms mandated by P.L. 96-272 are cost-effec-

tive and long-lasting. For instance, in California, the

results of two demonstration projects established by the

state's Family Protection Act proved that admissions to

out-of-home placement drop when services such as counsel--

ing, homemaker service and respite care are provided to

troubled families.

Representatives of the San Francisco and Palo Alto

Junior Leagues, two of the eight Junior Leagues in Cali-

fornia that supported passage of the Family Protection

Act, served on the FPA Evaluation Committee .of the San

Mateo County Department of Health and Welfake's Family and

Children's Services Advisory Committee. The effects of

the demonstration project were dramatic in San Mateo

County. There was a 33 percent decrease in the admissions

to foster homes and institutions in the three-year period

from September 1977 to September 1980. This significant

drop came at a time when the reduction in out-of-home

placements statewide was only one percent. Most impor-

tantly, in 1975, before the project was initiated, 47

percent of the children placed out-of-home that year were

still in placement two years later.
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The Child Welfare Block Grant proposed by President

Reagan would effectively destroy P.L. 96-272 by eliminat-

ing all fiscal incentives for states to institute the

reforms it mandates. The proposed Child Welfare Block

Grant also would eliminate the entitlement nature of both

foster care and the adoption assistance program. P.L-,

96-272 does not allow-a cap to be placed on foster-care

funding until a certain amount of money has first been

appropriated under Title xV-B to provide for preventive

and reunification services. To cap foster care without

first providing funding for preventive and reunification

services, could lead to situations endangering the lives

of children. The entitlement status of the adoption

assistance program assures states that funds will be

available on a long-term basis for the subsidies needed to

provide adoptive homes for special needs children.

Last year when I testified before you, I mentioned

that the subsidized adoption program in Kansas had tempo-

rarily run out of funds. Consequently, at the time I

testified, ten children for -whom adoptive families had

been approved had to remain in foster care because there

were no funds for subsidy. This.type of situation will

not arise again in any state if the adoption assistance

program authorized by P-.L. 96--272 is allowed to continue

as an entitlement.
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For the first time# as a result of a permanency-

planning project initiated by the Kansas Department of

Social and Rehabilitative Services (SRS) in 1980, detailed

statistics are available on the children in out-of-home

placement in my state.

According to a report issued by SRS in November 1981,

- 5,914 children were in some form of out-of-home placement

as of June 30, 1981. Two hundred and six of these chil-

dren had been in nine or more placements. Almost 1,500 of

them had been in care for more than three years. Slightly

more than 450 of these children had been in care for more

than eight years. Furthermore, the case plan for 68 of

the children who were in foster care for six years or more

still read, "return to parents." Significantly, despite

the inauguration of the permanency-planning project in

Kansas, case plans still have not been developed to date

for more than 500 of the children in out-of-home care.

To comply with the requirements of P.L. 96-272, Kansas

is moving toward the establishment of a judicial review

system for children in out-of-home care. Legislation 1

mandating jud4cial review has passed the Kansas State

Senate and is awaiting approval by the State House of
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Representatives. The three Jurior Leagues in K~nsas,

working through their Kansas State Public Affairs Com-

mittee (SPAC), strongly support this legislation,

Experiences with foster care review systems in other

states indicate that regular reviews such as those man-

dated by P.L. 96-272 result in achievement of permanency

for children either by reuniting families or, when this is

not possible, terminating parental rights, freeing the

child for adoption. We are certain that many of those

children who have been in foster care 'for the past eight

years in Kansas would have permanent homes today if P.L.

96-272 had been enacted earlier. In fact, caseworkers

with whom I spoke mentioned a "stagnant population that..

was passed over ten years ago." As you are aware, ex"

penditures of monies directed toward programs which-pre-

vent children from entering, foster care and those which

enable children to move from the foster care system into

permanent adoptive homes are cost-effective. In Kansas,

the adoption support program is one of the most cost-

effective programs we have due to its ability to reduce.,.

the number of children who might be caught permanently in

the foster care system.

)
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Kansas i, not the only state that is changing its laws

to meet the mandates of P.L. 96-272. Missouri Governor

Christopher Bond has developed an Initiatives for Children

-program in response to P.L. 96-272. The initiative is

designed to:

o reduce the number of abused or neglected chil-

dren who enter foster care each month from the

current-level of 230 to 160 by June 1983

o return home within six months of placement 50

percent of all children entering foster care

or residential treatment by June 30, 1983

_o reduce the number of children in foster or

residential care by seven percent--from 5,930

in October 1981 to 5,515 by June 1983

o place in adoptive homes, within twelve months

of termination, 65 percent of all children

whose parental-rights have been terminated by

June 1983

o raise Missouri's current ranking for resident

infant mortality from the bottom 20 states to

the, top 20
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o reduce the percentage'of Mishouti women re-

ceiving inadequate prenatal care from 17.9

percent in 1980 to below 14 percent in 1984.,

The Junior League of St. Louis strongly supports the

Initiatives for Children program._ Qn January 25, the

President 'of the Junior League of St. Louis wrote the

members of the Missouri Congressional delegation that:

Missouri legislators have taken advan-

tage of these mandates [P.L. 96-2721 by

submitting several bills which would

enact these policies in our state. Any

attempt to further cut federal incen-

tives would seriously hamper Missouri's

efforts. We are dealing with program-

matic concerns and funding...earmarked

for the growing problems affecting

children. We believe children deserve

special mention in social service fund-

ing. There is growing attention given

to keeping families intact and giving

each child the opportunity to have a

permanent, nurturing home.
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The amount requested by President Reagan for the Child

Welfare Block-Grant for the next fiscal year is only

slightly less than the amount that is projected to be

spent on foster care alone in Fiscal Year 1983. States

already hard-pressed to fund existing needed programs will

have little incentive to develop new programs. Nor will -

they be encouraged to establish subsidized adoption pro-

grams which require long-term financial commitments to-

adoptive families--even though these programs eventually

will.save thousands of dollars in foster care payments

and, most importantly, provide some of this nation's

neediest children with permanent homes.

States are unlikely to begin to change old patterns.of

behavior unless they can be certain that some type of fis-

cal help-will be forthcoming from the federal government.

As a delegate from the Junior League of Wilmington, Dela-

ware reported when she appeared before the House Ways and

Means Committee's Subcommittee on Public-Assistance and

Unemployment Compensation in support of H.R. 3434 (the

bill that became P.L. 96-272) two years ago

Lobbying experience with Delaware's

General Assembly has taught us that our -.

state legislators look first to the
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federal government for procedural

guidelines and availability of funds in

deciding the validity of proposed leg-

islative reforms..,.

We need these procedural reforms to

alleviate foster-care 'drift', to stop

unnecessary and inappropriate place-

mentse and to end the unnecessary years

spent in care by hundreds of thousands

of foster children.

We need federal fiscal incentives for

states to provide reunification-of-

family services, programs emphasizing

prevention rather than crisis -inter-

vention, review and tracking systems,

and adoption subsidies.

Congress showed its determination to save P.L. 96-272

by refusing to place Title IV-B, foster care and adoption

assistance, in a-Social Services Block Grant during its

last session. We urge you now to reject the President's

most recent proposal to place these programs in a Child

Welfare Block Grant and to reject any further cuts in the

funding for Title IV-B.



Title I XX Social services Block Grant

We also believe that it is imperative that Congress-

not make any further cuts in the Title XX Social Services

Block Grant, the major federal funding program for social

services in this country. Many of the core services

needed to help families, such as protective services,.

homemaker service, day care.and respite care are funded by

Title XX. The implementation of the, reforms mandated-by

P.L. 96-272 depends on support services such as those

funded by Title XX.

The Omnibus Budget Reconciliation Act of 1981 placed

-Title XX of the Social Security Act in the Social Services

Block Grant along with Title XX training and social serv-

ices monies for the territories. Funding for the Social

Services Block Grant was set at $2.4 billion, a cut of 23

percent from the almost $3.1 billion funding set by P.L.

96-272 for Fiscal Year 1982 for the programs included in

the block grant.

Now, President Reagan has requested that the Social

Services Block Grant be cut back to $1.9 billion in Fiscal

Year 1983, more than 500 million dollars below the $2.45

billion established for it for Fiscal Year 1983 by the
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Omnibus Budget Reconciliation Act. We believed that such a

large cut coming directly on the heels of the Substantial

cut made for this fiscal year will throw social services

program-across the nation into chaos. It Is still too

early in many cases to determine the type and extent of

the effects of this year's cuts. For this reason, we

believe that it would be unwise to make any further cuts

until more information is available about the effect this

year's cuts are having on social services.

We already know, however, that the cuts have elimi-

nated many vital programs, especially those for the work-

ing poor. In Kansas, for example, the Department of

.Social and Rehabilitative Services (SRS) has reduced the

dby care slots it funds in the Wichita area from 800 to

280 and reduced its eligibility level for Title XX day

care from 64.3 percent to 55 percent of the state's median

income. SRS also has shifted all of its AFDC recipients

out of Title XX day care, requiring that they pay for

child care with the child-care deduction allowed under

AFDC. According to most observers in Kansas, parents who

have lost day care for their children are trying to main-

tain their jobs by making unsatisfactory or makeshift

child-care-arrangements, placing their children in un-

licensed homes or leaving them alone. A survey made of



the 492 working families in Sedgwiok County that were

-eliminated from the subsidized child-care programs found

that only 20 of ,these families are using the child-care

deduction. Because of the new hFDC requirement for

retrospective budgeting, families will have to wait .two.

months to receive reimbursement for their child-care

expenses. Very few families making the minimum wage can

advance the two months payment required before the

child-care deduction becomes available. Moreover, the

child care that parents are -able to purchase with the $160

child-care deduction often is not of the quality provided

in a Title XX Center. -

I concur with the Director of the Wichita Child Day

Care Association, an organization that has received fi'nan-

ciai support from the Junior League of Wichita, that we

are hot really saving tax dollars by withdrawing financial

assistance for working parents. in addition to caring for

children, good child care also provides a positive setting

and satisfactory role model for children that can produce

long-ranging beneficial. results.

& similar situation regarding child care exists in

other parts of the country. in Pennsylvania, for in-

stance, the state government responded to the federal



budget cuts by reducing .the-eligibility levels for subsi-

dized child care in November, dropping the level- from 115

percent -to 90 percent .of the state's median income, and

requiring that every parent pay some fee regardless of

income. Before November, families in Pennsylvania whose
-. /

incomes were 65 percent or less of the median income could

receive free child care. -Now every family must pay at

least $20 per month. As a result df these changes,

according to the Keystone Kids, an organization to which

the Junior League of Pittsburgh belongs, parents who for-

merly paid $800 a year in child-care expenses now are

faced with paying $2#000 or more.>Tw4 hundred of the

1,900 children receiving subsidized care in Allegheny

County were eliminated from the program as a result of the

changes. A survey done in-January of 135 ofotheee chil-.

dren's, parents showed that ,45 percent of the parents had

not been able to find substitute care.- Forty-three per-

cent of the parents who could not find substitute care had

annual incomes of under $10,000 a year and almost three-

quarters of them were single.women.

In Onondaga County, New York, the director of the

-.Onondaga Child Care Council, an organization-whose Board

includes a representative'of the Junior League:of Syracuse,

reports that the county will have to eliminate, all child.

,,-
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unless the state legislature paspes a supplemental funding

bill of. 20 million dollars. Without the supplemental funds,"

child-care centers 1p.npondaga County will have to charge

parents the full cost of care, thus ending services to all

children whose parents cannot pay the full fees. If Pro-_

sident Reagan's most recent proposals are accepted, Onondaga

County still will have to eliminate the programs for low-

income-working parents, even if the state supplemental

appropriations bill is passed. Similar situations exist-in

several o-ther New York counties. At least one county,

I4onroe, already has eliminated child care for low-income

working parents.

The situatioh in New York, as in many states, is

complicated by the fact that tile state and 'he counties

have different fiscal years than the federal government.

For instance,.the current federal fiscal year began-

October 1, 1981. Onondaga County's fiscal year began

January 1 and the State of New York will .begin its new

fiscal year April 1. This disparity in the beginning of

the fiscal years makes it very difficult to gauge the

effects of the most recent budget cuts at this time.

Z. Jo. "



Many of those who supported the first round of budget

cutbacks also are requesting a halt to further cuts in

social services, For instance, in November 1981, the

Junior League of';gt. Louis joined the National Council of

Jewish Women (St. Louis section) and the Missouri Child

Care Assobiati n in writing to President Reagan to oppose

further cuts in the soci-I services. In their view.

The first round of cuts was difficult

but necessary, and our communities are

dealing with them in a spirit of co-

operation. The second round of cuts,

proposed for Congressional action later

this month, however, causes us concern.

Since the President first proposed a $1.9 billion

ceiling for the Title XX Social Services Block Grant in

November, the concerns of the three organizations are

valid today. Their letter said the following reductions

-in children's programs were likely to occur if the Social

Services Block Grant was cut to the level requested by

President Reagan:

o Family counseling services will be substan-

tially reduced.

- iN
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o Preventive child abuse and neglect services

will be eliminated.

o Child abuse and neglect cases will be main-

tained for only one year.

o Day care services will be reduced by 18

percent in addition to a 22 percent cut

sustained in the first round.

o Three group homes for delinquent children will

be closed.

o Residential services for children will be

reduced by 18 percent in addition to a five-

percent cut sustained in the first round.

The three organizations also wrote Governor

Christopher Bond to thank him for "his courageous and

thoughtful objections to the second round of social-

service-related budget cuts proposed by President Reagan."

The difficulties the poor, especially the working

poor, are having in obtaining appropriate child care will

9416 0-82-18
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be further exacerbated if Congress accepts President

Reagan's proposal to eliminate funding for the Work

Incentive Program (WIN).

Similar stories, I an sure, could be reported from.all

parts of the country. We hope by the end of this fiscal

year to have more comprehensive reports of the effects of

the budget cuts on children's programs. The AssOciation

is collaborating with the Children's Defense Fund in

developing Child Watch to monitor the effects of the

federal budget cuts on children's programs in four areas

AFDC, child health, child welfare and child care. Six

Junior Leagues, including the Junior League of Wichita,

are conducting Child Watch projects in their communities.

Two Junior Leagues--Indianapolis, Indiana and Jackson-

ville, Florida--will participate in the Publia Expendi-

tures for Children project developed by the Foundation for

Child Development to analyze the effect of the Adainistra-

tion's budget actions on children's programs in six

cities. We hope that these monitoring efforts .will

develop information that will help Junior Leagues to

effectively assess the needs of their community's chil-

dren, and we look forward to sharing this information-with

you.
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ate rnal and Child Health Block Grant

Finally# I vould like to touch briefly on the Maternal

and Child Health Block Grant established in the Omnibus

Budget Reconciliation Act by consolidating seven separate

programs: Title V of the Social Security Act (Maternal

and Child Health and Crippled Children's Programs)r Sudden

Infant Death Syndrome (SIDS)l Hemophilia Diagnostic and

Treatment Centers: Supplemental Security Income (8o) for

disabled children; lead-based paint poisoning prevention

programs; genetic disease research; and adolescent preg-

nancy programs. The Association supported the development

of this block grant because we believe that it is essen-

tial to maintain a discrete block of money for maternal

and child health program rather than lumping health

programs for all age groups together.

We urge that no further cuts be made in this block

grant since the Budget Reconciliation Act reduced the

funding for the block grant by 17 percent from the funding

levels provided for the programs in the block grant for

Fiscal Year 1981. Ths.third continuing resolution reduced

the funding for the HCH Block Grant by another four to six

percent. We urge that no further reductions be made at
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this time, especially in light of the spiraling costs of

medical care. We also are concerned about the effect the

proposed merger of the MCH block grant with the Women,

Infants and Children Supplemental Food Program (WIC) would

have on the child health programs, particularly when a

$282 million dollar cut is proposed for WIC.

In conclusion, I urge you to continue to safeguard the

health and lives of our nation's neediest women and chil-

dren by providing adequate funding for the programs that

serve them and preserving P.L. 96-272.

Thank you for this opportunity to appear before you

today.

Jan Deering

Public Policy Chairmafl

The Association of Junior Leagues, Inc.
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The CHAIRMAN. Let's see; do you have an order there? -
Ms. BLACK. Would you like me to go next? All right.
The CHAIRMAN. Again let me say that we will put your entire

statement in the record. You don't need to read it to me; and if you
could summarize, it would be very helpful.

STATEMENT OF JOYCE BLACK, PRESIDENT, CHILIDWELFARE
LEAGUE OF AMERICA, INC., NEW YORK, N.Y.

Ms. BLACK. Thank you. This is a very short summary of my writ-
ten testimony.

My name is Joyce Black, and I am president of the Child Welfare
League of America. CWLA was established at the request of the
delegates to the first White House Conference on Children in 1920.
It is also the first, and continues to be, the only national not-for-
profit voluntary membership organization which sets standards for
child welfare services. Our members provide crosscutting services
to children, youth, and families. The league has 400 member agen-
cies and, through the office of regional, provincial, and State child
care associations, represents 1,600 agencies which are affiliated
with 30 State child care associations.

This means that members and affiliated agencies of the league
serve several million children nationally. It also means we speak
for over 6,000 volunteer board members and several thousand more
direct service volunteers.

This, then, is the uniqueness of CWLA. We are not only an advo-
cacy organization but our agencies serve children qnd their fami-
lies in every State in the country.

As a concerned citizen who has been a full-time volunteer in the
health and human services field for the greater part of my adult
life, I was pleased to be invited to speak with you today. I have
enormous respect for the professionals and staff in the field, but I
believe that is very important for you to hear from those of us who,
at the local, State, and national level, volunteer our time to direct
service activities with children, youth, and families as well as make
policy decisions regarding programs and fundraising for agencies
who care for our Nation's 64 million children; in particular, those
children who cannot speak for themselves and who suffer the most
from the administration's severe cutback in social welfare pro-
grams.

It is important to note that a mere 18 percent of the Federal
Government's transfer payments are for people with very limited
or no resources. Although these means tested programs represent
only 18 percent of the transfer payments, 60 percent of the fiscal
year 1983 budget cuts are targeted at these programs. These are
the programs in which children represent well over half of the re-
cipients. Children are barely surviving the fiscal year 1982 cuts,
and in my opinion the proposed 1983 cuts will have disastrous re-
sults, such as possible warehousing of children, and will also nega-
tively affect the Nation's economy.

I would like to speak briefly to three different proposed program
cutbacks.

Cuts in AFDC: The study recently completed by Tom Joe, Direc-
tor of the University of Chicago's Center for the Study of Social
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Policy, concludes that the proposed budget cuts in entitlements for
AFDC recipients will fail to achieve the anticipated savings.

Why? Because of the work-disincentive impact of the new propos-
al, it would not achieve the savings predicted by the administra-
tion. Each time a mother leaves a job or fails to accept a job be-
cause of the built-in disincentives, there is a substantial increase in
the Federal Government cost. Federal AFDC and food stamp bene-
fits are far-higher for a family that does not work and has no other
income than for a family that has some earnings and therefore
qualifies for smaller welfare and food stamp benefits.

When the work disincentives in the AFDC/food stamp/medicaid
system become too great and fewer persons work, much of the sav-
ings Congress thought it was achieving disappear and Federal costs
actually increase rather than decrease.

Second, cuts in Public Law 96-272, the Adoption Assistance and
Child Welfare Act. The administration's proposal in this area
would reduce the funding level for this program by 25 percent from
the 1982 level, which will be 47 percent below what Congress rec-
ommended be available for implementation in 1983 when the bill
was drafted.

The administration also proposes block-g-canting 96-272. We find
this contrary to the spirit and intent of the legislation-the legisla-
tion that so many of you worked on to make a reality. Foster care
meets the basic survival needs of children and must be provided in
order for a child to exist.

In addition, the league wants, as the legislation states, to move
children backito their natural families or into permanent adoptive
homes. This service for permanency costs money; it does not
happen by wishing or infusing good willed, nontrained volunteers
into the system. Up-front money will, in the long run, save millions
of dollars in possible residential treatment care or detention facili-
ties.

For instance, the Maine Department of Human Resources re-
ports a 10-percent decline in the number of children in care last
year because of increased family remunification and adoption serv-
ices. And the 1982 Foster Care Rview Report from the Arizona Su-
preme Court states that it costs Arizona $10,000, including the ad-
ministration cost, to maintain a child in foster care for 1 year, but
only $1,600 a year for a child in subsidized adoption.

Last, Title XX, Social Services Block Grant: This was cut in 1982
b823 percent, and it is proposed to be cut by another 20 percent in

Since August of 1981 this would mean a 38-percent reduction, or
$1.225 billion, which does not include loss of State matching funds
nor the administration's proposal for folding in WIN.

Approximately 62 percent of Title XX Social Services Block
Grants are expended on children and families. For instance, there
has been a 17-percent increase in abuse and neglect nationally in
the past year. We all read the -tragic stories of mothers abusing
their babies to the point of death. We know from former studies
that much of this can be prevented with foster care services. We
also know that the closing of day care centers--and if this budget
is allowed to stand there will be many, many more-will not only
adversely affect children but the economy. Caretakers will be with-
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out jobs, and many single parents who head households will stay
home and not work because private costs of care such as babysit-
ters are unaffordable. This will, again, swell the public assistance
rolls and will be far more costly to the taxpayers, both individuals
and corporations.

It is not a pretty picture, but you can do something about it.
Thank you very much.
The CHAIRMAN. Thank you.
[The prepared statements follow:]
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TESTIMONY OF
THE CHILD WELFARE LEAGUE OF A4ERICA, INC.

My name is 3oyce Black, and I M the President of the Board of Directors of
the Child Welfare League of America (CWLA). I have served on the Board of
CWLA since 1973. I have devoted my career to volunteer leadership activities,
and am currently serving on boards of local, state and national organizations.
I am the Presioent of the Day Care Council of New York, Inc.; President, Big
Brothers of New York, Inc.; Vice President Volunteer - The National Center
for Citizen Involvement; Vice President, Big Brothers/Oig Sisters of America
(first woman trustee); member, New York State Banking Board (first woman
member); Co-Chairperson, ayor's Voluntary Action Council; member New York
State Temporary Commission on Child Welfare; Trustee (first woman!, New York
University edical Centers Past Chairperson, Resources Review Board; Board
Member, Council on Accreditation of Services for Families and Children; Vice
President, National Conference on Social Welfare; Board Member, New YorK
Council for the Humanities; Vice President, Cancer Care, National Cancer
Foundation, New York State Board of Social Welfare.

The Child Welfare League of America was established in 1920 and is the only
national voluntary membership and standard setting organization for child
welfare agencies in the United States. Our agencies provide adoption ser-
vices, day care, day treatment, foster care, residential treatment, maternity
home care, protective services, homemaKer services, emergency shelter care,
services for children in their own homes and services for children and fami-
lies under stress. The League is a privately supported organization comprised
of 400 child welfare agencies in Nortn America whose efforts are directed to
the improvement of care and services for children. The agencies affiliated
with. the League include all religious groups as well as non-sectarian puolic
and private nonprofit agencies. Through the Office of Regional, Provincial
and State Cnild Care Associations, the Child Welfare League also represents
1,600 child care agencies affiliated with 30 State Child Care Associations.

I would like to thank the Finance Committee for te opportunity to appear be-
fore you today, on oenalf of the Child Welfare League of America, to express
our concerns regarding the Administration's Fiscal Year 1983 oudget proposals.

We as a Nation have always embraced oppressed people. Indeed, America is known
as the land of opportunity. Yet it is a sad, clear fact that the brunt of the
Administration's 1983 budget cuts will be borne by children, just as the FY
1982 budget cuts were. what kind of opportunity are we providing our children
when we deny them their basic survival needs and the services necessary for
them to live a fruitful life?

A mere 18 percent of the federal government's transfer payments are for people
with very limited, or ho resources. Although these means-tested programs rep-
resent only 18 percent of the transfer payments, 60 percent of the FY 1983
budget cuts are targeted at these programs. These are the programs in which
children represent well over half of the recipients. We protest the inherent
unfairness of these budget cuts. Tne Administration's policies of redistribu-
tion of income from the poor to other segments of our society must not oe
allowed to continue.
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we are cognizant that basic economic stabilization is a necessity for a strong
America. However, these additional cuts in human service programs wil1 not
lead to economic stability, but in the long run will cause increased deficits
and human suffering.

The Administration's budget proposals for FY 1983 recommend large reductions
in programs aimed at assisting the poor and disadvantaged. The following
chart demonstrates certain program reductions enacted, and proposed, under
this Administration.

SUMMARY OF THE PRESIDENT'S BUDGET PROPOSALS

Child Welfare Block Grant
Title XX Social Services Block Grant
Aid to Families with Dependent Children
Medicaid
Food Stamps
Child Nutrition
Compensatory Education (Title I)
Education for Handicapped Children
Juvenile Justice
Comprehenswve Employment and Training Act (CETA)
Work Incentive (WIN)
Head Start
Runaway and Homeless Youth
Child Abuse

FY 1981 .1982 FY 1983
$522 million $460 million $380 million
$2.9 billion $2.4 billion $1.9 billion
$7.0 billion $7.1 billion $5,7 billion
$16.8 billion $17.8 billion $17 billion
$10.5 billion $10.6 billion $9.5 billion
$3.5 billion $2.8 billion $2.8 billion
$3.1 billion $2.9 billion $1.9 billion
$1.4 billion $783 million Block Grant
$100 million • $70 million 0
$7.6 billion $3 billion $387 million
$365"million $246 million 0
$820 million $912 million $912 million.
$10.9 million $10.5 million $6.6 million
$6.8 million $6.7 million $4.6 million

'plus $46.9 million C8O estimates will be required in a supplemental appropriation to meet foster care expenditures.

Even a primitive analysis of last year's activity and this year's proposals
oy the Administration reveals that the poor are getting poorer, and that the
working poor can find safety only in dropping oack to AFDC were they will be
guaranteed Medicaid protection for their children. America's poor are increa-
sing in numbers. Poverty may become a more permanent status as avenues for
upward mobility are eliminated, and children, the next generation, are be con-
signed to poverty as they were in the 1950's. Clearly, children and children's
programs are suffering.

For instance, policy analysts predict that under the proposed Fiscal Year 1983
cuts:

a 750,000 pregnant women will become ineligiole for federally-funded,
prenatal nutrition programs.

* 100,000 families will no longer receive day care services -- services
which allow parents to worK.
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* AFDC will again be cut, eligibility will be tightened, and struggling
children and their famlies will be faced with the most draconian of
decisions -- whether to pay for food or heat, whether to-pay for
housing or transportation to a job.

* one million school children will not receive meals in the Sumner
Feeding Program, now slated for elimination.

e Millions of children will have less medical attention.

* Millions of children will have less to eat because of eligibility
changes and reductions in the numer of meals in day care centers.
Have we so quickly forgotten the distended bellies of some of our
children only a little over a decade ago?

State officials are predicting that those working in marginal jobs will be
forced to stop working and exist on AFOC alone in order to retain medicalcoverage for their children. This fact was corroborated by Tom Joe, head of
the University of Chicago's Center for the Study of Social Policy here in
Washington D.C. Joe, a welfare expert, who worked in the, Nixon administra-
tion, has concluded, "if the Reagan proposals go through, the cuts for the
working poor would provide a clear disincentive to work. In 24 states a wel-
fare mother with 2 children would end up getting more disposable income if she
depended solely on welfare than if she went out and took (or kept) an average
jOb...In New York, for example, the non-working family would get $508 as
against $468" (WASHINGTON POST, Feoruary 25, 1982); 

The effect of the Administration's new proposals ih the food stamp and Aid to
Families with Dependent Children (AFOC) programs - when added to the effect
of last year's reductions in these programs - will be to push low income fam-
ilies deeper into poverty and virtually eliminate any incentives for welfare
mothers to work. Joe's study further shows the effects on:

Work Incentives

* Before last year's changes,, those AFDC mothers who went out and
worked (and earned average wages for working AFOC mothers) were able
to raise tneir disposable incomes to the poverty level in 29 states.
After last year's cuts, average AFOC working mothers were pushed oe-
low the poverty line in every state. Under the new proposals, they
would be dropped to 85 percent of the poverty line or below in every
state.

* Incomes for working AFDC families would be reduced so much that par-
ents who work would generally oe little oetter off -- or worse off --
than AFDC mothers who do not work. In 24 of the 48 states included
in the study, the AFDC working mother earning average wages would end
up with less dispobable income than the AFLC mother who does not
work. In California the working mother would have $82 a month (or
nearly $1,000 a year) less in disposable income than the mother who
does not work at all. These 24 states include 65 percent of all AFOC
working parents. This is shown in Appendix I.
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0 The 24 states where working parents would be worse off ae Arizona;
California; Colorado; Connecticut; Georgia; Illinois; Iowa; Kansas;
Louisiana; Massachusetts; Michigan; Minnesota; Montana; Nebraska; New
Hampshire; New Jersey; New York, Ohio; Rhode Island; Utah; Vermont;
Washington; Wisconsin; and Wyoming.

* In half of the remaining states, the average working AFDC mother
would end up with from $4 to $29 more per month (or no more than
about $1 a day) from working. These states are Florida; Idaho;
Indiana; New Mexico; Oklahoma; Oregon; Pennsylvania; South Dakota;
Virginia; West Virginia; and the District of Columbia.

The new proposals would also discourage those who are working from
working harder and increasing their earnings. For most AFDC working
mothers, each additional dollar they earn after their first four
months on the job will result in a net income gain of only one cent.
Ninety-nine cents would be "taxed away" through reductions in AFDC
and food stanp benefits and increases in Social Security and payroll
taxes.

* These extraordinarily high "contined marginal tax rates"-destroy work
incentives. They are contrary to the philosophy behind the major tax
reductions for upper income individuals in last year's tax bill.
wealthy indi viduals in the highest tax brackets now retain at least
50 cents of each additional dollar they earn, a feature of the tax
code designed to maintain incentives and spur productivity. I

* These features of the new Administration'& proposals run counter to
statements made in prior years by David Stockman. In a 1978 article
in the Journal of the Institute of Socioeconomic Studies, Stockman
warned that welfare recipients needed to be able to keep more, not
less, of each additional dollar they earned or else incentives to
work would be undermined.

Medicaid

* The work disincentive features are further aggravated by the fact
that in 20 states, those working families eliminated from the AFDC
program also lose Medicaid coverage for themselves and their child-
ren. In these 20 states, Medicaid is restricted to those on AFOC or
SSI. When working families stand to lose Medicaid coverage for their
children because they work, and when their disposable incomes are not
much higher than those on welfare who do not worK, pressures to leave
or decline jobs and go back on welfare intensify.

* Tne new budget proposals would exacerbate this situation by reducing
the federal matching rate for the Medicaid costs of working poor fam-
ilies not on AFDC in those states that still cover th6se families.
As a result of last year's substantial reductions in federal Medicaid
funding, some of the remaining 30 states are already restricting or
even planning to drop medical coverage for the working poor. If this
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new Medicaid reduction proposal by the Administration is added on top
of last year's cuts, larger numbers of states are likely to begin
reducing or terminating medical coverage for the working poor.

Child Care Support

* In addition to AFOC, food stamp and Medicaid cuts aimed at the
working poor, work disincentive impacts are also beginning to result
from sharp cuts in federal funding for day care services provided to
low income working families. Tne combined impact of these reductions
has been to force some day care centers to close, to lead others to
reduce the numer of children they can serve, and to lead many to
raise day care fees. When any of these events occur, some low income
working families are forced to pay more for child care services. The
result is that the costs of working go up, and the gains from working
diminish.

Joe concludes by stating that the proposed cuts in entitlements will fail to
achieve anticipated savigns.

* Because of the work disincentive impacts of the new proposals, they
would not achieve the savings predicted by the Administration. Each
time a mother leaves a job or fols to accept a job because of the
built-in disincentives, there is a substantial increase in the
federal government's costs. Federal AFOC and food stamp oenefits are
far higher for a family that does not work and has no other income
than for a family tnat has some earnings, and therefore qualifies for
smaller welfare and food stamp benefits. When the work disincentives
in the AFDC/food stamp/Medicaid system oecome too great and fewer
persons work, much of the savings the Congress thought it was
achieving disappear, and federal costs actually increase rather than
decrease.

0 Federal costs for AFDC and food stamp benefits for an average AFDC
working family averaged $189.80 a month, prior to last year's
changes. Tne federal cost- for a family that does not work Woulo be
$279 a month next year. Each time an AFOC mother chooses not to work
because of the new disincentive features, federal costs to support
her family are 47 pecent higher than if she had taken a joo.

The charts in Appendix I from Tom Joe's study show: 1) a comparison of the
Effect of Employment on the Monthly Disposable Income of AFOC Families; and 2)
the Rise in Federal Costs if Work Effort is Reduced.

P.L. 96-272, THE ADOPTION ASSISTANCE AND CHILD WELFARE ACT OF 1980
VS. ADMINISTRATION CHILD WELFARE LOCK GAT PROPOSAL

Description bf Current Law

After five years of intensive work, the Adoption Assistance and Cnilo welfare
Act was signed into law on June 17, 1980. In this family support bill Cong-
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press established the principle of permanency for all vulnerable children in
America, children who in some cases have been in out-of-home placements for
years, or bouncing from fostor care placement to placement. This Act mandates
major reforms in child welfare services through a painstakingly crafted, sys-
tematic restructuring of the child welfare system. Federal financial incen-
tives are provided in order for States to:

-- conduct an inventory of all children in foster care over six months;
-- implement a statewide management information system on children in

foster care;
-- implement a case review system;
-- implement a family reunification services program; and

implement a preventive services program.

Realizing that without alternatives to foster care, the system could not be
reformed, Congress placed new emphasis on increasing federal Title IV-8 ch ld
welfare services funds and created a federal Adoption Assistance Program to
provide those necessary alternatives: incentives for adoption and family
strengthening services.

Only when specific increases in federal Title Iy-8 child welfare funds were
appropriated to provide these alternatives, and shifted to an advanced funding
basis, would a cap on federal expenditures for AFOC-foster care be imposed.
The law specifies that by October 1, 1982 Title IV-A, AFDC-foster care, be
converted into a new Title IV-E AFDC-foster care program, and the new Title
IV-E Adoption Assistance program for AFDC or 55I special needs children be,
mandatory. Congress felt so strongly about this bill thit it became drama-
tically bi-partisan -- enacted by a 402 to 2 vote in the House, and a unani-
mous vote in tne Senate.

The Administration's budget document gives this rationale for the elimination
of P.L. 96-272 through the budget cutting, block-grant process: "Under the
current system States do not have the flexibility to direct their efforts to
permanently place children rather than continue foster care arrangements."
That statement is totally inaccurate. P.L. 96-272 specifically mandates pre-
vention of unnecessary separation of the children from the parent(s); improved
quality of care and services to children and their families; and permanency
through reunification with parents or through adoption or other permanency
planning.

During the first session of the 97th Congress the Administration proposed
folding child welfare programs into the Title XX Social Services Block Grant
and dramatically reducing the funding necessary to implement the required
improvements in the child welfare system. Congress did not agree. Instead,
Congress reaffirmed its commitment to maintaining the flexibility in P.L.
96-272 and providing necessary alternatives for children in need of services
by protecting the law and its funding levels in the Omnious Budget Reconcilia-
tion Act.

Although the law has not had the opportunity to be fully implemented yet, the
Administration is once again proposing its elimination. This time a new Title
IV-E Child welfare Block Grant is proposed by the Administration which would
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consolidate Title IV-8 Child Welfare Services, Child Welfare Training, Title
IV-"E Foster Care, and the Title IV-E Adoption Assistance programfor special
needs children. This proposal would eliminate the individual entitlement to
care for special reeds adoptive and foster children, and it would resl' the
Title IV-8 child welfare services program tor vulnerable children tt iCongress
enacted along with the Social Security Act back in 1935.

The authorization level for the block grant would only be $380 million for FY
1983 and thereafter. Since the program would only oe authorized at that low
level, and since lesser sums could be requested by the Administration and ap-
propriated by Congress, States would never have a firm federal commitment to
meet the most basic needs of our vulnerable children, much less the financial
support to improve the child welfare system as presently embodied in P.L.
96-272.

P.L. 96-272 Incentives Lost by Inclusion in Block Grant

Open-end Adoption Assistance Program for AFOC and SSI eligible special needs
children: Jicilusion in a block grant eliminates the entitlement, and the
incentive to move children out of foster care and into adoptive hqmes, by
capping the program and reducing the funding for this alternative to foster
care. Special needs children require additional specific adoption placement
services that States will be hard pressed to provide under reduced funding
levels. There will no longer be an incentive to provide these extra adoption
services to children over any other service since fundinQwould be limltedand
from a single source. -

According to the National Study of Social Services to Children and Tneir Fami-
lies (uly 1978):

-- There were at least 100,000 children legally free for adoption
in 1977, yet only half of these children were receiving adoption
services.

-- If proper and appropriate services were provided, it is estimated
that at least another 100,000 children would be free for adoption.

-- Title XX, the current social service blOCK grant program, has pro-
vided less than one percent of the available funds for adoption
services in any fiscal year since the program's inception (1975).

Increased funding to implement the new child welfare requirements under the
Title IV-8 Child welfare services program: In 1979 the Title IV-8 child wel-
fare services program expenditures were approximately $800 million, 93 percent
of wnich were State and local funds. Yet the States were still incapable of
implementing the major reforms embodied in P.L. 96-272. The Federal share of
the IV-8 program was only $56.5 million until passage of P.L. 96-272, which
tied specified increases in Federal funding under IV-8 to the new program re-
quirements., Fedei.al funds appropriated aoove $56.5 million may not be expended
for foster care maintenance, adoption assistance or employment-related day
care. Title IV-B appropriations, advanced funded, of $163.5 million for FY
1981, $220 million for FY 1982, and $266 million for both FY 1983 and FY 1984,



trigger a ceiling on the AFDC foster care program. In FY '81 $163.5 lllbi-
was appropriated for child welfare services. In FY '82, under the Continuing
Resolution, $163.5 million was appropriated with H.H.S. having the discretion
to cut up to 6 percent from the program. N6 reduced child welfare services
funding to $156 million for FY '82. However, the Administration only requested
that $107.0 lion be appropriated for FY '82 - an mount which would t
trigger the reforms in the law.

title MeV nc tive funds abogg Qlj million: Only those States that nave
implemented an inventory or children in roster care; a statewide mngemnt
Information system; a case review system- a family reunification services prog-
ram; and, after appropriations of $266 million for two consecutive years, a
preventive services program, are eligible to draw down Federal funds in excess
of their share of $141 million.- Additional ly, when States have received their
share of the full authorization, $266 million, for two consecutive years they
must have implemented all of the reforms or else the State's share of Title
IV-8 funds will be reduced to its share of $56.5 million. There would be no
incentive funds to encourage States to implement reforms in the block grant
approach.

Increased flexicility throuah transfer of funds from Title IV-E Foster Car
5Moram to Title IY-8 Child Wlfare Servce prog Im With the availabilfty
or alternatives to roster can it is anticiteo that foster car expenditures
will decline. Therefore for any fiscal year In which funds appropriated un-
der Title IV-8 Child welfare Services are insufficient to trigger a nationwide
ceiling on foster care funds States have the o8tJon of operating their fopter
care program under a limitation (formula specified In P.t. 96-272). As en in-
centive to reduce foster care with the provision of family strengthening servi-
ces, States may transfer funds from their allotment not needed for foster care
under Title IV-E over to the Title IV-8 child welfare services program at the
higher matching rate of 75 percent Federal funds. Tne lock grant proposal
cuts federal funding by 47 percent in FY '83 ano 50 percent by FY '84 as com-
pared to full implementation of the provisions in P.L. 96-272 (see Appendix II
for # comparison of funding levels for child welfare programs). With only one
limit d source of funding to meet the needs of children, States would not have
an incentive to provide additional necessary services to move children out of
foster care into families. In fact, States would oe hard pressed to move chil-
dren through the foster care system. The Congressional Budget Office (Co) es-
timates that $346 million will oe needed to fund Just the AC foster care pro-
gram in FY '82. Applying the Administration's inflation rate of 7.5 percent
to the AFDC foster care program provides a $372 million cost for FY '83, as-
suming absolutely no increase in the need for out-of-home care for poor chil-
dren. Under the Administration's proposed block grant funding level, that
would leave $8 million to provide the services necessary to move children
through the system. It is inconceivable that family reunification and pre-
placement preventive services, adoption services and assistance, and training
for child welfare personnel could be provided for under such dramatic funding
reductions.

State and local matching requirement: A 25 percent State/local matching of
Federal funds is required in order ror States to draw down the 75 percent
Federal dollars for the Title IV-8 child welfare services program. Inclusion
in the block grant eliminates the State/local matching requirement, tereoy
eroding program dollars further.
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Time and resources to implement reforms: Since States are at different stages
of development toward these child welfare reforms, under current law mandates
are not in place until a State draws down its share of Federal funds in excess
of $141 million. The incentive is in place for States to move quickly in order
to be eligible for additional resources, but those States that are in the pro-
cess of developing reforms would not be penalized until sufficient dollars and
time have been allowed to have the required services in place. The block grant
proposal dramatically cuts the resources to implement the reforms, requires
that preventive services be in place by October 1, 1983, and yet allows States
which assure the Secretary of HHS that they have not implemented the reforms
to receive 80 percent of their allotment plus the"ortion of the remainder of
their allotment which they specify in their report will be spent on those
activities.

Conclusion

The Administration is removing the incentives, the fiscal resources, and the
flexibility embodied in P.L. 96-272 that Congress so carefully crafted, and
still supports, which would enable children-to grow up in permanent loving
families. The proposed child welfare block grant will perpetuate the pattern
of children going into "temporary" foster care and leaving at the age of 18 --
alone, w-thout a family. Foster care is a sound program that has protected
many children from ham, but it has been overutilized due to lack of alter-
native services for vulnerable Children and their families. We must not turn
back the clock by making the alternatives to foster care unavailaole. States
must be able to provide a full complement of services, asccontained in P.L;.
96-272, which a block grant reduced by 47 percent will not allow them to do.

So a law could be lost, a cost-effective and humane law. Congress is being
asked to take a lot of money, and a lot of hope, away from kids and to renege
on the nation's promise that kids in need of care are entitled to receive
care. Add to this the cuts in the basic funding stream for social services
for children and their families, the Title XX Social Services Block Grant, the
cuts in AFDC and you have an abdication of federal responsibility for children.

The reforms initiated by P.L. 96-272 grew out of substantial work by members
of Congress, child welfare service providers, child advocates, and researchers.
The results are quite impressive.

Kansas

Marjorie 8. Morgan, Commissioner of Social Services i6'tne Kansas Department
of Social and Rehabilitative Services (SRS) reports:

"Kansas has an enviable record in showing its concern for people through
effective programs to prevent child abuse and neglect and to protect our
children. Any further reductions in the IV-8 and IV-E funds will severely
curtail our preventive and protective services to protect our children and
to maintain intact families.

"As you are aware the expenditure of monies directed toward programs which
prevent children from entering foster care and those which enaole children
to move from the foster care system into permanent adoptive homes are cost
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effective. In Kansas the Adoption Support program is one of the most cost
effective programs we have due to its ability to reduce the number of*
children caught permanently in the foster care system. The average cost
of adoption support for children receiving medical services and/or case
maintenance payments is $154.00 per month, per child, while the average
cost of foster care is approximately $451.00 per month, per child,

-xcluding medical costs."

In other words, $297 per child, per month; is saved by providing adoption
support to needy children. The Administration's 25 percent reduction from FY
1982 funding levels for child welfare programs would mean that 21 additional
children could- remain in foster care, since the resources to provide addi-
tional .family building services would be severely curtailed. The anticipated
cost of retaining 21 additional children in the foster care system in Fiscal
Year 1983 would result in an unnecessary drain of $74,844 on the Kansas foster
care budget. However, there is no way -to calculate the human cost to a child
denied a permanent loving family.

A Special Reort on Foster Care prepared by the Kansas Department of Social
and Rehabilitation Services (January, 1982) shows the following data from the
SRS child Tracking System:

*eSeeee~es*OeeeSOeee*eeeeeee~teeeee0e900S mee s e e eeeeeeleeeeeee~~eee

REASON FOR CLOSING OF CUSTODY CASES

It should be noted that cases are being closed at an incieasing rate as
permanency planning concepts for children have beeo implemented. In the first
six months of FY 1982, 2,095 children were released from agency custody as
compared to 2,952 closing in all of FY 1980 and 2,396 cases in all of FY
1979. Data available in the child tracking system show that children are
remaining in the system for a snorter period of time.

Custody Child Custody
-Returned Reached Age Transferred Adoption
to Parents of Majority to Other Finalized Other* Total

A 1981 225 84 32 30 103 474
981 189 78 36 31 105 439

Sept. 1981 167 45 25 18 63 318
Oct. 1981 234 63 29 35 67 428
Nov. 1981 79 24 9 11 18 141
Dec. 1981 166 41 27 25 36 295

GRAND TOTAL: 2095

* The "Other" code includes "Entered in Error." The decreasing use of tnis

code reflects tne agency's efforts at "cleaning-up" this new tracking system.
*60eeee ... 9.. ..... ........... ....... o..eeee.

92-15 0-82- 14
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Arizona

The 1982 Arizona Supreme Court Report and R comedations regarding Foster
Care Review Boards shows the following cost effectiveness data of permanercy
provisions through adoption subsidy:

oeeee. .eooeeoeooo.o geeoc. Oeg so ees..eeeeeeeeeeeeeeeeeeeee eeeeeeeeeeeeeeseeeeeeeeese4

Direct CovMarative Cost: Foster Care vs. Subsidy
(Ms or Muly 1, 196 - source: OS)

Average Cost of Average Cost of
Child in Foster Care Child in Subsidv

(Direct cost only)*

$7,014 a year $1#600 a year

* When all costs, including administration and personnel are involve6, the
average cost exceeds $10,000 a year.

egee.ee.ee eeee..e eeeeeem......e eeeeeeeeeeeeeeeesee.e...eseeesesee... s eee......

VirainJA

Loudon County Department of Social Services reports:

"As a result of this agency's knowledge of children's'need for perma- '
nency, we hired a permanent planning worker in Feoruary of 1977. Her
caseload was selected on the basis of which foster children had the
greatest need for permanency. This worker has been involved with
twenty-five families with a total of fifty-five children. Eighteen
children have been returned to biological families. Ten other older
children remained in continued foster care. Eleven children have been
released for adoption. Four of these children were adopted oy their
foster parents; seven children, including a sibling group of three,
were adopted, and we are actively workn on placing one child who is
emotionally disturbed Four children went into permanent foster care.
(These are older children who wanted to remain with their foster
parents and not be adopted.) We are still working on plans for five
children. As of February 1982 these efforts have resulted in a
financial savings of i28,749 in foster care payments alone. The
salary for the permanent planning worker during the same period was
$32,000. The Loudon County Department of Social Services currently
has forty-five children in foster care placement. We nave had a 25
percent reduction in the number of children coming into foster care
during a period of time when the population in the county has in-,
creased." -

The Commonwealth of Virginia foster care program provides substitute homes for
8 183 children. The majority (53 percent) of the children in care are 13 years
of age or older. "

The 2,145 children who entered foster care last year (Fiscal Year 1980-1981)
came into the custody of the local boards of welfare for the following reasons:
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Abuse or neglect 40 percent of children
Temporary relinquishment of custody 24 percent of children
Children in Need of Services 17 percent of children

(Non-Oelinquent Violations of Law)
Parents Requested to be Relieved of Custody 13 percent of children
Delinquency. 3 percent of children
Reason Indeterminable from Automated 3 percent of children

Data System

Of those children who entered care last year, 41 percent had fathers and 14
percent had mothers who were absent from the home or who deserted. Twenty-
seven percent of the children had mothers who needed services primarily to
help them manage and care for their children.

As of 3e 1981, 50.5 percent of the children were white and 49.5 percent were
non-whites 53 percent were male and 47 percent were female. Forty-one percent
of the children in care had one or more physical, mental, or emotional handi-
cap.

While the average length of time in care is 4.3 years, the number of children
who remain in care for over 2 years is decreasing. Of the 3,553 children who
left care last year, 47 percent of 'them-were returned to their parehts and 16
percent were adopted.

Oreaon

A report from the Children's Services Division of the Oregon Department of
Human Services on their 1980 Permanency Planning Services Program for children
in need of special planning services reveals that:

0 special planning services were provided to an average of 580 children
per month;

* during one month's time, out of 661 children served, 234 or 35
percent were returned home;

* the Oregon Legislature recognized that permanency planning was saving
money from out of home placement costs and decided to appropriate
funds for preventive and restorative services, including, but not
limited to: homemaker, rusekeeper, incest treatment, parent
training, supportive remedial day care, and intensive family services
to address the increasing level of problem severity; -

* from March 1980 until December 1980, 370 families were provided
intensive family services -- out of 193 children approved for
substitute care placement only 10 children required placement due to
the provision of intensive family services;

* during the same period (March 1980-Oecemoer 1980) a control group of
20 families was monitored -- all required placement;

* results show that with three months of intensive family services, 95'
percent of the children will remain at home, or be returned home, who
would have required out of home placement without the intensive
services;
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cost effectiveness of permaneny planning services:
-. average monthly cost of substitute care per child is $754;
-- average monthly cost of services per child is $333;
-- in 1958 average length of stay for a child in substitute care

was 58 months;
-- in 1979 average length of stay for a child in substitute care

was reduced to 26 1/2 months;
- from March 1980 to January 1981, the Department estimated

savings of $945,000, using the average length of stay for
children in out of home care, for children not placed in
substitute care;

-- Oregon estimates an 800 percent return on their investment
in services to children and their families based on costs of
the average length of stay in out of home care.

California

COST EFFECTIVENESS OF ADOPTIVE PLACEMENT VS. BOARD AND CARE COST
OF LOS ANGELES COUNTY CHILDREN

..... Fiscal Year 1979-,80

Atl Placements (357) (a)

Board and Care Costs
Aid for Adoption Costs

SAVINGS:

First 12 Months

$19696,452
- 226,093

$1,470359-

To Aoe 18

S$18,430,651
-904,373 _(o)

$17,526,278

Placements Without AAC (398) 69.8% of Total

Board and Care Costs
Aid for Adoption Costs

SAVINGS.:

Placements With AAC (168) 30.2% of Total)

Board and Care Costs
Aid for Adoption Costs

SAVINGS:

$1,140,064
-0-

$1,140,064

$ 556,388

- 226,093
$ 330,295

(a) Does not include 31 out-of-county children placed with
County families for whom savings will accrue in the county
were placed.

(b) eased on 4-year average period of subsidy.

$13,517,040
-0-

$13,317,040

$ 4,913,611
-- %0j,373

$ 4,009,238

Los Angeles
from which they
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Title XX Social Services Block Grant-

As part of President Nixon's "new federalism", federal programs for social
services were consolidated under Title XX of the Social Security Act as a
capped block grant program administered by the states in 1975. With a federal
funding ceiling of $2.5 billion and a 23 percent matching requirement, all
social service programs formerly under AFDC and aid to the aging, blind and
disabled (Titles I, IV-A, X, XIV and XVI of the Social Security Act) became a
single block grarnt to states. Social services were separated from income
maintenance and assigned a primary goal of reducing dependency and promoting
self sufficiency. States were given responsibility for determining their own
social services needs and for allocating resources to provide soical services,
with a-condition that there be broad public participation in this
decision-making process.

This program is the principal Federal funding source for the full range of
social services as determined by the State. Services are to be directed
toward five goals: -1) self-support; 2) self-sufficiency; 3) prevention and
remedy of neglect, abuse or exploitation of children or adults and preser-
vation of families; 4) prevention of inappropriate institutional care through
community based programs; and 5) provision of instit tional care where
appropriate.

Approximately 62 percent of the program funds have been expended for services
to children and their families. A large percentage of day care for low-income
families, which-enables parents to work, is provided under Title XX. Increased
demand on services offered under the Title XX program is expected once the im-
pact of other reductions in programs like AFDC, Medicaid, food stamps, housing,
CETA, and low-income energy assistance is felt. Additionally, substantial
funding cuts have strained the States' ability to implement the bipartisan sup-
-ported reforms contained in the Adoption Assistance and Child Welfare Act of
1980. Any further reduction in the Social Services Block Grant could effec-
tively halt States' efforts to find permanent homes for children.

Under the Omnibus Budget Reconciliation Act, the Title XX Block Grant was
amended to incorporate social services, day care, state and local training,
and social services for the territories into a new block grant program to the
States. States were given increased flexibility within this new block grant.
There is no longer a state match requirement, State planning and public par-
ticipation requirement, earmarking of specific funds for day care, nor target-
ing of funds toward low-income recipients. Funding was cut by 23 percent
(almost $700 million) for FY 1982. The current funding level for FY 1982 is
$2.4 billion as compared to the $3.099 billion it would have oeen before Re-
conciliation.The Office of $iman Development Services estimated that, with
inflation, '$4.7 billion in federal funds would have been required to maintain
FY 1980 social services at the level orginally funded with $2.5 billion when
the Title XX program began. States have been coping with seven years of tight
funding by reducing services, restricting eligibility, eliminating services to
less powerful political constituencies, and redeploying funds where possible.

The Administration has requested an additional 20 percent cut ($476 million)
from the level enacted during Reconciliation for the FY 1983 Title XX prog-
ram. New language is proposed that would delete the incremental increases in
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funding for the program and would also allow Title IV-C Work Incentive Prog-
rams (WIN) and WIN demonstration projects to be provided for under Title XX
although no additional revenues would be provided. WIN was funded at $365
million in FY 1981 and $256 million in FY 1982, zero funding is requested for
FY 1983. The Administration budget request of $1.974 illion would be the
total amount of federal funds available for Title XX including the WIN prog-
rams and demonstraton projects should States choose to continue those prog-
rams. The FY 1983 budget request represents a loss of $1.225 billion (a 38%
cut) in federal dollars for Title XX just since August 1981 (see Appendix III).

In order for States to plan their programs rationally and expend resources in
a responsible manner, stabilization of federal funding is needed. States are
still reeling from the impact of last year's budget cuts and will not be able

_ to meet tne needs of vulnerable children and their families or other indivi-
duals in need of services. Various parts of the state social service systems
will begin to collapse.

Given that this is a period of high inflation and increasing unemployment com-
pounded by a severe winter, families are experiencing greater and greater
stress. Unfortunately, too often this stress translates into child abuse and
neglect, family disorganization and juvenile delinquency. This increases the
need for social services to the family and its individual members.

The recently completed National Study of the Incidence and Severity of Child
Abuse and Neglect projects an incidence rate of approximately one million
children who are seriously abused or neglected in this country each year. *The
numbers of these children who are reported to pulic child protection agencies
for investigation and child protective action continues to increase, with the
rate of substantiated cases increasing over 17 percent in the last two repor-
tn years.

The vast majority of protective services are provided for through the Title XX
program. It is impossible to understand how the Administration expects States
to meet a 17 percent increase in the need for protective services under a prog-
ram suffering from a 38 percent reduction (enacted and proposed) since August
1981.

Let's look at the cuts in Title XX:

0 Kansas reports that it has reduced day care by 50 percent, whicn will
cause additional problems for marginally employed families.

"In the first six months of Kansas' fiscal year 1982, 1,894 families
were confirmed as sousing/neglecting their children; an additional
1,169 families were found to be at risk of future abuse or neglect of
their children unless preventive services were available. Under
increasing stress not only will there be more families who cause and
neglect their children, but the children and youth will be subjected
tO more severe abuse and greater neglect." (See Appendix IV for
incidence of child abuse/neglect ii Kansas.)

* Kansas sustained a cut of $6.9 million in FY 1982, and an additional
p U cent cut of $4.9 million is proposed for FY 1983.
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0 OregM-sustained a $4.4 million cut in FY 1982, and an additional 20
percent cut of $5.4 million is proposed for FY 1983.

* Delaware sustained a $1.6 million cut in FY 1982, and an additional
20 percent cut of $1.2 million is proposed for FY 1983.

* Missouri sustained a $14 million cut in FY 1982, and an additional 20
percent cut of $10.3 million is proposed for FY 1983.

S Rhode Island sustained a $2.9 cut in FY 1982, and an additional 20
percent cut of $2 million is proposed for FY 1983.

S Pennsylvania sustained a $35.2 million cut in FY 1982, and an
national 20 percent cut of $24.7 million is proposed for FRY 1983.

Wym sustained a $971,000 cut in FY 1982, and an additional 20
percent cut of $983,000 is proposed for FY 1983.

Minnesota sustained an $11 million cut in FY 1982, and an additional
20 percent cut. of $8.5 million is proposed for FY 1983. According to
Public Welfare Commissioner Arthur E. Noot, -Minnesota has not had
such a shortfall in revenue since the early '30s." There is less
coming in from corporate taxes and sales taxes. If toe economy does
not pick up, the shortfall will continue. Noot anticipates there
will be a $1 billion shortfall out of an $8 billion budget. On top
of this are the reductions in Federal funds to Minnesota. Noot -
estimates that, given tne new regulations, Minnesota will lose $21.1
million in Federal AFDC funds and $8.3 million in Medicaid funds.

* Colorado sustained a $5 million cut in FY 1982, and an additional 20
percent cut of $6 million is proposed for FY 1983.

* Idaho sustained a $2 million cut in FY 1982, and an additional 20
percent cut of $2 million is proposed for FY 1983.

* Iowa sustained a $8.6 million cut in FY 1982, and an additional 20
-percent cut of $6 million is proposed for FY 1983.

* Louisiana sustained a $10 million cut in FY 1982, and an additional
20 percent cut of $8.7 million is proposed for FY 1983.

* Virainia sustained a $13.7 million cut in FY 1982, and an additional
20 percent cut of $11.6 million is proposed for FY 1983.

* Texas sustained a $27.8 million cut in FY 1982, and an additional 20
pent cut of $29.7 million is proposed for FY 1983.

* Hawaii sustained a $2 million cut in FY 1982, and an additional 20
E'Ft cut of $2 million is proposed-for FY 1983.

a New York sustained a $58.9 million cut in FY 1982, and an additional.
20 percent cut of $36.7 million is proposed for FY 1983.
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0 Montana sustained a $2.7 million cut in FY 1982, and an additional 20
pernt cut of $1.6 million is proposed for FY 1983.

* Oklahoma sustained a $7.2 million cut in FY 1982, and an additional
20 Peret cut of $6.3 million is proposed for FY 1983.

* New Jersey sustained a $21.7 million cut in FY 1982, and an
additional 20 percent cut of $15.4_million is proposed for FY 1983.

0 Maine sustained a $3.3 million cut in FY 1982, and an additional 20
percent cut of $2.3 million is proposed for FY 1983.

The results are being felt. For State human service agencies, the issue is
money, not New Federalism. So concludes the report, "A Study of the Imple-
mentation of the Social Service Block-Grant in State Human Service- Agencies
with a Primary Focus on Ten Key Issue Areas," submitted to the Oepartment of
Health and Human Resources by the American Public Welfare Association. The
states were polled to obtain information about how they are dealing with
issues related to the implementation of tne new social services block grant.
Thirty-three states completed the questionnaire. The study reports some
fascinating, if random, facts:•

o' California has reduced the number of social service programs by 40
percent and has modified 30 percent of those remaining. -

a Io has identified three major service areas and plans to elminate
on its entirety rather than reduce services in each.

.0 Colorado is transferring day care for employed AFDC recipients to
TiE1619-A, and Rhode Island is considering such a shift.

aNew IoMsare, and North Carolina plan to utilize Title IV-8
U Rs 77Title xx service c tes.

* Providers in West Vi inia will be asked to sustain cuti
proportionate to departmental cuts.

* On the other hand, Kentucky and North Carolina are cancelling many
service contracts.

Random facts notwitnstanding, the study's conclusion is clear:

"The most common and expected trend that appears in the state
responses is the emphasis on how the states are absorbing the budget
cuts in social services. Few comments are specifically directed at
the new block grant mechanism itself."

Who Will Pick Up the Tab?

We must sift through the rhetoric and clearly understand that there are
entitlements in this new budget - entitlements for defense -- and tax breaks
(protections) for certain groups. These entitlements are to oe financed by
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dlsentitling other groups. Thus -DC, Food Stamps, Medicaid, the Social
Services Block Grant, etc. will again be slashed to finance defense and tax
breaks.

Earlier philosophies of new federalism were political philosophies which
provided sufficient amounts of revenues, collected from citizens, to allow the
states to finance programs now funded out of Washington. This brand of new
federalism is not a political philosophy. It is a revenue philosophy - shift
costs elsewhere. TIME Magazine describes Senator Charles Percy (R-Ill.) as
wondering whether the Administration's real commitment is to new federalism or
to budget-cutting; he asked, "Is this a pretext for budget-cutting?"

Will the states pick up the fiscal slack? The answer is a resounding NO. All
states, except five, wound up in the red last year. And those few states in
the black are refusing to bridge the fiscal gap. Forty-five states are con-
fronting modest to overwhelming deficits.

Will business pick up the slack? C. William Verity, Jr., Chairman of Armco,
Inc., and recently appointed chairman of the President's Task Force on Private
Sector Initiative, said, "It is unrealistic to expect us to fill wmat is not
just a gap but a chasm." Corporate philanthropy gave- $2.3 billion in 1980.
If they. double their giving to $4.6 billion, they will still be roughly $50
billion snort of what the Administration has cut.

Or hear Lindsay H. Clark, Jr. in the WALL STREET JOIRNAL, February 2, 1982,
"The business of business isn't charity. Most corporations are Ill-equipped
to do an especially wise job in this area and they know it... President Reagan
can't count on a great deal of new help from the corporate community. The
conference board survey released last wi-ec indicated that companies are un-
likely to increase their contributions budget this year to fill the gap caused
by cutbacks in Federal spending. Wise companies will keep teir eyes on their
corporate interests and, for the rest, let their stockholders do their own
giving."

Conclusion -

Alan Pifer, however, outgoing president of the Carnegie Corporation of New
York, is extremely worried about children, "In 1950 there were 16 workers for
every Social Security beneficiary... In 1980 the ratio had dropped to 3 to 1.
By the year 2010 if there are no changes in the Social Security system, the
ratio will be 2 to I... The nationxfmust do everything in its power to see that
today's children, the prime age-workers of 20 years from now, get off to the
best possible start in life... It is vital that these small cohorts not be
depleted even further by casualties...youngsters who never acquire basic
literacy, and numeracy skills, whose health is poor, who are malnourished, who
are neglected, and who fall into delinquency. If they become casualties, the
loss is twofold: they fail to become productive citizens, and they become an
additional burden on what will already be an overtaxed generation.

In short, Pifer says that too few will be supporting too many. He exhorts us
to think in terms of our national security, not simply in terms of weapons,
but in terms of the quality of tne nation's human resources, its morale and
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spirit. Pifer concludes, "the current move to cut the funding of social prog-
rams for children seems to me short-sighted and irresponsible in the extreme.
Rather than reducing these services we should as a matter of national interest,
and if you will of self-interest be sharply augmenting them" ("The Environment
for Hunan Services in the 180's").

Now I wish to share with you similar thoughts from two unlikely sources. The
first quote is from J. Michael Monro, President of Time, Inc.:

Comoined with tax cuts that benefit mostly higher income people, this
program adds up to a major redistribution of money in our society from the
lower end to the upper end of the scale...The group that concerns me most
is-children, and families headed by women...We can't afford to let the
productive potential of any of today's children languish because of our
neglect...They are vital to our future and we should help them get the*
best possible start in life. That means good schools, good nutrition,
health care, housing, and stable homes. Yet we're moving in the opposite
direction now and in the foreseeable future. That disturos me and 1 think
it should disturb you." (NEW YORK TIMES, Sunday, Novemoer 15, 1981)

And hear what Norman Miller, chief of the WALL STREET- JRNAL's Washington
Bureau has to say,

"It is fundamentally unfair for the Administration to concentrate almost
exclusively on cutting assistance to the poor while simultaneously
providing an excessive array of tax breaks to affluent persons and.
corporations."

The Most Reverend Joseph M. Sullivan, Auxiliary Bisnop of Brooklyn said it
this way, "The poor have a right to have their minimum needs met before the
less basic desires Ond wants of others are fulfilled." (Testimony before the
House Committee on the Budget, February 22, 1982).

Should not this great nation be proud to help support its children, its fu-
ture? Did this nation not pass the Interstate Commerce Act in 1887 after
states had failed utterly to control the sprawling railroads? Did not the
government step in to protect the weak, elderly, young, homeless and unemployed
during the economic collapse of the 1930's? Would we dream of scrapping our
centralized banking mechanism of the Federal Reserve System? Would we scrap
our interstate highway system, our western water projects, TVA and protection
of basic civil rights?

The League is most worried about government abdication of responsibility for
vulnerable children, and a potential state social Darwinism that could tear at
this country's vitals. I

--Is the only role of the Federal government the national defense? Has not
this country said that it stands to protect the poorest and the weakest? It
must not turn its back on this commitment. The federal government is the
moral court of last resort. This country's promise to shield the truly needy
and weakest from hostile economic and social conditions is oeing broken. We
are interdependent. If I am frightened by anything coming out of Washington
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today, I am most frightened by this state Social Darwinism - the claim that
states can and should do it all. No, our. society is too complicated for that.
Arizona does have a responsibility for the New York subway system, strange as
it may sound. For that subway system binds the New York community just as fed-
erally supported water projects bind parts of the "outhwest.

If states alone have to bear the costs of helping low-income families, now will
they manage during periods of economic decline or recessions which they cannot
control and when the number of people needing help increases as revenues de-
crease. President Reagan has said that people can vote with their feet. How-
ever, I question how poor children and their families unable to obtain the ba-
sic necessities in life could secure the additional resources to enable them
to move to a more benevolent state. This new federalism, would obliterate the
principle of public policy In this country that has existed for longer than
the average age of most members of Congress. This principle holds that there
are some matters of national interest which must be pursued on a national
level, and that there is a national interest in seeing that these matters are
successfully pursued. It has been demonstrated tnat some social problems are
so difficult trot only the resources of the Federal government can have an im-
pact on them.

It is one thing for states to compete for a formulated share of Federal program
dollars, but it is another matter to vigorously compete witn other states and
regions for sparse resources. Any state that makes a decision to raise taxes
to support the continuation of these programs for children could find itself
at a disadvantage with other states which choose to do less because they would
likely encourage businesses and individuals to relocate elsewhere.

I sincerely hope that we as a Nation are not wholly self-interested, that we
have not lost the notion of the common good, and how absolutely dependent this
nation is upon its youngest citizens.
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income* of AFDC Families: Comparison of
FY 1981, FY 1982, and FY 1983 APPENDIX I-A

FY INI FY IN2 FY 11116

Prior I* Budget Reconciliaton Act Current Law Budget PMvPoaa

DISPOSABLE INCOME DISPOSABLE INCOM. DISPOSAILI INCOME

Np.o~ifg .~ Difeer"64e N04;Worit" Vf D'fet"u9 Neeo%
Parent Parer Pant Pa ,,

ALABAMA $307 $406 $99 s307 s35 $9 301 $347 $46

ARIZONA 370 449 79 370 374 4 363 355 -8

ARKANSAS 311 464 154 311 454 144 306 420 115

CALIFORNIA 584 758 174 584 537 -47 561 4?9 -82

COLORADO 468 601 133 48 477 9 435 424 -11

CONNECTICUT 563 731 16 563 534 -29 509 470 -40

DELAWARE 438 589 151 438 480 42 405 438 33

DIST. OF COLUMBIA 450 616 16 450 499 49 427 453 26

FLORIDA 377 491 114 '377 402 25 368 377 10

GEORGIA 362 453 91 382 368 6 351 347 -4

IDAHO 468 634 168 468 512 46 436 460 24

ILLINOIS. 449 590 141 449 459 10 428 420 -8

INDIANA 419 564 144 419 463 44 396 426 29

IOWA 505 664 159 505 501 -4 486 450 -1&

KANSAS 467 612 145 467 478 10 445 433 -13

KENTUCKY 376 522 147 376 470 94 354 432 78

LOUISIANA 368 449 3 386 371 8 356 349 -7

MAINE 462 649 17 482 126 64 428 464 37

MARYLAND 432. 590 158 432 485 54 406 443 35

MASSACHUSETTS 518 685 167 518 511 -6 478 459" -19

MICHIGAN 513 675 182 513 532 19 489 482 -6

MINNESOTA 573 742 169 673 537 -38 522 472 -50

MISSISSIPPI 287 504 216 267 442 154 2?9 410 131

MISSOURI 409 5?0 161 400 483 ?4 393 442 49

MONTANA 4?2 586 94 472 478 6 431 423 -8

NEBRASKA 500 656 156 50 498 -2 460 447 -12

NEW HAMPSHIRE 505 649 145 505 515 10 457 444 -13

NEWJERSEY 500 681 162- 500 497 -3 466 451 -15

NEW MEXICO 417 546 129 417 439 22 393 406 13

NEW YORK 637 703 168 537 525 -12 508 488 -40

NORTH CAROLINA 369 504 .135 369 441 72 357 410 53

NORTH DAKOTA 525 684 159 525 521 -4 464 464 0

OHIO 422 543 121 422 430 a 403 393 -10

OKLAHOMA 434 587 152 434 468 34 415 430 1s

OREGON 462 628 166 462 496 33 441 451 10

PENNSYLVANIA 465 631 168 45 501 36 439 455 16

RHODEISLAND 567 720 152 567 567 0 526 502 -24

SOUTH CAROLINA 334 495 161 334 453 119 316 418 102

SOUTH DAKOTA 478 633 155 478 489 12 441 446 4

TENNESSEE 322 456 134 322 438 16 305 405 100

TEXAS 306 409 104 306 37? 66 301 353 52

UTAH 503 629 126 503 51 9 471 460 -11

VERMONT $96 768 172 596 543 -53 542 478 -64

VIRGINIA 417 549 132 417 439 22 398 407 10

WASHINGTON 651 7 13 161 551 545 -8 518 485 -33

WEST VIRGINIA 380 493 112 380 404 24 366 378 12

WISCONSIN 79- 750 171 579 537 -42 539 467 -72

WYOMING 471 593 122 471 479 8 437 426 - 10

USAVERAGE $450 $595 $146 $450 $476 $ 26 $423 $432 $ 9

DisposabeiIncome figures shown for each slate represent the sum ol earnings AFOC, Food Stamps, EITCrndefemgyassislar e

benefits for either a working or non-working family in that sle, Earnings are calculaed based on the average earnings for an

AFDC family in that state.
I OAR numbersdonot add due Io rounding.
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Rise In Federal Costs if 'Work Effort is Reduced

Federal Costs for
Working Families

FOOD
AFDC STAMPS

ARI ZCA
ARKANSAUS
CALIFORNIA

DWL.'RE

FLORID

MAHO

IIANA
nLISW1S

MICIIGAN

M1SSISqIPfl
MISSOURI

MINEAS

ND'L ANSS

M ?g:XIOD

lqR') CAI.,.T

CHI
TMISSWI •

OEN
VINE1 HAI

NEWJSEY'

CHID

UrAHO

TDASG'O

WET V1RGIrA
UIScONIm
WMM~ING

$ 36.4
$ 84.8
$ 6.5
$172
$105
$143
$ 76
$ 81.5
$ 66.6
$ 76.9
$104.7
$ 95.5
$ 73.2
$118.4
$106.5
$ 45.7
$ 87.2
$134.6
$ 73

121.5
143.5

S149
S 55.3
$ 67.2
$149.4
$122.4
$126.8
$115
$ 95.3

-$143
$ 55.9
$134.3
$ 86.2
$ 92.1
$ 92.5
$94.1
$178.9
$ 37.1
$129.9
$15.6-.
$ 26.4
$176.2
$205.4
$ 79.5
$155.5
$ 79.8
$169.1
$111.6

$160
$138
$141

$0
$90
$33
$97
$78

$127
$141
$65
$91
$105
$65
$83.

$124
$142
$70
$92
$49
$54
$23

$126
$97

$103
$69
$77
$63

$111
$40

$126
$66

$109
$91
$72
$73
$40

$134
$79
$149
$159
$76
$4

$108
$40

$128
$11
$93

-Federal Costs for Families
No Longer Working

FOOD
AFDC STAMPSTOTAL

$196.4
$222.8
$147.5
$172
$195
$176
$173
$159.s
$193.6
$217.9
$169.7
$186.5
$178.2
$183.4
$189.5
$169.7
$229.2
$204.6
$165
$170.5
$197.5
$172
$181.3
$164.2
$252.4
$191 .4
$203.8
$178
$206.3
$183
$181.9
$200.3
$195.2
$183.1
$164.5
$167.1
$218.9
$171.1
$208.9
$164.6
$185.4
$252.2
$209.4
$187.5
$195.5
$207.8
$180.1
$204.S

$ 72.8
$109.7
$ 76
S251
$145
$194
$120
$143
$108.6
$108.8
$179.8

145
124

'$167
$158
$108.8
$115.0
$178.8
$126.5

'$176
$192
$205
$ 57.2
S133.2
$168.5
$171.1
$169.7
$168.5
$145.5
$204.5
$117.5
$177.8
$125.3
$149.7
$154
$155.9
$226.7
$ 74.1
$189.4
$ 68.3
$ 57.4
$224.9
$286
$125.7
s211
$125.5
$ 240.1
$145

$183
$161
$183
$55

$122
$83

$139
$127
S159
168

$122
$126
$143
$106
$117
$166
$166
$127
$138
$99
$94
$76

$183
$145
$125
$110
$111
$106
$145
$84

$165
$107
$140
$133
$120
$121
$74

$183
$120
$183
$183
$104
$65

$143
$78

$160
$66

$122

TOTAL

$255.8,
$270.7

-- 259.0
$ 306.0
$ 267.0
$277.0
$259.0
$270.0267.6

276.8

$301.8
127!1.0267.0

$273.0
$275.0
$274.8
$281.0
$305.8
$264.5
$275.0
$286.0
$281.0
$240.2
$278.2
$293.5
$281.1
$280.7
$274.5
$ 290. 5
$288.5
$281.5
S284.8
$265.3
$282.7
$274.0
$276.9
$300.7
S257.1
$309.4
$251.3
$240.4
$ 328.9
$ 351 .0
$268.7
$289.0
$285.5
$306.1
$267.0

Average: $189.8 -
1 Prior. to the Budget Reconciliation Act of 1981
2 Under the new FY 1983 proposals

Average: $279.4

APPENDIX 1-0



cidd wielf are 0eagM, of amrc.inc.
CHILD WELFARE SERVICES. FOSTER CARE. AND ADOPTION ASSISTANCE FUNDING LEVELS

(in millions - some figures are rounded)

FEBRUARY 1982

Percent Reduction
'1 Title IV-B Title IV-E/A Title IV-E from P.L. 96-272

Services AFDC-Foster Care AdoDtion As distance Total Recommendations

P.L. 96-272 $163.55(a) $349 $10 $522.55 0
Expectation regular capped entitlement
FY '81 appropriation

P.L. 96-272 163.55 349 10 522.55 0

Appropriation regular capped entitlement

FY '81 appropriation "

P.L. 96-272 220 395 10 625 0

Expectation advanced capped entitlement
FY '82 funded

P.L. 96-272 153.326(b) - 299 5 460.326 26%

Approprition not advanced entitlemet) entitlement (c)
FY l82 'fundedll ( II (c) (I %IIc)

P.L. 96-272 266 434.5 10 710.5 0

Expectation advanced 'capped entitlement
FY '83 funded

Administration's REPLACED BY NEW TITLE IV-E CHILD WELFARE BLO(K GRANT 380.123 47%

FY '83 Proposed ALSO INCLUDES CHILD WELFARE TRAINING PROGRAM 0)
Child Welfare
Block Grant Repealed Amended Mended

no entitlement no eniTte-nt

(al IV-B funding scheduled shift to advanced -unding mechanism in FY '81 for FY '82, and thereafter, appropriations.

(b)

(d)
NOTE

'CI21

2'ct

0.

H.H.S. has cut approximately 4 % from IV-B appropriation level of $163.55 million. I
Supplemental appropriation will be required; CBO estimates $345.9 million will be needed to meet foster care expenditures.

Child welfare training program funded at $5.2 million in FY '81 and $3.823 million in FY '82.

FY '83 BLOCK GRANT PROPOSAL CUTS $124.103 MILLION (25%) FROM FY '82 FUNDING LEVEL, BASED ON ENTITLEMENT.
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APPENDIX 1l-B

of&AWG 5 [ert, of.

COMPARISON OF P.L. 96-272 FULL IMPLERMENTATION FUNDING LEVELS WITH
ADMINISTRATION ' 0"ILD WELFAE BLOCK GRANT PROPOSAL

(in mialons - some f1guns are rounoed)

P.L. 96-272Exoectation i])

$710.5

$753.95

Administration's
Child Welfar2Block nat (2)

$380

$360

1) Based on scheduled increases in IV8 child welfare services; iY-E foster
Ce St anticipated capped levels; and assumed only $10 million for IV-E
adoption assistance entitlement program. DOES NOT INCLUDE CHILD WELFARE
TRAINING PROGRAM.

2) Authorization level.; therefore, a lesser amount could ce appropriated.
Child welfare training program included ($3.823 million in FY '82).

3) ChUld welfare training funds factored into cut.

CUULATIVE LOSS OF FUNDING TO ZMLD4ENT P.L. 96-272 REFORMS
RV. CURRENT TITLE XX BLOC( OW AND

ADMIN1STKATIUN MWOPOSE CHILD WELFARE BLOMX ORNT
(n million)

FY '82 rTile xx C0  0  VeQreCmuative
Dollars OCit Block Grant OCst .Loss

FY '83 $749 $334.2 $1,083.2

FY '84 799 377.65 1,176.65

CUMULATIVE LOSS OF FUNDING TO IMPLEMENT P.L. 96-272 REFORMS
UIDER ADMINIbTATON PROPOSED FY -W3 BGETFOR TITLE XX AND CHILD WELFARE E BLOCK GRANT

(Un millions - some Figures are rounoea)
Proposed Title XX Proposed Chile Cumulative
Dollars Cut Since Welfare Block .-Dollar

Auoust 1981' Grant Cut Loss

FY '83

FY '84

$1,225

1,325

$334.2

377.65

$1, 559.2

l,702.65

* Does not include funding loss due to zero budget in FY '83 for WIN programs
whicn may De provided under Title XX (WIN funded at $365 million in FY '81,
$256 million in FY '82).

FY '83

FY '84

bollsa

47% $334.2

$377.6

Exoectation(l)
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APPENDIX III

Child Xwv BlOCre legAue ofdam HEEnc.
TITLE XX BLOC( GRANT. FLWDING LEVELS"~

(in D1111ons - some rigures are Srdd)

Statutory Ceilings in
1980 Cnild Welfare Act

(P.L. 96-272)

Final FY'82 Budget
Reconciliation

Levels
Percent Dollars

Cut Cut

FY '82 3.099* 2.4 23% .699

FY '83 3.199 2.45 23% .749

FY '84 3.299 2.5 24%--- .799

FY '83 3.399 2.6 24X .799

* CBO FY '82 baseline d~ti

OC143PARSON OF CURRENT TITLE XX FUNDING LEVELS
WITH FY ' DMI R4lNI T ATION &UGET

(in billions - some figures are rounded)

FY '82 Budget Recon- FY '83 Administra- Percent Dollars
ciliation Level tion Proposed Level* Cut cut

$2.45

2.5

2.6

$1.974

1.974

1.974

* Assumes Administration would continue to fund at FY '83 level.
Administration is likely to propose futner cuts in tne future.

209 $.476

21% .526

24% .626

However,

NOTE: ADMINISTRATION PROPOSES THAT TITLE IV-C WORK INCENTIVE PROGRAM S (WIN)
OR WIN E10TRATION PRORAIS MAY BE PROVIDED FOR UNER TITLE XX PROORM AL-
THOUGH NO ADDITIONAL REVENUES WOULD BE PROVIDED. WIN PROGRAM FUNDED AT $36
MILLION IN FY '81 AND $265 MILLION IN FY '82; FY '83 BUDGET REQUEST IS ZERO.

C- U NATIVE LOSS OF TITLE XX FUNDING SINCE AUGUST 1981
(In bIils)

FY '81 FY '82 FY '83 Total Total
Statutory Statutory Administration Percent Dollars
Ceilings Ceilinos Wudet Cut. Cut

38" $1.225

1.325

42% 1.425

* Does not include funding loss due to zero Duoget for WIN prog rams in FY '83
and trXtreafter (NIN funoed at $363 million in FY '81, $236 million in FY '82).

92-415 0-8--16

FY '83

FY '84

FY '85

FY '83

FY '84

FY '83

$3.199

3.299

3.399

$2.43

2.5

2.6

$1.974

1.974

1.974

40%
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.APPENDIX IV

CHILO ABUSE/MEGLECT. REPORTED AND CONlFIED
FROM 1974-1981 Y FISCAL YEAR

NEGLECT

< NEC-LECT REPORTEDI( LECT CONFIR EO

AUs REPORTED
AD11I rMtF lf'IrD

17,
80OO

1)'000

7000

6W0

S00

4000

2000

1000 1000

SSS iSSM g tm

016o1411181111001

nSCA flC4L TMAP

Source: Services to Children and Youth, Social Services, Department of Social
and Rehabilitative Services, Annual Report, 7/1/80 through 6/30/81, submitted
November 1981.
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PREPARED STATEMENT OF MIss JANE RUSSELL, FOUNDER, WAIF, INC.

To the Members of the Senate Finance Comittee:

In the past year, I have met with several of you personally and corresponded
With most of you. I testified before the House Subcominittee on Public

Assistance and Unemployment Compensation last year regarding The Adoption
Assistance and Child welfare Act, P.L. 96-272.

If there were any possible way that I could appear before you today, I would
be there. Some rather complicated and long-standing scheduling conflicts dO
not allow that to be the case. I am, therefore, grateful to have the oppor-
tunity to submit these written remarks and hope to meet with you In the near
future.

As you'know, I am an Actress. But I've spent almost 30 years in another far'
more rewarding career. I am a child advocate; I have three adopted children
and I am',the Founder of WAIF, an organization dedicate i to finding permanent
and loving families for homeless children. I serve on the National Board of
WAIF and have served on the California Adoption CommissiOn. In my effort.s to
preserve Public Law 96-272 and get kids back into families, WAIF and I work in
association with the Child Welfare League of America.

I will leave the arguments about entitlements, acts and titles to the experts.
I1M writing to argue for children's lives and the quality of those lives. I
write on behalf of 500,000 kids now in foster care, many of whom are desper-
ately in need of permanent, loving families.

WAIF is a non-profit, voluntary organization with thousands of.supporters in
every state across the country, we are completely financed by private dona-
tions. WAIF is not made up of professional social workers. We are concerned
volunteer citizens. WAIF seeks families for children and not children for
families. The child is our client. The child Is the one in need.
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We are concerned about American kids Who are denied the opportunity to grow up
in a nurturing family because they are the victims of a child welfare system
headed in the wrong direction.

I agree with President Reagan on the need to reduce the power of nameless,
faceless bureaucracies over our lives. I agree with the President that we
must do all we can to lower public spending. I agree with the President and
the Republican Party Platform that we Should do everything in our power to
encourage and support the American family.

It Is because I agree with these principles that I support Public Law 96-272.
P.L. 96-272 -- reduced to a few letters and a string of numbers it sounds like
all the other bits from the Washington alphabet soup. Spell out the name --
The Adoption Assistance and Child Welfare Act of 1980 -- and you can under-
stand why I'm concerned. You have to take a little time to understand what
the act is all about to see why it is worth keeping, why it snouldn't be
tossed into the same meat grinder with all the other programs being cut back.

In 196? 1 told state legislators we had to either put families back together

or remove the road blocks to adoption, that foster care should only be tem-
porary. Nineteen years later you finally came up with a concrete plan. A
program that's headed in the right direction; that either keeps families to-

gether by providing supportive services to strengthen and reunify the family
or creates a new one through adoption. This program provides incentives for
adoption, and puts limits on the amount of money poured into tne foster care
system by linking foster care funds to the dollars spent on services to kids
and their families. Spending a few extra bucks on kids now will build work-
able alternatives to foster care, and save money in the long run.

It's a law everyone can support because, instead of just throwing money at a

problem it says: here, this is what we can do to lick this problem and save
our kids.
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If the money for this program were to be put into a block grant, it would go-

to 50 states who can't even agree on adoption laws. Some states are 50 years

behind the times. We'd have 50 different halfway measures -- instead of one

plan that's already proved miraculous. A plan that gets kids out of limbo and

off the taxpayers back. _

One of the problems we've had in getting children released for adoption has

been with the courts. Judges simply can't spend the time for an in-depth

examina8t-on of each child. Social workers do their work; the parents come into

court and cry a little; the judge thinks blood is thicker than water and the

child goes back into limoo. In Arizona, my new home for the past two years,

the judges and legislators recognized this problem and 
developed an amazingly

effective foster care review board. It, Incidentally, is similar to the man-

datory review in P.L. 96-272. Here's how it works.

A review board involving 200 members, broken into 40 review boards represent-

ing every county in Arizona, donated 7,000 hours and reviewed 5,610 children

in 1981. They dismissed out of the system 683 cases involving 909 children

for adoption or return home to their own families (or because the child turned

18., was married, or emancipated earlier). The review board, coupled with other

permanency planning initiatives, played a significant role in moving children

through the system. Because of this success, Arizona serves as a model review

system for the entire nation for finding permanent placements for children.

It truly shows what can be accomplished with P.L. 96-272.

Do away with the law and we're right back where we started: warehousing kids

as if they were spare tires, or boxes of shoes. Maybe losing them altogether

when their records get shuffled into the wrong file. As we lose them now,

when officials who placed tnem don't Know where they are. we throw what lit-

tle money we have in\the general direction of the problem and then wonder why

it doesn't do much good.
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It makes no sense to spend millions on a system no one is happy with, a system

that no one thinks works very well. When what is being wasted-is children,

the waste isn't simply bad business, it's criminal. -

The Administration's proposed block grant just doesn't work. They've taken

some of the language and thrown out the mandates for change, including 
the

money. I'm not Just talking about programs -- I'm talking about changes in

children's lives. They've removed tne entitlements to get Kids into adoptive

homes. The specifics are gone; most of to? already-limited money is gone; the

state plans are gone, and once more kids are victims of the system. And they

stand to lose badly. The states will not be able to reform their systems

without the money and the guidance of this legislation crucial to children.

I am not against the concept of states' rights. But I'm more strongly in favor

of children's rights. Under the block system, those rightS will never be ful-

f I I ed.

And .let's look at the current state-run systems. The fact that 500,000 child-

ren remain in foster care instead of being returned to their restrenghtened

families or cut loose for adoption indicates to me-that those state systems

just don't work. The states and the children need Public Law 9G6-272 and ade-

quate funding to implement it.

I beg you to maintain P.L. 96-272 as current law-and retain the funding for it

and the programs which Support it, Such as the Title XX Social Services Block

Grant.

Thank you for the opportunity to present my views.
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STATEMENT OF ELLEN HOFFMAN FOR MARIAN WRIGHT EDEL.
-MAN, PRESIDENTi CHILDREN'S DEFENSE FUND, WASHINGTON,
D.C.
Ms. HOFFMAN. Thank you.
M. Chairman, my name is Ellen Hoffman, and I am the director

of governmental affairs for the Children's Defense Fund. I apolo-
gize for Marian Edelman, who is ill this morning and unable to
appear at the last minute.

I appreciate the opportunity to testify on a range of proposals for
children's programs inthe President's fiscal 1983 budget.

CDF is a national public charity created-to provide systematic
and thoughtful advocacy on a number of issues that affect children
and families. We believe, and we have stated in our so-called
"Green Book" A Children's Defense of the Budget: An Analysis of
the President's Budget and Children, that the budget battle this
year is a battle for a: fair and decent AmericA. It is a battle about'
whether we will continue to invest Federal dollars in the young, in
families, in the needy, and in working men and women, or whether
we will invest, in the rich and in more and more arms and more
and more tax breaks, which lead us down a path of economic and
moral bankruptcy. It is a battle about whether we will invest in
human capital or whether we choose short-term profit and easy po-
litical fixes.

We have done, in our budget analysis, a study which found that
a group of critical children's programs were cut by $10 billion in
fiscal 1982. The President has'proposed to cut an additional $8 bil-
lion in this selected group of programs in fiscal 1983.

There are a broader range of programs affecting poor, handi-
capped and homeless children and their families which would
suffer up to $27 billion cuts in fiscal 1983 alone if they were adopt-
ed as proposed by the President.

I would like to use my time this morning to make some four key
points and to say, first of all; that Children's Defense Fund en-
dorses everything that has been said just before me by the other
witnesses with regard to the Child Welfare and Adoption Assist-
ance legislation which was enacted through this committee and
which the President has proposed be block-granted.

Specifically, though, there are some general points I would like
to make about the proposed fiscal year 1983 cuts.

One is that entitlement policy .decisions and budget cuts have a
particularly severe impact on children. Of all AFDC recipients 68
percent, are children. Half are 8 years old or younger, and the re-
maining 31V2 million adult recipients are primarily sole parents
livig with children and single parent families.

Half 'of the 22 million food stamp recipients are children, and
children make up, nearly half of the recipients of medicaid. The
children on medicaid are the poorest of the poor. Income standards
for mothers and children applying for medicaid have lagged far
behind those for the elderly and disabled. For example, between
1976 and 1980 the amount of income a mother and child in Massa-
chusetts could have and still qualify for medicaid roseby 5 percent,
while the amount of income that an aged or disabled adult could
have and still qualify rose by 26 percent.
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We have found, in trying to assess theimpact of last year's cuts
and legislative changes in terms of some of these fundamental chil-
dren's survival programs, that some 660,000 children are likely to
be cut nationally from the AFDC program, that in Ohio where we
have a field office some 14,000 families including 3,000 children
will be turned off the AFDC program. In Mississippi, where we also
have an office, 9,000 of the 12,000 part-time working families who
are on AFDC are also likely to be cut.

The second point I would like to make is that the key programs
on which children depend for survival-AFDC, food stamps, and
medicaid-were already cut to the bone last year; $3.9 billion was
taken out of those programs alone, and they cannot afford another'
cent more.

The cuts in social services and child care, and there is -an esti-
mate that 150,000 children will be knocked out of title XX child
care programs alone, were particularly short-sighted, because many
of these cuts created disincentives to work for families who want to
work, and many cheated the children and families of preventive
services which are so crucial to avoiding long-range human and
economic costs of institutionalization and dependency.

The third key point this morning is that policy and budget deci-
sions on entitlements and the family support services in your juris-
diction are interrelated, and they create a variety of ripple effects.
It is, therefore, very important to-consider these interrelationships
in making decisions.

For example, a decision to cut AFDC eligibility is- in 20 States a
decision to foreclose a sick child's access to a doctor through medic-
aid.

With regard to medicaid, there is one key comment that we
would like to make in terms of the proposals from the administra-
tion. We know that this committee is seriously contemplating al-
lowing States to impose cost sharing on certain additional medicaid
services. We would ask that you exempt health services for chil-
dren and pregnant women from any copayments.

While children make up almost half of the medicaid population,
they do not consume health services that are busting the medicaid
budget. Copayments will cut down on utilization rates, and the
impact of this will be particularly severe on pregnant women and
children, with very serious long-term effects.

In conclusion, I would like to say that there were choices-before
the Congress and the American public-Aast year, and we have
choices again this year about the decision that we make. We are
very pleased that the Chairmain and others in the Senate have
been proposing alternative sources for revenue-raising and alterna-
tive cuts in the budget. We would urge that you keep in mind that
it is not true that the only sector of the budget which can be cut is
social programs, that it is time for us to examine with equal rigor
all the segments of the Federal budget, to look at our tax system
again, and to determine what are the policies which will be
strengthening and supportiv_ of families and not stimulate more
dependency over the long run.

Thank yQu.
IThe prepared statement ol Ms. Edelman follows:]
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TESTIMONY OF MARIAN WRIGHT EDELMAN, PRESIDENT

THE CHILDREN'S DEFENSE FUND

U.S. SENATE FINANCE COMMITTEE

MARCH 16, 1982

Mr. Chairman and Members of the Committee: I appreciate

the opportunity to testify this morning on a range of proposals

for children's programs in the President's fiscal 1983 budget.

CDF is a national public charity created to provide systematic

and thoughtful advocacy on a number of issues that affect children

and families. Over the years, CDP has produced lengthy reports

on major health, social services, and education programs affecting

children. In each instance, we have not only reported on the

successes or failures of each program, but have also sought to

develop a careful and responsible agenda for reform that would

help redirect public policies and public funds in a more effective

fashion.

The budget battle this year is a battle for a fair and

decent America. It is a battle about whether we will continue

to invest federal dollars .in the young, in families, in the

needy, and in working men and women or whether we will invest

in the rich and in more and more arms, which leads tfs down the

path of economic and moral bankruptcy. It is a battle about

whether we invest in human capital--or whether we choose short-

term profit and easy political fixes. It is a battle about who

and what we Americans are as a people and as a nation.
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It is our strong view as a Children's Defense Fund (CDP),

based upon the unfair impact of the FY 1982 Budget and the faulty

premises underlying the WY 1983 Budget, that not another dime should

be taken from programs for poor, handicapped, sick, and homeless

children or their families. Nor should another minute be

diverted into a "New Federalism" debate when 9-1/2 million Americans

are out of work and millions of others are going without the

basic necessities of food, energy, housing, and health care.

There may indeed be a time for a thoughtful federalism

debate; but this is not it. The Reagan proposals cannot be tinkered

with, refined, or fleshed out. They should simply be rejected

as unjust and unworkable. Their goal is not to help people or

to increase government effectiveness, but rather to cut dollars

without regard for human consequences.

We have just published A Children's Defense Budget: An

Analysis of the President's Budget and Children. In it we have

tried to assess the impact of the budget cuts and program changes

made last year on children and families; and to provide a realistic

assessment of what the new Reagan proposals would do to the most

vulnerable groups--children, the poor, minorities, the handicapped--

in our society.

We found that a group of critical children's programs were cut

by $10 billion in WY 1982. President Reagan is proposing to cut an

additional $8 billion in FY 1983. This includes a one-third cut

in Title I, the education program for disadvantaged children a

one-fifth cut in child welfare programs which provide homes for

homeless children; a one-fourth cut in job corps and youth employment

programs; and almost $5 billion in AFDC, Food Stamps and Medicaid.



If we look at a broader range of programs that affect poor, handi-

capped and homeless children and their families proposed reductions

total a massive $27 billion in FY83 alone. This includes $22 billion

in new FY 1983 cuts and a proposed $5 billion in rescissions from

enacted FY 1982 budget levels. (Attachments A and B summarize

these cuts.)

Mr. Chairman, I'd like to use my time this morning by making

four key points:

i. Entitlement policy decisions and budget cuts have a particularly
severe impact on children. Sixty eight percent of all AFDC
recipients are children. Half are eight years old or younger.
The remaining 3.5 million adult recipients are primarily sole
parents living with children in single-parent families.

Half of the 22 million Food Stamp recipients are children; and
children make up nearly half of the recipients of Medicaid.
These children on Medicaid are poorest of the poor.

Income standards for mothers and children applying for Medicaid
have lagged far behind those for the elderly and disabled
persons. For example, between 1975 and 1980, the amount of
income a mother and child in Massachusetts could have and still
qualify for Medicaid rose by 5 percent, while the amount of
income an aged or disabled adult could have and still qualify
rbse by 26 percent.

2i The key'programs on which children depend for survival-.
AFDC, Food Stamps and Medicaid--were cut to the bone last year.
$3.9 billion was taken out of these programs alone. They
cannot afford another cent more. The cuts in social services,and
child care, were particularly short-sighted in that many of
these cuts created disincentives to work for families who want
to works and cheated children and families of preventive
services so crucial to avoiding long-range humah and economic
costs of institutionalization and dependency.

3. Policy and budget decisions on entitlements and the family
support services in your jurisdictlon are inter-related and

create a jariak.-. oL.nnj-e effrctS. For example, a decision to
cut ATL%'V L eiiLi6 y L, AB 1WenUY .tates, a decision to foreclose
a sick child's access to a doctor through Medicaid.

4. We had choices last year and we have them this year. Despite
the administration's attempt to suggest that the only sector of
the budget which can be cut is social programs, we all know
that tax subsidies for the most prosperous individuals and cor-
porations in our society, and defense expenditures# have never
been scrutinized with the same rigor that has been applied to
social programs.
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We are very aware, Mr. Chairman, that you and others have

been examining our tax policies and seeking ways to create

a fairer balance among the choices that face us this year.

We have also tried to do this in CDP's budget analysis,

which contains some $30 billion in alternative budget cuts

which could be implemented without jeopardizing our nati o 0l

security. Many of these alternatives are tax measures and are

within the jurisdiction of-this-iomaittee.

The rest of my written testimony consists of an analysis

of the effects of the PY82 outs and proposed FY83 cuts on a

range of children's programs--AFDC, Medicaid, Child Welfare,

Poster Care and Adoption Assistance, and Social Services, par-

ticularly child care. -.



AID TO-FAMILIES WITH DEPENDENT CHILDREN

(AFDC)

I would first like to address briefly the impact of

already enacted and proposed cuts in the AFDC Program on the

children and working families depending on this program for

basic survival.

I would like to emphasize three points to this Committee

regarding AFDC.

First: AFDC children are desperately needy and have already
been severely hurt by the AFDC proqyam's failure to keep up with
Inflation.

Aid to Families with Dependent Children (AFDC) is the

only program explicitly aimed at protecting poor children by

giving their families basic income support. Sixty-eight percent

of all AFDC recipients, or over 7 million persons, are children.

Half are white. Half are eight years old or younger.

The remaining 3.5 million adult recipients are primarily

single parents living with children. One out of every

eight children is depending on AFDC for survival right now.

One out of four will depend on AFDC at some point in their

lives.

In most states AFDC benefits are intolerably low, failing

to provide even a minimum level of decency. Twenty-two states

provide maximum benefits of less than $285 a month, (less than 50

percent of the poverty line), to a mother and two children with no

other income. In Mississippi, the average payment for a child

is $.99 a day or $30 per month; in Texas it is $1.19 per day

or $36 a month. The nationwide high is $4.21 per child per
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day. States set these benefit levels. By contrast, the

average monthly payment for a disabled child under the SSI

program, where federal law sets benefit levels, is $7.35

per day or $229 per month.

According to a recent report by the Center on Social

Welfare Policy and Law, even when minimal AFDC benefits are

combined with Food Stamp benefits the levels in all states

but Alaska fall short of even the meager poverty level, and

in over half the states they are less than 76 percent of the

poverty level. Only six states provide AFDC benefits that

bring the combined AFDC/Food Stamp benefit level to 90 per-

cent or more of the poverty level.

The harm to individual children is intensified by the

fact that AFDC recipients get no automatic cost of living

increases, and state AFDC payments have generally not kept

pace with inflation. The average AFOC recipient now gets

$3.27 per day, a decrease from the comparable $3.85 per day

in 1976, when cost of living is taken into account. Between

1976 and 1980 the average AFDC child lost--in purchasing

power--over one dollar out of every eight received from AFDC.

Between 1975 and 1981, according to the same study by

the Center on Socia Welfare Policy and Law, the gap between

benefits and the poverty level grew significantly wider

because benefit levels almost uniformly failed to keep

Pace with cost-of-living increases. During this period the

official poverty level increased by approximately 67 percent

while the Consumer Price Index rose 73.4 percent. AFDC benefit
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levels in thirty-three states increased by less than 40 percent,

and in 13 of these states benefit levels increased by less

than 10 percent. In fact, in two states, Arkansas and Oregon,

benefit levels decreased below 1975 levels.

Examples for individual states highlight disparities between

increases in benefit levels and increases in the poverty levels:

o Between 1975 and 1981, AFDC benefit levels for a
family of three with no other income increased less
than 5 percent in eight states, Arkansas, Idaho,
Kentucky, North Carolina, Oregon, Texas, Virginia,
and West Virginia.

o In the state of Texas, the current benefit level
of $118 a month has only increased $2.00 or
1.72 percent since 1975. Even when tood Stamps
are added the combined benefit level is only
51 percent of the-federal poverty level.

Second: The FY 1982 changes in the AFDC Program devastated

children and parents trying to work their way. out of poverty.

Federal funds for the-8 billion AFDC Program were slashed

by slightly over $1 billion in FY 1982. Combined with state

matching funds, this resulted in a reduction of almost $2

billion in money available for income supports to poor children

and their families. Congress adopted virtually all of the

Administration's proposals for changes in the program, although

some proposals were made optional for states instead of mandatory.

The AFDC changes adopted include a number that jeopardize children

and penalize the working poor -- the very people the Administration

announced it wanted to help.

The Department of Health and Human Services itself estimated

that at least §60,000 families, including over 1 million children,

were expected to lose AFDC or to receive reduced benefits as

a result of the cuts. In about half the states, over one out
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of every five AFDC families was expected to be hurt by the

changes.

Individual states are just now beginning to gather specific

data on the impact of the implementation of specific changes

in the AFDC program on recipients in their states and counties.

The state of Ohio, for example, has recently documented through

a case-by-case review of its 210,819 Aid to Dependent Children (ADC)

cases, that the federal changes in the ADC program have directly

affected 71,238 individuals in the state, approximately two-thirds

of them children. Over 14,000 families have been removed from

the rolls, and almost 3,000 families seeking to establish ADC

eligibility have had benefits denied. In Ohio, these famntlies,

like families in 19 other states who lose ADC, will also lose

their Medicaid eligibility. It is also pertinent that in Ohio,

a state faced with an increasing unemployment rate, over

25 percent of the terminations and reductions were attributable

to the ADC changes most likely to affect working families.

In the state of Mississippi, since October 1, 1981,

9,000 of the state's 12,000 AFDC mothers who were working at

least part time have been cut from the AFDC rolls. Their 20,000

children have lost eligibility for Medicaid and are being

denied basic health services. In California it is estimated

that 122,000 cases, often including a mother and two children,

will lose their AFDC benefits, and 329,000 will receive reduced

benefits. Over half of those who are terminated will be cut

off because their income exceeds 150 percent of the state's

standard of need, $506 a month for a family of three with no

other income.



The following specific changes are among those that have

resulted in hundreds of thousands of families nationwide being

cut from the rolls:

" Families are now ineligible for AFDC if their
gross income, including earned income excluded
under the earned income disregards# exceeds
150 percent of the standard of need in the
state where they live. All states have stan-
dards of need that fall well below the poverty
line. In fact, in mango states an income equal
to 150 percent of the standard of need would
still be below the poverty line. In states
like Mississippi, mothers with two children
working more than 23 hours a week at the
minimum wage are ineligible for AFDC because
of the 150 percent cap.

o First time pregnant women are only eligible for
federally reimbursed AFDC beginning in their
sixth month of pregnancy. No federal assistance
will be provided for benefits for the unborn
child. As of October 1, 1980, 29 states pro-
vided AFDC coverage to first time pregnant women
prior to their sixth month of pregnancy, many of
them from the point pregnancy was medically
verified. At least 12 states also covered the
unborn child. Although some states have chosen
to continue to assist these women pregnant for
the first time with state funds, others have
dropped coverage.

o A stepparent's income must now be counted as
income available to an AFDC child -- even if
it is not -- in determining AFDC eligibility
and benefit levels. Previously states could
not count a stepparent's income as available
to a child unless the stepparent was actually
contributing to the child's support or under
state law had a legal obligation to support the
stepchild. This change has resulted in Ohio, for
example, in terminations or reductions in benefits
for over 58,000 families, incliring ovek lfO,O0O children.

Such a provision may encourage the breakup of
intact families. For purposes of AFDC eligibility
and payments a child may be presumed to be receiving
support from a stepparent when in fact he or she
may be receiving nothing. In such cases a mother
might in fact-be better able to care for her chil-
dren living apart from her husband.

"45.-e 0-8-.,-16
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Third: This year'sproposed changes in the AFDC Program cut
dee er into the working poorC reduce state flexibilitY in adminis-
tering work requirements, and hit hardest at the poorest of the
poor.

We have three basic concerns about this year's proposed

changes:

o they penalize the poorest of the poor;

o they attack children and families under the
rubric of'"administrative" savings; and

o they further discourage families struggling
to work their way out of poverty.

As if AFDC children have not already given enough, this

year the Administration seeks an additional $1.2 billion in

AFDC cuts for FY 1983, a real cut of over $2 billion when loss

of state matching funds is included.

1. The changes proposed for FY 1983 hit hardest at the poorest

of the poor, removing any vestiges of the Administration's

"safety net." AFDC families already live from crisis to crisis.

As mentioned earlier, in most states AFDC payments are intolerably

low, failing to provide even a minimum level of decency. Any

extra need beyond a family's control -- a high utility bill in

an unusually cold winter, a fire in the apartment, or theft of

a family's belongings -- creates a crisis that the AFDC grant

is simply inadequate to meet.

The Administration is proposing to eliminate the "safety

net" programs Congress has established to help cushion the

impact of these emergencies by:

O eliminating the Emergency Assistance program. At
their option, states can currently provide emer-
gency assistance once a year to families in crisis
(for example, payin for replacement bedding if
the family has lost its furniture in a fire). Half
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the. states now participate. This program would be
abolished, and the only way states could provide
emergency assistance would be through a "broadened"
energy assistance program -- which the Administration
proposes to cut by $565 million in FY 1983.

(
o requiring that part of the 'value of low income energy

assistance grants be counted as income in determirning
a family's AMDC benefits. Low income energy assistance
grants were established to meet the emergency needs
of the poor, whose ordinary income# including AFDC
grants, was inadequate to meet the soaring costs of
heat and electricity. Just last year, natural gas,
the primary heating source for low income people#
increased in cost by twenty percent. -AFDC grants
did not. Between 1980-81, five states actually
lowered their benefits. Michigan recently joined
their ranks. In many other states grants have
remained at. previous years' levels. By requiring
that low income energy assistance be offset, the
basic goal of the energy assistance program, to help
poor people whose income cannot keep pace with
inflation in energy costs, would be defeated.

Without these two safety net programs, it is difficult to know

how AFDC families can meet family crises with dignity and health.

Moreover, the Administration is proposing to penalize

the-poorest of AFDC families by depriving them of the benefit

of any economies they may be able to achieve. The Administration

proposes to reduce shelter-and utility allowances to AFDC families

who have chosen to share housing with other families, based on

the Administration's assumption that they no longer need the

full amount of shelter and utility assistance available to a

family of their size. In fact, the opposite is often the case:

welfare families often share housing space precisely because

the current full grant for housing and utility costs, which

virtually no state has adjusted to reflect inflation, is

inadequate to provide even minimally safe and decent housing

without sharing space with other families. In Dallas, for example,
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the average cost of a two-bedroom apartment is $250 per month.

The maximum AFDC grant for a family of four in Texas is $141

per month. By proposing to reduce shelter costs for families

who share space, the Administration penalizes those families

who are least able to afford separate housing. And it penalizes

parents desperately trying to economize in one area in order

to stretch their check to meet children's needs in others --

for clothing, food, furniture, school supplies, or transportation.

Poor families have already given enough without being

forced to donate their safety net to this year's budget.

2. Even budget cuts described by the Administration as

"administrative savings" in the AFDC program will have a devas-

tating effect on poor families. These proposed changes include:

0 requiring states to round benefits to the lower
whole dollar. Presently, states can -round up,"
giving families the benefit of the doubt when
grant calculations come out to a dollar and
change.

0 prorating the first month's benefit based on date
of application.

Sreducin federal matching funds for erroneous
benefit payments. states will be penalizedby-
loss Of federal matching funds for errors in
excess of 3 percent of their AFDC caseload. By
1986, they will be expected to have a zero error
rate.

o cotnbining administrative costs for AFDCp Medicaid,
and Food Stamps.

While these savings are described as administrative, again

those who bear their brunt would be childrez-and families.

Meager benefit levels would be severely threatened by fiscal

pressures on state budgets that would be caused by these

proposed administrative changes. -

'N1_



Some of the changes also directly penalize families at

a time when they are most in need -- for example, the require-

ment that states prorate the first month's benefit based on

date of application. States are now allowed to pay benefits

back to the first day of the month of application. Under this

proposal, states would be required to give a partial grant for

the first month, prorated to reflect the date of application,

even though a family may have been without income for the entire

month and desperately naeds a full month's grant.

3. The proposed cuts further penalize families struggling

to work their way out of poverty. The Administration proposes

to mandate workfare programs rather than to leave implementation

of such programs to state option. At the same time, the

Administration proposes to eliminate funding for the Work

Incentive Program (WIN), the only present source of job

counselin-, training, placementand support services for AFDC

recipients struggling to find permanent employment. The work-

fare proposal limits states' flexibility to design work programs

that best meet their recipients' needs: last year's amend-

ments gave states the option of choosing among three new work-

related options and the current WIN program. This proposal

would limit that flexibility the Administration thought so

important last year.-. At the same time, it would do away with

the funding for services many recipients need in order to become

self-supporting.
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HEALTH

This section addresses the proposed cuts in the Medicaid program,

which will have a substantial impact on children, and the proposed

consolidation of the Supplemental Food Program for Women, Infants,

and Children (WIC) with the Maternal and Child Health Block Grant.

MEDICAID

First: Every cut in the federal Medicaid budget is a direct blow
to the 11 million children who depend on Medicaid to pay
for essential health services.

Children, more than any other age group, rely o Medicaid to pay

their medical bills. Unlike older Americans they do not have Medi-

care or private insurance policies. In 1979, 55 percent of public

dollars paying for children's health care were spent through Medi-

caid, which accounted for only 28 percent of public health funds

spent on other age groups.

* Although persons eligible for Medicaid are poor, children eligi-

ble for Medicaid benefits are the poorest of the poor. For example,

in Texas, an elderly person living alone can have income of $286

per month and qualify for Medicaid. A mother and three young

children, however, can have income of no more than $140 ($35.00

per family member) to qualify for Medicaid.

Income standards for mothers and children applying for Medicaid

have lagged far behind those for the elderly and disabled. For

example, between 1975 and 1980, in Massachusetts the amount of,

income a mother and child could have and still qualify for Medi-

caid rose by 5 percent. While the amount of income that an aged

or disabled adult could-have and still qualify for Medicaid rose

by 26 percent.

Although poor children rely on the Medicaid program to a dis-

froportionate degree, the cost of that reliance is relatively

modest. childrenn cost the Medicaid program less than any other

age group. Although they make up almost half the recipient popu-

lation, only 19 percent of Medicaid expenditures goes for child

health. The average per year expenditure for a child under Medi-

caid is $318, and the rate of growth of federal child health
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spending is such lower than for adults or the elderly. The ser-
vices children and pregnant women purchase through Medicaid are

the kinds of services that keep overall health care costs from

escalating. Yet, they will bear the brunt of the Reagan Adminis-

tration cuts.

Despite their heavy reliance on Medicaid and the relatively low

cost of their care, children have suffered perhaps more than any

other group of recipients as states, confronted with impossible

choices in the wake of last year's federal Medicaid budget reduc-

tions and a deepening recession, continue to sharplfv curtail their

Medicaid programs. By the end of Fiscal 1982, federal policy-

makers estimate tha& 661,000 children will have lost Medicaid

coverage:

" Hawaii has eliminated Medicaid coverage of most poor
children in two-parent families.

" Connecticut is consLdering eliminating from Medicaid all
medically needy children in two-parent working families
who have not sought welfare assistance but who do need
help in providing health insurance protection for their
children,

o Six states -- Washlngton, Oregon, Missouri, Kentucky,
Iowa, and Utah -- have eliminated Medicaid for children
living at home with parents who have lost or have no
Jobs.

* Virginia is proposing to stop Medicaid coverage completely
for blind and disabled children under 18.

Some states are ending or severely limiting benefits:

s Virginia is considering dropping Medicaid coverage of
hospital care for 12,000 poor children.

* Tennessae has eliminated all outpatient services --
clinic care, physician checkups, immunizations, pre-
natal care, etc. -- for medically needy families,
families of four living on $200 per month. Other states,
such as Washington and Vermont, are also considering
limiting services for the medically needy.

* South Carolina is limiting the number of hospital days
for which Medicaid will pay to 10 days per year. Limits
of 20 days or fewer per year are also in effect in
Kentucky, Louisiana, Alabama, Mississippi, and New
Hampshire. Tennessee is proposing a hospital cap of L4
days per year. Arkansas, which has different ceilings

- on hospital stays for certain types of illness, reportedly
allows only 6 days of coverage per year for certain pre-
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mature infants. In Maryland, where a 20-day limit per spell
of illness was previously used, 30 percent of premature babies
needed to be hospitalized but their families had no way to pay,

The danger of dumping -- that is, refusing to admit-poorly
insured people for fear they won't be able to pay their
medical bills -- is an increasing phenomenon.

In addition, families will lose Medicaid coverage because of

changes made in the AFDC program. Federal funds for AFDC were

cut by slightly over $1 billion. As a result, at least 660,000

families are expected to lose AFDC or experience reduced benefits.

These families include one million children. Most of these fami- -

lies are "working poor families" employed in very low wage marginal

Jobs that do not provide health insurance coverage. In 20 states,

loss of AFDC automatically means a loss of Medicaid:

Ruby Smith (not-her real name) has three children and lives in
East Texas. From her part-time job she is able to earn
about $250 per month. But because her earnings are greater
than 150% of the standard of need in Texas for an AFDC
family of-four, she recently lost her $23 a month AFDC
check and Medicaid card.

One of Mrs. Smith's children, 10-year-old Jamie, haV severe
respiratory problems and needs medical treatment and medi-
cations at least once a month. He was hospitalized last
year for his condition. Now chat his mother has lost her
Medicaid, no health care is available for Jamie in Cherokee
County. Mrs. Smith's choices are to travel 180 miles to
the University Hospital at Galveston; to travel 100 miles
to Dallas and lie about her residency; or to give up her
job and get her AFDC and Medicaid card back. She refuses
to give up her job, at least for now. But if Jamie becomes
seriously ill, she does not know what she will do.

Second: The Reagan Administration's implementation of the
Medicaid provisions in the Omnibus Reconciliation Act
are contrary to Congressional intent and have resulted
in severe hardship for children and families:

As part of the Reconciliation Bill, states were given greater

flexibility in the design of their Medicaid programs and now have

the option of covering only certat-n groups of persons known as
"medically needy." Medically needy persons include children

in two-parent working families who are too poor to provide their

children with health care but who do not qualify for cash assis-

tance. (30 states have provided comprehensive medically needy

programs. Approximately 1 million children have received Medi-

caid as medically needy beneficiaries). Congress stipulated,
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however, that any state with a medically needy Program must

provide al. medically needy children under ae 18 with out-of-

hospital services and pregnant women with prenatal care and de-
livery. Regulations issued by the Reagan Administration deny

children and pregnant women this care and limit the services

they can get through Medicaid. As.a result, some states are
moving to cut children off Medicaid or limit the services they

can get. Other states, which are developing limited medically

needy programs, are not including those medically needy pregnant

women and children who are entitled to health care under the

Reconciliation Act. Tha result is unnecessary and severe hard-

ship for children and their families: "

Kip and Robin Moon live in rural Tennessee with their 8-
month-old baby girl, Leisha. Leisha was born two months
premature last May, weighing, two-and-a-half pounds. Doc-
tors determined that the primary cause of Leisho's premature
birth was that Robin, who had been extremely ill during
pregnancy, did not receive adequate prenatal care. Because
Robin was married to Kip, who was living at home with her,
she was unable to quality for Medicaid benefits during her
pregnancy. The state of Tennessee, like all states, has _
the option of providing Medicaid for pregnant women whose
husbands are at home, but has chosen not to do so. Had
Robin received prenatal benefits under Medicaid, the
cost of her pregnancy care would have been under $1,000.

Leisha's premature birth and very low birth weight put
her in critical medical condition. She was flown to
Vanderbilt Hospital, where sh-wstayed for several weeks.
She was then brought back to Cookeville Hospital, where
she remained two weeks more. The total cost of her care
was approximately $25,000. Robin also required extensive
hospitalization following the birth. The family had no
way to pay for the care Robin and Leisha received.

After Leisha was born, Ktp attempted to get Medicaid for
his wife *nd baby. He was told that, since he was at-
home and working, the family was ineligible for help.
Shortly after this, both Kip and Robin lost their jobs.
Over the past six months, both have searched for work,
covering a 35-mile radius surrounding their home. Because
of the severely depressed economy, neither can find
employment. Kip earns about $30.00 a mohth slaughtering
pigs. During Christmas week, he earned $5.00.

Outside of Kip's slender earnings, the family has no in-
come except food stamps. Leishidoes receive WIC benefits
because, at 8 months, she is still seriously underweight
and anemic. The little health care the baby has received
has been the result of some free assistance that a local
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doctor has provided. He has now told the family that he
cannot help them any more unless they are able to pay.

Third: The Reagan Administracion's FT 1983 Budget in cutting
an additional ;2.1 billion from the federal Medicaid
budget ts demandnl even grester sacrifices from those
sa*e children and families who have taken the brunt of
the FT 1982 cuts.

Last year's budget decisions alone meant states lost $1 billion

dollars in federal medicaid funds in FY 1982. Another $880
million will be lost In FY 1983 because of further reductions in

federal matching payments to states already enacted by Congress;

In addition, the Administration is proposing to cut an additional

$2.1 billion in 1Y 1983 by further shifting the cost of health

care for the poor to the states and to Medicaid beneficiaries

themselves.

Further Reductions in Federal Funds for Medicaid

The Reagan Administration is proposing to make two types of

reductions In federal funding for Medicaid. First, the Adminis-

tration proposes to reduce federal funding for "optional" ser-

vices that states provide to all Medicaid recipients who receive.

welfare. Second, the Administration proposes to reduce federal

funding for all Medicaid services provided to medically needy

families. Medically needy families, although they do not qualify

for welfare because they are working, are desperately poor

nonetheless -- for example, a family of four in Tennessee is

medically needy if its income is $2Z05 per month.

Currently, Medicaid requires states to provide certain Medicaid

services to families receiving welfare. Additionally, states

may provide these families with certain "optional" services. They

include such important services as institutions for retarded, and

mentally ill children; medical equipment such as braces, crutches,-

and wheelcbars for handicapped children; prescribed drugs; clinics

furnishing primary and prenatal care to pregnant mothers and

children who live in rural areas without doctors or in inner-

cities where the only option is a hospital emergency room; and

physical, speech, and hearing therapy. Reductions in federal

payments will lead states to limit or drop these important ser-

vices.
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For poor mothers and children in need of these services, thern

is no distinction between "required" and "optional" services:

a For a pregnant mother, getting prenatal care from a neigh-
borhood clinic is not "optional."

& For a diabetic child, getting an insulin prescription is
not "'optional."

* For a handicapped child who can walk only with the aid of
braces, getting the braces is not "optional."

the Reagan Administration'* proposal is no less than a cal-

culated effort to force states to severely reduce or entirely

eliminate a set of services. -Even before the FT 1982 reductions,

31 states had already considered, actually reduced, or eliminated

important "optional" services. As the FY 1982 budget reductions

and the effect of the recession are felt throughout the country,

these reductions are likely to increase in both numbers and

severity. Further reductidns in federal Medicaid funding for

optional services will cnly hasten this trend.

To cut these services in a wholesale fashion is not cost-

-effective. Services vital to keeping mothers and children well

and out of more costly health care settings will be cut by these

reductions. For example, in ew York State it costs approximately

$4.00 per month to supply a pregnant woman suffering from high

blood pressure with the prescribed drug she needs to control her

condition. Without the medication, the possibility of severe

damage to her baby rises dramatically, with a lifetime of hos-

pitalization a substantial possibility. State officials esti-

mate that the cost of such institutional care can run as high

as $1 million over the lifetime of a child.

The severe reductiohs proposed by the Reagan Administration

for optional services could force states to severely limit, or

cut out altogether, their prescribed drug program, which could

drive up the cost of states' Medicaid programs. A California

Medicaid study conducted in 1972 found that as it became

harder for families to get prescription drugs, inpatient hos-

pital costs rose.

The Reagan proposal, by slashing federal funds for stat.

medically needy programs, threatens to undo all of the improve-
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meat built into the medically needy program during-1981:

e Major reductions in federal funds for the medically needy
programs, on top of large reductions made in Medicaid
during 1981, will fnrce states to eliminate categories of
eligible persons, or pull out of the medically needy pro-
gram entirely, instead of redesigning and better targeting
their medically needy -programs.

a The ripple effect of states' ending their support for
medically needy families may ultimately be to force
these families off their jobs and back onto welfare,
which automatically entitles them to Medicaid. Thou-
sands of families with serious medical needs are now
able to stay off welfare and hold jobs. Foe these
families, including over 1 million children, Medicaid
is an essential support In their effort to be self-sus-
taining. If their Medicaid benefits are curtailed or
eliminated, however, many families with sick children
will have no choice but to reenter tbe welfare system
in order to keep Medicaid.

e Medicaid medically needy funds are an essential revenue
source for state public health and hospital systems,
Community and Migrant Health Centers, and urban and rural
clinics in underserved areas. If states are forced to
pull out of the medically needy program, a significant
source of revenue for public health systems for the poor
will disappear, leaving these systems unable to function
even forthose who-can pay their way. -

Requirement To Share The Cost of Medicaid Care

The-Administration's proposal to impose mandatory cost-sharinS

responsibilities on Medicaid beneficiaries for both outpatient

and Inpatient care will deny children access to health services,

even though children have historically been underutilizers of

essential health care:

* Data from a Rochester, New'York study show that Medicaid
children had 402 fewer preventive visits per year and
202 fewer illness-related visits than children covered
by Blue Cross/Blue Shield.

* Children In poor families are 8 times as likely as
children in high Income families to have had no contact
with a doctor and more than twice as likely not to have
had contact for five years or more.
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* It has been only since the advent of Medicaid that the
serious health care utilization gap between poor child-
ren and their wealthiec counterparts has begun to close.
Overall, in 1976, 87Z of children in the United States
ages 1-5 saw a physician; the children ranged from 97
of those in families with high incomes to 782 of those
in families with low incomes -- still a substantial gap
in access to care. -In 1963. before the-enactment of
Kedicaid, the difference in utilization was much.greaeer;
only 52X of poor young children, as compared with 87% of-
those in the higher income group, saw a physician.

To understand how cost-sharing can stand between children and

t'he basic care they-need, take the case of a medically needy-

fapily of four, a pregnant woman living in Arkansas.recently

widowed who is about to deliver a child and has three children.

The state of Arkansas permits a medically needy family of four

approximately $260 per month to meet its survival needs -- food,

shelter, clothing, and utilities. Currently, this mother can

get health care for herself and her children free of charge. If

the Administration's proposals are adopted an& she is required

to pay for her family's hospital and physician services, in the

course of a. month she might be forced to pay:

i $6.00 for a normal 3-day hospital stay following the
delivery of her baby (if she needed a caesarean section
her hospital costs would be approxamtely $14.00 for one
week's stay);

e $6.00 for the baby's 3-day stay, again assuming no comp-
lications;

* $1.50 for the cost of-her obstetticLan's follow-up visit

to her while in the hospital;

* $1.50 for her baby's newborn examination-and

e $3.00 for visits to the clinic for two of her other
children, both suffering from winter colds and ear
infections.

The total is-$19.50 or almost 8 percent of her extremely

limited monthly survival funds for herself and her four child-

ren. Thus, cost-slaring would probably deter this mother from
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getting all but the most extraordinary emergency care.

Studies clearly demonstrate that co-payments significantly

reduce the use of necessary health care and substantially shift

utliLzation patterns to far more costly institutional services:

s In 1972, then Governor Reagan instituted a Hedicaid co-
payment experiment in California. Studying the results
of the experiments, first a team of public health pro-
fessioLUals and then another independent team of re-
searchers found that co-pAyments on physician and other
outpatient services slowed the use of ambulatory care and
significantly increased use of hospital services by AFDC
families.

Moreover, pharmacists participating In the experiment
reported that beneficiaries who needed to take prescrip-
tion drugs in certain combinations to control conditions
such as hypertension, were "selectively purchasing" their
medication, since they did not have sufficient funds to
meet the cost-sharLng requirements for each drug. With-
out the crLtLcal combination of drugs, recipients placed
themselves In lLfe-endangserLn situations and the threat
of hospitalization dramatically increased.

Thus, while co-payments were economical in the short run,
the medical harm caused by reduced dse was expensive,
both in human and financial terms.

v In 1979, the Los Angeles County Board of Supervisors
imposed co-payments on the County's public health clinics'
services. PriliLnary results of the co-payment rule
shoved that the monies received through co-payments
amounted to only SOC for every $1.00 invested in billing
patients. Furthermore, pediatric visits decreased 152
and immunizations were down 20-302. One of the affected
clinics reported that a "noticeable effect has been that
women in the district have been seeking prenatal care
later in pregnancy."

9 In January 1980, the Bexar County Hospital District in
San Antonio, Texas increased the cost of a clinic visit
for out-of-county residents from 75c to $3.00. During
February, the clinic experienced a 442 drop In patient
visits. There can be no doubt that the increased fees
resulted in people's staying away from the clinic.

However, in addition to one death that was directly linked
to the clinic's policy, Bexar.County also experienced a
sharp increase in emergency room visits at the hospical --
ujap 21Z between January 1979', and June, 1980. Primary care

P
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provided in emergency rooms is episodic and 2-3-ties more
expensive than care provided in a clinic.

* The priv&te health insurance industry is also deeply split
o n the issue of cost-sharing. A 1971 nationwide survey of
all Blue Cross and Blue Shield plans found about half the
plans found co-payments effective, half di not. further-
more, of the half that found co-payments effective, almost
half of those reported that only severe co-payments reduced
utilization.

* While a study recently released by the Rand Corporation
showed that co-payments significantly reduced use of health
services by families, the study specifically noted that it
did not measure whether access to necessary health care had
been reduced. Indeed, the Rand study pointed out that cost-
sharing had no effect on the single highest cost-iteu in
health care, namely the treatment intensity cost for hospi-
talization.

Finally, because the costs for prenatal and child health ser-

vices are low, controllable and predictable, special measures to

control children's use f primary health care are unnecessary:

* Costs are low in part because of less need for expensive
hospitalization and the use of a wide range of health
professionals.

* Costs are predictable because of the vast majority of
expenses are for preventive care, a small portion for
serious and unpredictable illness.

e Costs are controllable because of the "ceiling effect" on
health expenditures for children when families have access
to services. Costs rise moderarately when services are in-
troduced but level off and remain constant over long
periods of time.

In summary, CD? strongly opposes imposing co-paymenri on health

care services for low-income mothers and children. While co-pay-

ments may decrease the use of basic health services in the short

run, they will lead to a significant-increase in long-term
costs.
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Any additional co-payment requirements under the Medicaid pro-

gram must

e Prohibit states from imposing any cost-sharing requirements
on pediatric and prenatal and delivery services.

* Ensure that co-payments which are imposed are minimal by
requiring states to use cumulative maximum limitations on-
the size of a families cost-sharing obligations during any
specified period of time. In this vay, co-payments would
be truly nominal in amount, not only for each item, but
for the total amount each family is asked to pay.

Cuttlng Federal Fuhds for WIC and Block Granting WIC and The
Maternal and Child Health Block Grant

As crucial as the issue of good health insurance, coverage under

Medicaid is for mothers and children, of equal importance is the

availability of quality health services for families -- not only

for those who receive Medicaid but also for families who have n6

insurance at all and therefore no means of paying for needed

health care from private doctors, hospitals, or clinics.

Since the beginning of the New Deal, the federal government has

maintained a strong commitment to ensuring that poor mothers and

children living in severely medically underserved areas or with-

out a means of purchasing health services nevertheless have access

to decent health care. This commitment has been carried in part
through the MCH Block, passed by Congress as part of the Omnibus

Reconciliation Budget Act of 1981. It builds on the only federal

health program targeted on mothers and children, the Title V

Maternal and Child Health and Crippled Children's Program, passed

by Congress 46 years ago. It replaces this program and six others

which provide health arvices for mothers and children: Lead-

Based Paint Poisoning Prevention Program; Sudden Infant Death

Syndrome funds; the Supplemental Security Income Program of

support services for disabled children; adolescent pregnancy

services; Genetic Disease Program; and a program for the develop-

ment of hemophilia diagnosis and treatment centers.

Almost 17 million pregnant women and children receive services

ranging from prenatal care, checkups and immunizations to the

most sophisticated types of medical care for crippling child-

hood diseases and intensive infant care for newborns.
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This program supports a network of cflnics in most counties

across the country to rhich Medicaid-eligible families and poor

families n~r eligible 'for Medicaid can go for routine health car.

for their children.

Last year's federal budget cuts took a heavy toll on this

program. The Maternal and Child Health Block Grant was cut

more than any other health services program -- 30 percent from

Fiscal Year 1982 current policy levels. The impact of this cut-

back has meant clinic closures, cutbacks in. services, in numbers

of children who can get care, and in less staff to run effective

programs:

o In Iowa, an administrator estimates that based on first
quarter information, approximately 1800 Iowa children
*will not get medical care for such problems as congenital
heart disease, hearing loss, cystic fibrosis, muscular
dystrophy, cerebral palsy, and scoliosis because of the
cutbacks in the HCH Block Grant.

* A public health official in Tennessee reports that the
Crippled Children's Program is no longer admitting handi-
capped children to the program except on an emergency basis.

- .* In New Hampshire, as a condition for taking over the MCH
Block, the legislature stipulated that "excess bureaucracy"
must be cut. One "excess bureaucrat" who has been cut is
the doctor who administers the Maternal and Child Health
Block Grant.

o The New Mexico Health Department estimates that because
of the cuts in the MCR Block Grant funds 2,000 fewer
infants and children will get checkups, immunizations,
and other preventive health services; 1,000 fewer women
will get prenatal care and family planning services.

e The Human Resources Department in North Carolina has lost
$2.8 million in funds for the MCH Block Grant program
because of federal budget cuts. Over $1 million in bud-
get cuts were made just prior to the assumption of the
Block Grant. 44 staff positions have been cut. Approxi-
mately 500 fewer handicapped children will get the hospital
care they. need to. correct or arrest handicapping conditions.
Counties running health clinics will face up to a 13
percent reduction In funds.

o In Michigan. the federalcuts compound the problems for--
a state whose citizens are already straining under the
burden of rising unemployment. In Detroit and Wayne
County, three major health centers serving high-risk
pregnant women and their newborns have been closed down

-affecting 600 women and almost i,000 children. Local
family planning projects are being reduced by 25 percent.

9"-15 0-82-17.
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This reduction viii result in no family planning services
to 21,500 people and result in nearly 9,700 unintended
pregnancies.

* In Arkansas, eleven health programs for children will be
eliminated or reduced. The transportation system which
brings babies from around the state in need of intensive
care to Little Rock has been completely cut.

The.Reasan Administration is proposing to further hamper states'

effective use of limited MCR Block Grant dollars by proposing to
add the additional responsibility of providing prescription food

packages and nutrition services now provided through the Supple-
mental Food Program for Women, Infants, and Children (VIC) and

cutting federal funds for these services by approximately $300

million. CD? opposes abolishing the VIC program by consolidating

it with the MCI Block Grant and/or cutting federal funding.

If funding for nutritional services for low-income women and

children now provided through WIC is cut by $300 million, 750,000

women, infants, and children will suffer the effects-of nutritional

deficiencies. Already, WIC is unable to reach all who need it.

Tens of thousands of mothers and children-are on waiting lists

or turned away because there are insufficient funds to serve

them. Not unrelated is the fact that in the U.S. today one oirt

of every 81 infants and one out of every. 47 non-white infants

dies each year.

Pregnant and nursing women need to eat adequately and receive
necessary medical care to have healthy babies. Infants and

children need to eat adequately and receive necessary medical

care to stay well. Less of either will reduce the chances child-

ren have to live and grow up healthy. Anything short of a full

and focused commitment to both is detrimental to mothers and

children. If VIC and HCR are merged, state health departments
will lose money. WIC requires no state matching funds. The

MCH block requires $3 in state matching funds for every $4 in

federal funds. Any WIC matching requirements which call for new

state expenditures will mean financially-strapped states wi.ll

decline federal dollars and, provide less food and health care

for mothers and children. If the MCH state match is reduced

or eliminated to accommodate the WIC merger, further cutbacks

in an already minimal program will be assured.
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To block grant EIC means to end one of the most effective

federal programs on the books:

a A study at the Harvard School of Public Health found that
participation in WIC is associated with a marked reduction
in the incidence of low birth weight infants. (Low birth
vraight Is one of the leading causes of death in the U.S.
and is associated with higher rates of disability and
retardation.-) WIC infants averaged 128 more grams at
birth than infants from a control group. The study deter-
mined, conservatively, that each $1 spent on the prenatal

- component of WIC averts $3 in hospitalization costs due
to decreased need to hospitalize infants after birth.

a A study conducted by the Massachusetts Departent of
Public Health, in which births to 4,000 WIC mothers were
matched with 4,000 comparable non-WIC births, concluded
that the neonatal mortality rate for the WIC births was
only one-third the rate for the non-WIC births.

e Data collected by numerous states and the Center for
Disease Control show that WIC results in marked reduc-
tions in anemia.

Finally, Congress should be strengthening and improving health

programs for children, not cutting them.

The health programs under the Jurisdiction of the Senate Finance

Committee have dramatically improved access by low-income mothers

and children to essential health care. They have contributed to

the notable improvement in health status among indigent children

in this-nation over the past 25 years.

Congress should look not to destroy t;.ese programs and-turn

back the clock on infant mortality in this country, blut to

broaden and strengthen their mandates. It is the duty of this

Committee to keep alive and nurture the national commitment to

good health care. The money is here to do it. For example:-

a By doubling the current 8 cent tax on cigarettes, Congress
could generate $1.8 billion in additional funds -- suffi-
cient to nearly offset the Administration's proposed
Fiscal 1983 cuts in Medicaid. According to the CBO, one
likely effect of this is that 30 percent of teenagers who
normally would start to smoke would not do so because they
could not afford it.

• B curbing the more than $700 million cost overruns in the
EF-1llA aircraft, Congress could generate enough funds to
not only restore funding for the MCH Block Grant, Family
Planning, and Community Migrant Health Centers Programs
to their Fiscal 1981 funding levels, but to actually pro-
vide each program, as. well as WIC, with an increase.



256

CHILD WELFARE

Children who have been separated from their families because

of the failure of basic family supports are also severely threatened

by the Administration's FY 1983 Budget proposals. I would like to

highlight several points today about the Administration's Child

Welfare proposals.

First: Despite its rhetoric about protecting the truly
needy, the AdministratLon is bent on hurting homeless children.

There are over one half million children in this country

who have been separated from their families and are living,

often at great distances from their families, in foster family

homes, group homes, and child care institutions. There are

hundreds more children at risk of entering out-of-home care

each day.

Over the last five years many members of Congress, including

members of this Comittee, have had an opportunity to hear first

hand about the child welfare system's failures on behalf of

these children. Adoptive parents, foster parents and other

child advocates, state and local officials, and child welfare

professionals all described the same problems: too many children

enter foster care unnecessarily, linger indefinitely, often in

inappropriate placements, and are denied permanent tamilies

either through return home or adoption. These same problems

were identified in major national studies, like CDF's Children

Without Homes, and in studies and exposes in individual states--

California, Florida, Illinois, Ohio, New York, North Carolina,

and Pennsylvania, to name only a few. Federal audits and
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General Accounting Office reports also stated that children in

care were often placed inappropriately and left to remain there

for years, often at federal expense. The evidence was clear.

An anti-family bias was evident at all points in the placement

process. Throughout the country these children weie victims

of gross public neglect by state and local governments.

Congress realized that federal reforms and strong federal

leadership were vital to protect these most vulnerable children.

Support was overwhelming,- H.R. 3434 passed the House of

Representatives by a vote of 401 to 2, and received significant

bipartisan support in the Senate.

As enacted, P.L. 96-272, the Adoption Assistance and Child

Welfare Act of 1980, gives the over one half million homeless

children and the thousands entering care each month the hope

of permanent families, their own or adoptive ones. It encourages

the development of homemaker services and other services to

keep children at home, and provides federal funds for adoption

subsidies to assist withthe adoption of children with mental,

physical and emotional handicaps and other special needs'. It

also ensures the development of a range of procedural safeguards

to protect children from entering care unnecessarily, to provide

-quality care for children who must be placed, and to ensure

that children have case plans A3Qd periodic case reviews so that

they are returned home or moved toward new permanent adoptive

families in a timely fashion.

Despite the fact that this- Act provides significant pro-

tections for needy children, who too frequently have no one to
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minating the Act and including the Title IV-B Child Welfare Program

and the Titles IV-A and IV-E Foster Care and Adoption Programs

addressed by the Act in the Social Services Block Grant, leaving

the future of these truly needy children to the same states that

just a year earlier had been accused of severe neglect on their

behalf. Congress last year recognized these half million chil-

dren as truly needy and defeated the Administration's proposal

to repeal the Act. P.L. 96-272 remained intact in the budget

reconciliation process, and both foster care and adoption

assistance were maintained as entitlement program. Yet in its

FY 1983 Budget the Administration has again proposed including

the child welfare services, foster care and adoption assistance

programs in a block grant, effectively repealing P.L. 96-272.

Second: The Reagan Administration's FY 1983 proposal for
a Child Welfare Block Grant lnores the fact that P.L. 96-272
was designed to strenqt n families and to ensure the most cost-
effective use or ubllc dollars.

The Adoption Assistance and Child Welfare Act of 1980

attempts to redirect federal fiscal incentives away from out-of-

home care and to encourage states where possible to preserve

families, or when placement becomes necessary, to move children

quickly into permanent families through return home or adoption.

The reforms in P.L. 96-272 not only benefit children but

are cost-effective. By discouraging the unnecessary placement

of children in foster care settings that can cost as much as

$60,000 per year, and encouraging -he growth of alternatives

that keep children in the home, P.L. 96-272 can lead over time

to significant cost savings. Indeed the Department of Health
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and Human Services estimated, upon enactment of P.L. 96-272, that

the law would save over $4 billion in out-of-home care costs

over the next five years by reducing the average number of

children in care by 30 percent.

There is evidence from a number of states and individual

programs that the reforms anticipated by P.L. 96-272 will result

in increased efficiency at the state and local levels and in

long range cost savings. Savings will be realized when the

costs of implementing services to prevent placements and reunify

families and adoption subsidy programs are contrasted with the

costs of leaving a child to grow up in foster care. Consider

just a few examples.

New York -- The Assistant Commissioner for Social
ServIces for New York City testified before the
Congress three years ago that services to prevent

--family break-up coul be provided at a cost less
than half of that required to keep a child in
foster family care for only one year.

Was hinton -- In 1977 Washington State passed legis-
lation mandating crisis intervention services for
"families in severe conflict." About 40 percent
of these services were delivered to the entire family
in their own home. State officials estimate that
the legislationand an increased emphasis on finding-
permanent homes for children saved the state about
$2 million in a six-month period alone.

Xowa -- During a three year period ending in
November 1978, the State of Iowa'a Department of
Social Services ran, in a ,seven county district, a
group of preventive services programs for children
who had been determined to need institutional care.
The services were delivered to families in theix
own homes, and resulted in an estimated savings of,
over $1 million.

California -- San Mateo County's efforts to imple-
ment reforms similar to those in P.L. 96-272 resulted
in a 33 percent reduction in their foster care case-
load during a three year period from 1977 to 1980.
Such a decrease is particularly significant when
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contrasted with the fact that during that same
period protective services complaints increased
46 percent in the county. _

PannxylVana -- An "Agressive Adoptionw program
instituted in Cumberland-County.resulted in the
total number of children in foster care being cut
in half in a five-year period, with an estimated
savings to the county of over $600,000 when con-
trasted with direct expenditures for maintaining.
those children in care.

Minnesota -- Minnesota currently has over 208
children in adoptive homes who are receiving _
adoption subsidies at an average cost to the state
of $140 a month, a significant savings when con-
trasted with the average foster care costs for-
these same children which averaged $400 a month.

California -- One thousand and fifty-six children
in Los Angeles County who had been in foster care
were adopted during 1978-1980, and estimates of
first year savings to taxpayers from the placement
of these children was o01er $14 million.

Significant savings are evident too when you contrast the

costs of the alternative services with the costs to the state

when children who have been harmed by the foster care system

end up spending their lifetime in institutional care. Experience

in California has shoWn that half of the children who enter

care at age 7 or 8 and grow up there can be expected to spend

at least half of their adult lives in 6her institutions at a

cost to the state for each of them of $25,000- $30,000 per

year. Data from a limited survey in New York City revealed that

nearly half of the abused and neglected children studied later

re-entered the system as delinquents or status offenders.

The evidence is clear that the reforms encouraged by

P.L. 96-272 and implemented, at least in part, in a number of

states are directed toward permanent families and are cost-

effective as well. The Reagan Adfmtnistration proclaims
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budgetary wisdom but in proposing the Child Welfare Block Grant

ignores findings like those just described that--public dollars

used to keep families together or to move children into permanent

adoptive families are more cost-effective in the long run than

placing or leaving children in out-of-home care.

Third: The Reagan Administration's FY 1983 proposal for a
Child Welfare Block Grant will effectively repeal P.L. 96-272'
and deny needy children their entitlement to foster care and
adoption assistance.

In its FY 1983 Budget proposal, the Administration has

proposed, once again, to include the child welfare programs in

a block rant. The Child Welfare Block Grant would include

the Title IV-B Child Welfare Services and Training Programs,

and the Titles IV-A and IV-E Foster Care and Adoption Assistance

Programs addressed by P.L. 96-272. Funding for the block grant

would be limited to $380 million for FY 1983 and thereafter.

This limit would eliminate a needy child's entitlement

to basic foster care and adoption assistance. Although the

Administration asserts that the block grant would allow states

additional flexibility to provide alternatives to foster care,

in fact, $380 million is approximately the amount of federal

funds estimated to be necessary for foster care in FY 1983.

Further, the $380 million level is over 22 percent below the

current funding levels for these programs and 46 percent below

the funding levels originally anticipated in P.L. 96-272 for

FY 1983, which are essential to move toward the family permanence

homeless children need.

Passage of any child welfare block grant would effectively

repeal P.L. 96-272. States would no longer be given fiscal
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incentives to develop protections for individual children in

cars such-as case plans and periodic case reviews, or to

ensure that children receive quality care and permanent families.

Incentives for the states to develop cost-effective programs

to keep families together and to reunify families that are

separated would be eliminated, as would incentives for the

adoption of special needs children.

It is especially tragic that this proposal to eliminate

efforts to significantly strengthen our nation's child welfare

system comes at the same time that other cuts of at least $2

million in the State grant portion of the child abuse program,

$1.2 billion in AFDC, $2.1 billion in Medicaid, $2.4 billion

in Food Stampsand $426 million in the Social Services Block

Grant are being proposed. If these cuts are accepted by the

Congress, basic family supports ill be further undermined,

forcing more and more families to turn to the child welfare

system for help as a last resort. Yet if the reforms in

P.L. 96-272 do not go into effect, an opportunity to turn

around the damaging practices of a $2 billion foster care system

in this country will be lost. It will be business as usual.

Homeless children, the truly needy, will continue to be hurt.
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SOCIAL-SERVICES

At the same time the Adminibtfaiion is slashing away at

the only federal program which protects children through

basic income supports and is threatening the programs and pro-

tections offered children most at risk in the child welfare

system, the Administration has proposed still deeper cuts in

the Social Services Block Grant out of which states finance

a range of supportive services programs for needy children and

their families.,

Although I am going to spend most of my time today

talking about the impact of existing and proposed cuts on child

care, I would like to first make a couple general comments

about the Administration's attack on the social service

programs. First, if the Administration's proposed FY 1983 cuts in

the Social Services Block Grant are approved by the Congress,

the program will be funded. in FY 1983 at $1.9 billion. This is

more than $1 billion, or 36 percent, below its FY 1981 fundinq level.

Yet by cutting back on funding for crucial family support pro-

grams, the federal government is forcing states to bear the

burden of significantly increased long term costs for some

families. For example, the support services provided under the

Title :x program, while never sufficient, have kept some families

intact and prevented the need for more costly out-of-home care

for their children. Title XX funds hive also contributed to

the development of co uunity-based treatment programs for

emotionally disturbed children and other children with special

needs, thereby averting their need for more costly institutional
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care. The proposed $1 billion reduction in the Social Service

Block Grant is part of the Administration's concerted attack on

a range of cost-effective preventive service programs in the

areas of health, social services and child welfare.

Second, as I will describe in more detail, the proposed

reduction in the Social Services Block Grant Is totally incon-

sistent with the Administration's professed desire to get more

people working. Such a reduction in funding, particularly

when coupled with the 22 percent reduction experienced for FY 1982,

would undoubtedly have a severe impact on the availability and

quality of child care for parents who are already working, in

training, or waiting for work. Further, at the same time the

Administration is talking about mandating workfare for all AFDC

recipients, it is also eliminating the WIN program, the only

source of counseling, training and job support services for AFDC

recipients, and suggesting to states that these crucial job-

related support services can be funded under the Social Services

Block Grant.

With the above points as a context, I would now like to

discuss in more detail the impact of what has occurred and

what is proposed on child care.



CHILD CARE

There is no federally supported service more closely bound up

with the ability of parents to work and support their families than

child care. Our failure to respond to the need for child care puts

the most vulnerable families in our society in the position of making

an impossible choice: between leaving their children in inadequate,

even harmful child care arrangements; and simply not working and de-

pending on the public dollar for survival.

The supply of child care lags so far behind need that as many

as 6 to 7 million children 13 years old and under, including many

preschoolers, may go without adequate care while their parents work.

The so-called typical American family--two parents, a male wage

earner and a mother who stays home to care for two normal children--

describes only one out of'every 21 American families today. The

majority of America's children are growing up in families where

all parents in the home work:

o 42 percent-of mothers with children under age three
are -in the labor force.

o 54 percent of mothers with children between ages
three and five are in the labor force.

o By 1990, about half of all preschool children,
or about 11.5 million, will have mothers in the labor
force, as will about 17.2 million or 6Q..ercent
of school-age children.

For many children in one-parent working families, the need for

child care is especially critical. Over one-third of these families,

most often headed by women, live below the poverty level.

The need for infant care is'steadily climbing. At the other

end of the spectrum, the lack of after-school programs leaves

millions of school-age children as young as six years old waiting
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return from work.

What Federal Programs Exist and-Who Benefits?

A dismal picture emerges for low-income children when the

expanding need for child care is juxtaposed against severe cut-backs

in federally funded child care programs. Most affected by the budget

ax are those children living in poor working families or whose parents

are in school or training, trying to get the skills to break the

cycle of welfare dependence. Major federal child care programs

include.

o Title XX of the Soci1 Aecurity Act, which
SUbsidized care in licensed centers and homes
for approximately 750,000 low-and moderate-
income children at a cost of $650 million in
FY80. The Omnibus Budget Reconciliation
Act of 1981 amended Title XX, reducing funding
from $3.1 billion to $2.4 billion and eli-
minating a special $200 million earmark for
child care that was 100 percent federally funded.
It also eliminated the requirement that states
supply $1 for every $3 in federal money.

o Head Start, primarily a part-day program,
offIYFWMUational, nutritional, medical, and
social services to 372,000 low-income children
and their parents. It cost $820 million in FY81.

o The Child Care Food Program, enacted in 1975,
reimburses child care centers, family day care
homes, and after-school and Head Start pro-
grams for meals and snacks. It served over
725.000 low- and moderate-income children and
cost approximately $351 million in FY81.

o The AFDC Child Care Disregard which compen-
sates AFDC famlles for their child care--
expenses up to $160 a month per child. in
1977, it served-an estimated 145,000 children
at a cost of $75-$100 million.

o The Child Care Tax Credit, originally enacted
in 1976, provides a federal income tax credit
for taxpayers who require child care for their -
dependent children in order to work or seek
employment. The credit, which represents the
single largest federal child care expenditure,
is currently claimed by 3.8 million families,
mostly middle- and upper-income. The tax credit
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cost the federal government approximately $1
billion in 1981. Until passage of the Eco-
nomic Recovery Tax Act of 1981, the maximum
credit was 20 percent of expenses up to $2,000
for one child or $4,000 for two or more chil-
dren.' The Tax Act provides a sliding scai
beginning at 30ipercent for those earnin$

-; $10,000 or under a year, levelingout at 20
percent for incomes of $28,000 per year and up.
The maximum amount of expenses againsotwhico
the credit can be taken hao been increased to
$2,400 for one child and $4,00for two or more
children. Because the credit is not refundable,
people whose incomes are too low to owe any in--
come tax cannot benefit from these expanded
credit provisions.

What Impact Will the.FY.1982 Cuts Have?

An estimated 150,000 families will lose Titie XX funded

child care services. Parents trying to work and get off welfare

Will be undermined as children living in poor working famil-ies

will be the first excluded from Title XX services.

Previously, eligibility for free Title XX services was

restricted to families with incomes of less than 80 percent of

the state's median income,, with. some partial subsidies for families

up to 115 percent of the state's median income. Many states

have responded to reduced federal social services dollars by

lowering the income eligibility criteria for child cares

o Pennsylvania has changed eligibility criteria
so that families with incomes over 90 percent
of the state median income-eannot enroll their
children in state-supported child care programs
even if they agree to pay the full fee.

o In Washington state, working families earning
above 38 percent of the state median income
($773 a month for a family of four) are no
longer eligible for subsidized child care.

o Rochester and Syracuse, New York, will no
longer provide child care subsidies to new
income-eligible families. In Albany, parents
earning $8,000 a year must pay $16 a week (or
$800 a year) for child care. One Albany single
mother who is losing the child care subsidies
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for her two children asked: "Why are they do-
ing it to day care centers, I don't understand.
They've helped a lot-of single working parents."

o One-third of the 300 families who received
Title XX reimbursement in centers connected to
Central Child Care of West Virginia are no
longer eligible because of stiffened eligibility
.guidelines. To remain eligible for subsidized
child care, many desperate parents have asked
for reductions in already minimal salaries.

Many working mothers will have to uproot their children and

search for cheaper, less desirable care. Many states will make

less money available to monitor or-maLntain minimal child care

standards. Many are already reducing their standards that child

care programs must meet. As a result, children will suffer as

parents shift them from stable and familiar arrangements to less

adequate and sometimes-even harmful arrangements:

o One New York mother has arranged to have her
child's grandmother, who works a night shift,
care for the child during the day.

o Reports come from child care providers in
Des MoLnes, Buffalo, and other cities of
increasing numbers of latchkey children
without after school care.

Because of decreased funding many child care providers may-

find it impossible to maintain their programs unless they can

attract and charge higher fees to middle-income families. When

hard-pressed middle-income families find the increased costs too

burdensome, more centers may be forced out of business because of

the decreased demand for services. Among the cutbacks that will

increase pressure on child care providers-and parents, in

addition to those already described, are those in the fol-lowing.

programs:

Child Care Food Program. Reductions of 30 percent in the

Child-Care Food Program will lead to increased child care fees
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for poor, parents, to a decrease. in the number of children covered

by child care'services, or both.

AFDC. Child care deductions for working mothers on welfare

have been limited to $160 per child per month. AFDC workfare

-programs may divert child care resources away from AFDC and other

low-'ncome mothers already working who need publicly supported

child care .to continue working. if states try to spread their

resources thinner to meet the additional demand for child care

that work programs create, it could result in child care of du-

bious quality, given by untrained, poorly paid providers. For

example.

o In Massachusetts, the Department of Social
Services has eliminated one-third of its -pre-
school child care slots and replaced them with
slots for school-age children. Priority for
these new school-age slots will go to mothers
on welfare who are enrolled in a WIN work de-
monstration project (another work program under
AFOC)and to motherswho have lost their wel-
fare benefits entirely. The state has given
the lowest priority to children of AFDC recip-
ientS who work, go to school, or are looking
for work. Meanwhile, the Welfare Department,
which runs the WIN demonstration project, has
issued a letter stating that replacements for
the preschool slots should be 55-cents-an-hour
babysitters paid for by the Department of
Social Services. This low rate will make it
extremely difficult to find adequate quality
child care.

CETA. Elimination of the Public Service Employment compo-

nent of CETA has caused thousands of child care programs to lose

child care workers, secretaries, and bookkeepers, which they are

hard pressed *o replace.

"t415 0-82-18
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Child Care Tax Credit. While Congress cut direct child care

subsidies for lower income families, it simultaneously

helped middle- and upper-income families by increasing the benefits

available through the Child Care Tax Credit by raising the maxi-

mum amount of expenses against which the credit can be taken. In

an attempt to provide additional benefits to working families, Congress

created a sliding scale. Although we support the increased credit,

we were disappointed that it was not made refundable so that

parents whose incomes are too low to owe any income tax could bene-

fit from the new expanded credit provisions.

Many low- and moderate-income working families ironically

may realize little benefit from the new tax credit provisions.

Those who lose Title XX funded child care will not be able to

make up the difference through the tax credit, which at 30 percent

provides a maximum benefit of only $720 a year for one child

and $1,440 for two or more children. In contrast# the cost of

full-time preschool child care at $1 an hour is at least $2,000

a year.

These same families face reduction or the complete loss of

child care food and school lunch subsidies. It is unlikely that

the sliding scale will allow working families to purchase improved

child care for their children. In fact, other cuts may-limit their

disposable income so that they may be forced to turn to cheaper

child care options. Consider the benefits of the Child Care Tax

Credit to lower-income working families juxtaposed against increases

in school meal costs (assuming that increased charges for the child

care food benefits will be reflected in hiqher fees to parents):
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a A two- parent family with two children has a
total Income of $15,100 per year...The father
earns $4.70 per hour, the mother $3.35. One
child is in elementary schools' the other is
in a half-day kindergarten. This family pays
$20 a week for day care for the younger child
duri zq the school+ year, and $40 per child a
week during the summer, for a total of $1,840.
Their total benefits from the Child Care Tax
Credit will be $478.40, $110.40 more than
under the old 20 percent credit. This family
has lost eligibility for reduced-price lunches
in school and in the day care center. They
now pay 85 cents per lunch per child, compared
to 20 cents last year., Their additional costs
for lunches for their children are $334 for 'a'
ear. Their net additional costs come to
223.60 for the year.

o A single.mother with three children has a
total income of $11,200 per year ($5.60 per
hour). Two of the chi-ldren are in elementary
school, one is a preschooler in full-day day-
care. This family has lost its eligibility
for free lunches for the children, the mother
now has to pay 40 cents per child per lunch,
or$300 more per yeag. She pays $40 per week
for day care for the youngest child, and the
same amount for each of the older children
during the summer, for a total of $3,120 per
1 ear. Her Child Cite Tax Credit is $905.80,
281.80 more than under the old (20 percent)
credit. Her net additional cost is $18.20
because of the increase in lunch prices.

The Children's Defense Fund urges you to amend the child care

tax credit to allow for refundability and to expand the sliding

scale to begin at 50 percent for incomes $10,000 and under. winless

this occurs, poor working families will continue to find no pea under

the Reaaan Administration child care shell game.

Even with refundability, however, child care expenses repre-

sent an out-of-pocket expense for families with little flexibility

regarding their cash flow. A targeted amount of money to

directly subsidize child care for these families is also needed.
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This could be accomplished by adding a mandated child care earmark

to the Title XX Social Services Block Grant. Such a provision.

would not involve draftii child care legislation but would

guarantee that dollars are protected for direct services in

child care.

The Proposed FY 1983 Budget Cuts

The child care dilemma created for poor and working families

by the FY 1982 budget cuts and legislative changes will grow even

more serious if the Administration's budget proposals for

FY 1983 become a reality. An 18 percent cut in the Title XX

Social Services Block Grant (from $2.4 billion to $1.974 billion)

will mean that about 100,000 additional families will lose child

care services. The Child Nutrition Block Grant, merging the -

Child Care Food Program with School Breakfast and reducing funds

by over one-third, will mean even less support for quality child

care programs. Competition will be keen at the state level for

diminished funds. School food service providers represent a far

stronger constituency than the child care community. The result

will be that some child care provoors will be forced out of business

because of this further round of cuts and those that remain may offer

lower quality services. An additional $1.2 billion cut in AFDC will

diminish more low-income families' access to child care. Finally,

proposals to eliminate the Appalachian Regional Commission and the

Work Incentive Program will further limit child care opportunities

for working lower-income families.
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-. Conclusion

Mr. Chairman and Members of the Comittees: In 2010--28

years from now when many of us in-our late thirties, forties, and

fifties, will be moving toward or be of retirement age--there

will be more elderly people per worker and fewer children as we

become an increasingly aging society. Each worker will become more
important as fewer become available to support more older depen-

dents. That potential 2010 worker was recently born or is about to

be born.

o 1 in 5 of them was-born poor and I in 4 will
depend on the AFDC program we are cutting to
the bone at some point in his or her lifetime.

o 1 in 2 will grow up in a family where all parents
work and often face inadequate, even harmful child
care arrangements. We are cutting child care.

o 1 in 3 has never seen a'dentist, and 1 in 7 lacks
access to preventive health care. Their numbers
will grow, along with costly remediative medical
costs, as a result of short-sighted cutbacks in
Medicaid, maternal and child health, and community
health centers.

o 1 in 4 will dropout of school before they graduate
and will not be able to read and write and compute
well enough to read.the want ads or fill out the ap-
plications for the rapidly shrinking number of
unskilled jobs. Millions more are going through an
education system that has not prepared itself to
respond to the new demands of an information economy
and increasingly competitive world.

--o I in 2 will grow up in single-parent families, one-
third of whom will be poor. B3ut these are the
families President Reagan is beating into the ground
through severe across-the-board cuts in Medicaid,
AFDC, food stamps, energy and housing assistance,
child care, and jobs.

o Almost 600,000 a year are being born to teenaged
mothers, many of whom have gone without prenatal care
which greatly increases the likelihood of producing
babies of low birth weight or with birth defects.
Yet we are slashing the family planning funds needed
to avoid more pregnancies, and the support services
to help them remedy their mistake and avoid
lifelong dependency.
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o S00,000 are going unnecessarily homeless, in
costly foster and institutional care, denied the
nurturance and family stability that every child.
deserves. And President Reagan would cut new
protections and funds to help them grow up in
a family.

These policies will cost billions in future remediation

(medical costS, foster and institutional care, court costs, Jails);

in services (welfare dependency, social services); and in lost

productivity (joblessness, untrained minds and unhealthy bodies).

And they will cost us more than we can measure as we stray from

our historical path of becoming a decent and disciplined society.
"Those of us who care about children must help Americans of all

persuasions to examine more deeply our feelings and beliefs about

what is right and just as well as cost effective.

The Children's Defense Fund has just completed a national

conference of more than 500 cbild advocates from all over the country,

We came together to learn about the Reagan budget and to map .

strategies for educating the public and the Congress to-the needs

of the whole child and to the need to act now to protect-the futures

not only of today's children, but of the children born tomorrow and

next year and in the next decade.

At this conference were church leaders, parents, doctors,

foundation officials, social workers, Head Start directors, academics,

and public and private agencies. Despite the variety of backgrounds,

professions and disciplines, we all shared one thing--a commitment

to turning back the dangerous trends initiated in the Fiscal 1982

budget and to replacing them with affirmative policies that will

support and strengthen our children in the coming decades.

We need your help we want to work with you and to keep in

mind as we face the difficult choices ahead at all times the--

words of Dwight D. Eisenhower, who said in 19531
"Every gun that is made, every warship launched, every,
rocket fired signifies..a theft from those who hunger.
and are not fed, those who-are cold and are not clothed."

"This world in arms is not spending money--alone."

"It is spending the Asratof its )aborers, the genius of
its scientists, the hopes of its children."
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The CHAIRMAN. Senator Wallop?
Senator WALLOP. No questions.
The CHAIRMAN. Senator Byrd?
;Senator BYRD. No.
The CHAIRMAN. I appreciate your statement. It is not unexpect-

ed, I might say. However, I don't want to exempt anything from -

budget scrutiny including social programs. I think there are areas
in the social programs that we ought to look at carefully.

We had Secretar' Schweiker sitting there last~week describing a
budget-of $284 billion, an increase of 8 percent over last year; 95-
percent of his budget is in what we call entitlement programs. It is
pretty' hard to say we can't touch anything in that $284 billionbudget. •'-

I share the views you have expressed that we can't cut only pro-
grams that impact on low-income people or children or the handi-
capped, but I am not yet convinced that those programs are with-
out fault in some area that we ought to address, I we don't do It,
I'm not certain what the future may be.

I appreciate your taking the time to remind us that there are
some concerns that might be overlooked, but I find this committee
fairly sensitive to the needs you have addressed, whether it is wel-
fare, AFDC, title XX,-or whatever. We hope when this yeqr ends
that we will have made some headway.

The other side of the coin is, -if we don't lower the deficits and
lower interest rates, there might not be much of a future for any of
these programs. People can't pay taxes when they are out of work.

Ms. DEERING. Mr. Chairman, may I just add something?
You and your committee might be interested to know that theAssociation and the Children's Defense Fund are developing a proj-

ect called Child Watch, which we will be initiating across the coun- --

try, to monitor the effects of the Federal budget cuts on children's
programs in four areas. This has just begun, and we will be looking
forward to sharing this information not only with our individual
communities but with your committee as the year progre ..And
I think the information we glean from this project will really.pro-
vide valuable assessment in the communities.

The CHAIRMAN. Iwonder if they monitor areas we might cut
spending too. I can already tell you what you are going to findi-n
that stuay, that the cuts are terrible, that th~y have a severe
pact, and that we shouldn't have done it. You don't have to have
the study; we know what the findings will be. Why aren't you out
there trying to tell us that this is a goodprogram? Other programs
in your area, not just everything outside your jurisdiction, should
be addressed. That would be more helpful than some study where
we know what the conclusions would be.

Senator WALLOP. Mr. Chairman, if I could, I would add to what
she said.

A study like that, instead of being a study in finding faults, as
you suggested, is trying to find some benefits, and as well might be
able to find some alternative means of traveling down' the same
road and achieving. the same goals.

Ms.- DEERINGo. Right. The purpose of the project is not just to find
the faults; it Is to find out just what is going on, how -the cuts in
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the children's programs are being implemented-maybe they are
going to work. So that is not the purpose.

The CHAIRMAN, Maybe it was a bad,- program to start with. I
think Senator Wallop has indicated there might be another way to
do it. We get many vested interests here who don't want tochange
anything.

---- : --Ms. DEERING. We are not trying to draw any conclusions prior tothe project.
Senator WALLOP. I just might point out that anybody, in our

world, regardless what side they come from on a given issue, is
aiwys a little skeptical about those. I just might say this morning
that 2V2 hours before the President spoke in Oklahoma UPI was
out telling the world how the public had reacted.

The CHAIRMAN. Do you mean ahead of the speech?
Senator WALLOP. Two and a half hours before he gave it they

were reciting the reaction of the public. I don't mean to equate
what Child Watch is going to do to that, but it wouldn't be the first
time that such a thing had happened-that the conclusions of a
study were contrived before the study began.

Ms. DEERING. Well, let me assure you, that's not there purpose we
have.

.. senatorr WALLOP. I think that's what the chairman was ying,
that the purpose would be really very much better served if you
would find out what was good and what was bad and 'that there

-were alternative roads that were more effective to achieve the
same end.

Ms. BLACK. Well, I think people are-trvying to find alternative
methods; and certainly in child day care, which I am very involved
in, we are finding alternative methods to serving the same group of
people as well as broadening the base-now, this is in New York
City.

I think a crucial issue here, though,_at the local level iS:this fight
for the dollar. Because our tax levy dollars which are being put
into the cutbacks in human services--in other words, the Feds to
the locality-now we are having to compete not just within the turf
of human services but we are having to compete with the uni-
formed services plus education. And this is a real' realistic -oint
that I think'has to be considered by the Congress in its cutbacks.

Senator BYRD. May I ask this question? The term "budget cuts"'
has been used in' the programs that the three of you are interested
in. Has there actually been a reduction in the budget, or has' there-
been a reduction in the'rate, of increase in the budget?

Ms. BLACK. My testimony has some charts in it; Senator, which
show what the, cuts have been in both title XX, AFDC, as well as
Public Law 96-272 and what the effects are, and then what the'
proposed cuts are and what those effects will be.

In title XX alone, if the additional proposed cut goes through,,We
will have a $1.225 billion cut since August 1981.

So we are 'feeling cuts and we are trying to make alternative
kinds of plans.

Senator BYRD. Cuts below, what you are receiving now?
Ms. BLACK. That is correct. ...
Senator BYRD. In that particular program?
Me. BLACK. Yes.
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Senator BYRD. Thank you.
The CHAIRMAN. Again, I don't quarrel with those who defend

those programs. You must do that, or somebody would be happy to
take them away. On the dther hand, we have had witnesses al last
week and we are going to have some. .more this week who don't
want us tohmake any revenue changes in the tax laws, either, be-
cause nobody likes to pay taxes. We haven't had a single :volunteer
suggest they would like to pay more taxes, and no volunteer that
wants any reduction in their program.... -

I guess the point is, if we accepted everyone's testimony, the
budg&-deficit would remain $150 or $160 billion. And you are com-
peting; there is no doubt aboutit. There are only so many dollars,
and we have to raise the debt ceiling. That's going to be in this
committee in about'a month. It is $1,078.9 billion now that many of
these" childreti you talk about are going to be saddled with unless
we do something. -

Ms. HOFFMAN. Senator, in CDF's budget analysis we have about
$30 billion in alternative cuts in revenue sources which we propose.

The CHAIRMAN. Oh, in defense?
Ms. "HOFFMAN. No; in a combination of things, including some

taxproposals. It's an appendix to_.our book. And we also intend tobe developing some clear alternative proposals transferring funds
to ,children and family support programs from some of. these
sources to bring before Congress.

The:CHAIRMAN. Hopefully it is something in our jurisdiction. De-
fen se would come in and say, "cut entitlements," and you come in
and say "cut defense." That doesn't help us much at all, unless you
and Cap Weinberger get together to see if we could work it out.

Ms. BLACK. We are going.to have to increase local taxes'if we do
not continue to hive more revenuefrom the Federal side.

The CHAIRMAN. We will either have to increase-local taxes or in-
crease Federal taxes. Which would you prefer?

Ms. BLACK. Maybe I am one of the few witnesses that would say
that we shouldn't have cut the-axes. Maybe I come from a differ-
ent viewpoint. But I do know'that if we maintain the cuts in tax
revenues we are going to get taxes railed both at the city and 'the
State level in New York, and maybb it will be higher than if you
hadn't cut tie Federal taxes. I don't know.

The CHAIRMAN. Well, I don't want to get into an argument, on
that; bUt Ithink there are some areas-and I don't single out New
York or my own State-that could do a little more in some of these
programs. The Federal Government doesn't have all the answers or
all the money or all the wisdom. I think the people in New York or
in Topeka, Kane., are just as sensitive as those in Washington, D.C.
But that's-another whole new program called New Federalism.,

Thank you very much.
Ms. BLACK. Thank you.
The CHAIRMAN. Now we will go back to our regularinrder: Mr.

James Spang, executive director, Polinsky Memorial Rehabilitation
Center, Duluth, Min., on behalf of the American Occupational
Therapy, Association; and Mr. Francis J. Mallon, American Physi,
cal Therapy Association, executive director.

Again I would indicate, as I have before, briefly summarize your
Statements so that the other four witnesses who remain after. you
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have finished will have some time before this hearing adjourns at

STATEMENT OF A. JAMES SPANG, EXECUTIVE DIRECTOR, POW
LINSKY MEMORIAL REHABILITATION CENTER, DULUTH, MINN.,-ON BEHALF OF THE AMERICAN OCCUPATIONAL THERAPY AS
SOCIATION, ROCKVILLE, MD.
Mr. SPANG. Thank you very much, Mr. Chairman.
My name is A James Spang, and I am the executive director of

the Nat"Polinsky Memorial Rehabilitation Center in Duluth, Minn.
Hopefully, we can help the Federal Government reduce it expendi-
tures.

I am appearing today -on behalf of 10 national organizations, !n
addition to those stated on -the witness list, my testimony is fin-
dorsed by the American Congress of Medical Rehabilitation, the
American Academy of Physical Medicine, the Assoeiation of Aca-
demic Psychiatrists the National Association of Medical Directors
of Respiratory Care, and the nine disability groups that will also be
testifying later this morning.

My center ls a member of the National Association of Rehabilita-
tiorr-Facilities.-
to linsky is a free-standing comprehensive outpatient rehabilita-

tion center which provides medical *and,- vocational services to
adult and children in- northern Minnesota,. northern Wisconsin,
and upper Michigan. it also provides services to inpatients in
Miller-Owann and St. -Mary's Hospitals locally.

My statement today addresses the administration's proposal to
repal section 988 of the Omnibus Budget Reconciliation- Act of
1980., That act provided provider status for a comprehensive 'outpa-
tient-rehabilitation facility such as ours.

_. Mr. Chairman, my complete statement has *:been submitted' for
the record, and I would like to summarize it at this time.

-FirSt, the organizations that I represent feel that section 933 is
desirable and cost-effective. Repeal 'f that section would not, in our
judgment, save, money. Congress rejected a repeal last year, and
'the administration has not supported its request for a repeal with
any justification again this year.

sectionn 933 was enacted to rectify a gross inequity in the medi-
care program, both for facilities.and for beneficiaries. It was en-

- acted to provide for coijprehensive outpatient services in a less-
costly setting.

'Since 1965 medicare has covered comprehensive outpatient serv-
ices, but only when supplied by a hospital. Section 983 of-the Omni-
bus Reconciliation Act of 1980 did not add a benefit to medicare;
instead it only made it available in a different setting, the compre-
hensive outpatient setting.

Outpatient facilities, provide these services at a lower cost. In my
* own area, for example, the outpatient facility charge for occupa-

tional therapy is $4. The local hoepita'p average charge i $54. As
ifiother example, a respiratory therapy program in Loma IAd.
Califf, has shQwn a savings of $400,000 for i0 patients in their out-
patient program, and they have shown a significant reduction in
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hospital days when patients were treated through that comprehen-
sive outpatient program. . -

Section 933 was effective for' a facility's accounting period begin

ning on or after July 1, 09t81. Despite repeated meetings and urg-

ings by these -organizations and 4by several Memlxr.i of Congress,
regulations implementing this" provision have -never been pub-
*lished.

On February 19 four of the organizations, three local facilities,
and three medicare beneficiaries sued Secretary Schweiker to

.compel implementation of the law.
'Mr. Chairman, we- feel that section 933- makes rehabilitation

more readily, available at a lower- cost. L firmly believe that repeal

of the provision would not be in the best interests of the medicare

program and would discriminate against.Comprehensivee-outpatient
rehabilitation facilities and beneficiaries. In addition, it will. re-

quire those comprehensive outpatient facilities who deliver 'services

to incur a great loss, It will promote inpatient care and the use of
hospitals for outpatient services, generally at higher costs, and it

will require beneficiaries to bypass facilities close to their homes.

I urge the committee to reject the administration's proposal and

to seek information as to why the regulations have not been issued.

I would also like to thank you for the opportunity to appear here

today and would be happy to answer any questions that you may

have.
[The prepared statement follows:]

r"
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Statement of A. James Spang
Executive Director

Polinsky Memorial Rehabilitation Center-
Duluth, Minnesota

Committee on Finance
U.S. Senate

March 16, 1982

Mr. Chairman, my name is A. James Spang. I am the Executive

Director of the Polinsky Memorial Rehabilitation Center. I am

appearing today on behalf of a coalition of health care groups

including the National Association of Rehabilitation Facilities,

the National Easter Seal Society, the American Occupational

Therapy Association, the.American Physical Therapy Association,

the American Association for Respiratory-Therapy and the American

Speech-Language-Hearing Association. This statement is also

endorsed by the American Congress of Medical Rehabilitation, the

American Academy of Physical Medicine and Rehabilitation, the

Association of Academic Physiatrists, and the National Association

of Medical Directors of Respiratory Care.

The Polinsky Memorial Rehabilitation Center is a member of NARF.

The Center is a free-standing outpatient rehabilitation center and

provides a comprehensive rehabilitation program including both

medical and vocational services. Our testimony today is addressed

to the Administration's proposal to repeal the provision in the

Omnibus Budget Reconciliation Act of 1980, P.L. 96-499, establish-

ing provider status for comprehensive outpatient rehabilitation

facilities and covering comprehensive outpatient rehabilitation
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services whfth they render under Part 9 of the Medicare Act.

.This provi0ion, which was enacted as Section 933 of the 1980

. Reconciliation Abt is desirable, useful and cost-effective.

Repeal would be a step backward for the Medicare program ant it

would not, in our jIdgemuent, save money. Last year Congress

.rejected a proposal to repeal this provision.

The Administration's FY 1983 Budget again proposes to repeal

- this provision of the Medicare act but (as waeothe case

last year with no analysis or Justification. The Budget

justification prepared by the Department of Health and Human

Services (DHHS) does not address this itvi at all except to

include it in its briefing memorandums as "other savings" for

Medicare and to dismiss it along with another provision included

in the Reconiliation Act, as low-priority benefit expansions.

The Congress enacted this legislation to eliminate a gross

inequity in the Medicare program; both for comprehensive rehabil-

itation facilities and beneficiaries, and to provide for the

receipt of comprehensive outpatient services in a less costly

setting than is now the casev- It should not retreat from this

action, particularly when there is no reason asserted for doing

Sso.

Prior to this amendment, Medicare-covered comprehensive outpatient

services when rendered by a hospital. This we&-the law since

the inception of the Medicare program in 1965. Outpatient rehabil-

itation coverage is not a new benefits it is as old as the Medicare



program. The change mad by the Congress In the enfoctment of

Section 933 does not add a benefit to the program, but rather

makes it possible for Medicare beneficiaries to recieve. the

same covered services in a different setting. Section 933

became effective on July I-l 1981. rMedicare patients were to

receive comprehensive rehabilitation services from outpatient

centers - many associated with NMARF and Easter Seals - and these

would be covered under Part B.

Since this provision-has not been implemented, Medicare patients

receive these services only in hospitals, generally at higher
costs. The effect is to discriminate against fully accredited

comprehensive outpatient rehabiliation- facilities, often more

accessible to patients and certainly equally competent. More

importantly-is the discrimination among beneficiaries in terms

of their access to hospital and outpatient centers. The Budget

estimates that repeal of this provision and Section 935 dealing

-with outpatient physical therapy will "save" a negligible sum in

the current fiscal year and $19 million in FY 1983. This estim-

ate assumes that the services are not covered-by Medicare and

ignores the fact that patients can-go to a hospital for exactly

the same services. The "savings" are therefore illusory. In

fact Medicare costs will be higher if this provision is repealed.

Let me cite specific examples. The charge for one hour of

occupational therapy at my Center is $46.00. We surveyed three

hospitals in Duluth to obtain-their charges for their outpatient

V
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,service. The average of the three was $S4.00. As another

example, Mr. Chiaruan, v are attaching two charts showing

cost savings through a comprehensive pulmonaryy rehabilitation

program currently operating in 1oma Linda, California. The

figures show a reduction in hospital days for patients suffering

from specific pulmonary diseases when treated through a compre-

hensive outpatient rehabilitation program. This one program

-saved approximately $400,000 for the eighty' t80) patients

enrolled in the program. If Section 933 is repealed, Medicare

will still cover the service, but at the higher cost. Moreover,

there is a tendency for patients to remain in hospitals as in-

patients if Medicare does not provide for outpatient coverage

through facilities accessible to them. This is certainly the

case for the older people covered by Medicare who-typically

suffer from stroke, arthritis, and similar debilitating

conditions.

Mr. Chairman, these facts were recognized by the Congress two

years ago when it passed the law (P.L. 96-499). Now it is

proposed that this sensible action be reversed1 not because of

some analysis of rehabilitation and its costs and benefits, but

rather because it is a small provision which is vulnerable to

offhand dismissal. Repeal of this provision will not save-any

money. It will, I believe, cost the Medicare Trust Fund money

by promoting inpatient care and the use of hospitals for outpa-

tient service.
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Again, I wish to emphasize that making outpatient-rehabilitation-

facilities providers under Medicare. was not an expansion of

benefits., It deals with services that may be received and

compensated under the Medicare program, but address only the

site at which those services may be rendered. It is important

that the Committee recognize that the elderly Medicare patients

have a high incidence of arthritis and the effect of strokes.

Rehabilitation services help to restore and maintain such patients

to higher levels of function with accompanying self-respect and

reduced dependence on their families and others. It is important.

to the *uccess of the therapy accorded to such patients that it

be provided without undue difficulty. Making such patients

bypass outpatient rehabilitation facilities close to their

homes to receive services at a hospital in order to qualify for

Medicare does not make much sense for the patient or Medicare.

I hope it also doesn't make much sense to this Committee.

P.L. 96-499 was signed into law on December 5, 1980. As of

July 1, 1981, the Department of Health and Human Services had

not published final regulations implementing the program nor even

a Notice of Proposed Rulemaking. From December 1980 to July 1981

each of the represented organizations met with representatives

of DHHS to discuss issues pertaining to the regulations, and to

urge their prompt publication. A copy of one letter is

attached. - -

Several members of Congress have requested from the Department
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of Health and Human Services an wxmJnation of why the regulations

had not been -published and when they would be. The Secretary

.,and officials at the Health -Care Financing Administration answered

them that these rules would be published by January 1982. This

assurance is less than comforting since it is now March 16, 1982.

This entire time, facilities have not been paid by Medicare for

services delivered. Beneficiaries were and are not receiving

services.

This continued inaction prompted NARF National Easter Seal

Society, the American Association for Respiratory Therapy,

American Occupational Therapy Association, three outpatient

rehabilitation facilities and three Medicare beneficiaries to

sue Secretary Schweicker on February 19, 1982-(NARF et. al. v.

Schweicke%, U.S. District Court for the District of Columbia,

CA. No. 82-0494).

Mr. Chairman, I appreciate the opportunity to appear today for

myself and on behalf of the organizations I am representing.

-I urge the Committee to reject theAdministration's proposal to

repeal this provision. I also urge this Committee to ask the

Department why the regulations implementing the provision have

not been published. This provision is insignificant in relation

to the enormous questions of revenue policies and spending pending

before this Committee. To Medicare patients in need of these

services and the facilities which serve them it is of great

consequence. Thank you.

.416 O-83--a
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ATTACHMENT 1

NATIONAL ASSOCIATION OF REHABILITATION FACILITIES

June 2, 1981

Carolyne K. Davis, Ph.D.*
Administrator
Health Care Financing Administration
Department of Health and Human Services
200 Independence Avenue, S. W.
309C Hubert Humphrey Building
Washington, D. C. 20201

Dear Dr. Davis:

I an writing to call'your attention to the need for
prompt action by HCFA to implement Section 933 of the
Medicare and Medicaid Amendments of 1980.- This legislation
amended the Medicare Act to make comprehensive outpatient
rehabilitation facilities providers under the Medicare
program and to provide for coverage of outpatient
rehabilitation facilities services which they render
under Part B.

The provisions of this section are effective with
respect to a comprehensive outpatett rehabilitation
facility's first accounting period begifning after June 30,
1981. A great many facilities operate on a fiscal year
which begins*July 1. Accordingly many outpatient
rehabilitation facilities which w~ll be providers under
this addition to the Medicare Act contemplate-provision
of services to Medicare beneficiaries and reimbursement
therefor on the first of next month.

Many such facilities are members of the National
Association of Rehabilitation Facilities and we have been
in regular communication with various elements, of HCFA
regarding the development of regulations to implement
the law. While this amendment to the Medicare Act has
been on the books for over six months HCFA has not issued
or proposed regulations nor, we are informed, has the
drafting of such regulations been coupleted.- It seems
clear that ipedUaoe steps are required by your office'
to -see that the law is implemented on the schedule
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Carolyne K. DaVis, Ph.p. .une 2, 1981

prsscr.bed by the Congress. This will necessitate the
issuance of regulations which are effective iLmediately
or some interim provision for delivery and reimbursement
of services pending the promulgation of final regulations.

As I am sure you are aware, the Administration's
budget proposed repeal of this provision as well as other
amendments to the Medicare Act contained in the Omnibus
Reconciliation Act-of 1980. That recomendation has not
been accepted by the Congress. Neither the Senate Finance
Committee or the House Ways and Means Committee has included
.epeal of Section 933 in their respective reconciliation
actions and there is no indication in either house that
any other Medicare amqndments are contemplated this year.
To the extent- that th- delay in. completing regulations
to implement Siction 033 has been related to an assumption
of its repeal, this should no longer be the case.

A number.of other national organizations share our
interest in this matter including the kitional Easter
Seal Society, American Association for Respiratory Therapy,
American Occupational Therapy Association, American Physical
Therapy Association and American Speech-Language-Hearin&
Association. I-and representatives of these other
organiiitions would welcome an opportunity to meat with
you at your earliest convenience to review the status
of this matter and to determine what.actions are rWuired
to insure timly'impleqenitation of the law.

Sincerely,

James A. Cox, Jr.
Executive Director
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ATTACHOSN 2

NATIONAL ASSOCIATION OF REHABILITATION FACILITIES

September 22, 1981

Carolyn* 1. Davis, Ph.D.
Administrator
Health Care Flncing Administration
Departuant of Health and Humsn Services
200 dependeuce Avenue S. W.
3090 Hubert MumphreT Building
WAshington, D.C. 20101 

--

Dear Dr. Davis%

On June 2, 1981 1 wrote to you regarding Implementation
of Section 933 of the Omnibus Reconciliation Act of 1980.
Your response of July 22 gnerally outlines the process
for development of regulationsu but does not establish any
timetable for lmesntation oi the coverage of comprehensive
outpatient rehabilitation services mandated by Sect in 933.
further, your letter does not address the fact that the
law became effective July 1, 1981 and that MCIA's delay
in ilementins it flaunts the clear Intent of Congress
as to when this provision is to be affective.

We are advised by the Office of Standards and Certification
of DOFA that regulations have been drafted, but will not
be published for some- tins because of Internal review
requirements. Publication, when it ocurs will be for
coassnt nly. t x.e the most optimistic scenario finAtl
rte'gatLons will not b4 published before April or May of
IOU2. Were this to be the case coverage provided by law
would be delayed almost a year by admiLstrative fiat. I
submit that this is an Intolerable situation.

This is to request your personal Intervention to obtain
prompt issuance of the regulations to be effective upon
publication while being subject to compnt and to revision
as necessary. This approach could Implement the law within
the next 30 days.

I
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DZIPARTMINT OHEALTI. HUMANSERVICtS 'T4h CH W 4 A3 m*Wft

Offte 04e Admnkwsw
Wofton O.. 30201

NOV 19 1981

Mr. James A. CoM, Jt
Zeoutive Direotor
National Association of Rehabilitation Facilities
SU0 Wisconsin Avenue
Sulte'56
WaMngto, D.C. 20015

Dear Mr. Con

This t In reply to yaw letter to Dr. Carolyne K. Davis dated September 22 concerning
our plam to Implemeit Section 93 of the Omnibm P.econcilitatlon Act of 1900, which
provides coverage of comprehensive outpatient rehabilitation facility (5:ORF) service.

I do not believe that we have the authority to publish find regulations at this time, as
you mgest. Under the Administrative Procedures Act, government agencies are
rquirZ d to publish proposed regulations In the ta under the rulemaking
process, givng Interested parties en opportu o suitw ltten data, views and
argument. The express purpose of this process Is to encourage public participation in
the development of government poles. The anc ma, dspense with proposed
rulemaking only for good cause, that is, if the publication of proposed rules is
impracticable orurmecasery or would be contrary to the public interest. We have from
time to time dpemed with proposed rulemakhng, but this practice has bea confined to
such situation, for example, as those involving technical changes or those where the
redlationa opeIficaly Implement, with little Seeretmalal discretion, a provision aw.
Thi is not the case with the CORP legislatia

Although the amendment redefines "provider of services" to include COR~s, It
expressly requires that CORPs meet certain conditions rearding the qualifications of
personnel and other conditions which the Secretary (Inds necessary to protect the
health and safety of CORP patients. Also, while the amendment specifies particular
services that re to be covered as CORP services, the Conpess did not provide
definitions of these services or specific utilization parameters. Because delivery of
sevioeq by CORPs Is a new concept under Medicare, we believe that policies governing
both conct ions of participation and conditions of coverage must be published under the
rulemaking process so that providers and beneficiaries have a clear understanding of our
views and to allow Interested parties to contribute to the development of CORP
policies.

........................
I;'.

i .. .
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Page 2 - Mr. James A. Cox, Jr.

We do' appreciate your concerns, however, and mute you that we are moving ahead
with our Implementation plahs. Our schedule calls for publication of the proposed
regulations In the Federal R stby January 1982 with a 60-day period for public
comment. We wilpuls finil i5izlAtlons and operating procedures a quickly as
possible -after the comment period has closed so that qualified CORPs may be
reimbursed for covered services. As you indicate, this means that Implementation of
this provision will not occur until sometime next year. While we understand your
displeasure, We do not believe that HCPA could develop a convincing argument to
Justify dispensing with the rulemaldng process.

Sincerely yours,

Patrice Hirsch Feinstein
Associate Administrator for Policy
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I N I R I A Y F I L4A O ~ d A T T A C H M E N T 4

WV 2 5 1981
The Honorable Andy Jacobs, Jr. RECEIVED
Chairman, Subcommittee on Health
Committee on Ways and Means
House of Representatives NOV 0 98
Washington, D.C. 20515 V.' AD ANS

Dear Mr. Jacobst ,V..... CO.M1TTC

Thank you for your letter of September 19, 1981 concerning
implementation of Section 933 of P.L. 96-499, the Omnibus
Reconciliation Act of 1980, which provides for coverage of
comprehensive outpatient rehabilitation facility (COON) services
under Part S. of Medicare.

The regulations to implement thie provision are nearly
completed, and we expect to publish proposed conditions of
participation and conditions for coverage of services in the
Federal Register by January 1982 as a Hotice of Proposed
Rulemakingwith a 60-day period for public comment. Because
delivery of services by CORrs is a now concept under Vedicare, we
want to be sure that our policies are consistent with established
rehabilitation qare practices. We believe it is essential to
obtain comments from the public prior to publication of final
regulations. As soon as the comment period is closed, we will
publish final regulations and-operating procedures and begin
reimbursing qualified CORms for covered services.

We further believe that regulations are necessary before we
can start paying benefits under this amendment. Although the
amendment redefines "provider of services" to include CORFs, it*
also expressly requires that CORFS meet conditions of
participation that the Secretary finds necessary in the interest
of health and safety of patients, including conditions concerning
the qualifications of personnel in CORFs. Moreover, while the
amendment specifies particular services that are to be covered as
CORP services, the Congress did not provide definitions of these
services or specific utilization parameters. We believe that the
policies governing both conditions of participation and
conditions of coverage must be published in regulations not only
to give providers and beneficiaries a clear understanding of our
policies, but also to allow the public to comment, thereby
contributing to the development of those policies.

81ne rely,

Richard S. Schweiker
Secretary
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STATEMENT OF FRANCIS J. MALLON, ASSOCIATE EXECUTIVE D[.
RECTOR FOR PROFESSIONAL SERVICES, AMERICAN PHYSICAL
THERAPY ASSOCIATION, WASHINGTON, D.C.
Mr. MALLON. Mr. Chairman, my name is Frank Mallon, and I

am the associate executive director of the American Physical Ther-
apy Association. On behalf of the association and its 40,000 mem-
bers, I appreciate the opportunity to offer brief comments on Presi-
dent Reagan's budget proposal related to the medicare program.

My testimony concerns specifically the proposal in the Presi-
dent's budget to roll back the limit on reimbursement for services
provided by independent practicing physical therapists. At the
present time this limit is set at $500 per person treated per year.
The budget proposal would reduce this limit to $100 per person per
year.

This provision applies only to individuals who participate in part
B of the medicare program. Actual reimbursement, therefore, is set
at 80 percent of the allowable limit.

Let me briefly summarize the history of this particular provision.
In 1972 the medicare law was amended to permit reimbursement
for physical therapists in independent practice up to a limit of $100
per person treated per year. In 1980 the medicare law was again
amended to raise the limit to $500. In 1981 the President's budget
proposal requested a return to the $100-limit. Congress considered
and rejected the repeal proposal.

In 1982 the President's budget again requests the return to the
-$100 limit. Once again, we strongly urge you to leave the $500 limit

intact.
Physical therapy is an important part of the health care pro-

vided to medicare beneficiaries. Persons with fractured limbs or
hips, individuals who have suffered strokes and heart attacks, and
others with severe physical disabilities-muscle strains, nerve
damage and joint problems-both need and benefit from this
service.

The $500 limit on independent practitioner coverage increases
the availability of this necessary care since it permits coverage for
treatment in the physical therapist's office or in the patient's
home. Since treatment in these settings tends to cost less than in
other settings, moreover, the $500 provision also serves as an incen-
tive for shifting the treatment setting to one in which there is a
more cost-effective provision for physical therapy care. These cost
savings might well eliminate the relatively small initial cost of $4
million which has been projected as the 1983 cost of this benefit.

It is important to remember that this $500 provision represents
no new benefits but merely a realistic attempt to bring a benefit
which has existed since 1972 into line with the 1982 cost of health
care. To revert back to the 1972 $100 limit would, for all practical
purposes, serve to wipe out the-benefit entirely with the end result
that persons needing physical therapy could only be treated in set-
tin gs where the costs are higher.

Finally, it should be noted that safeguards exist to insure proper
utilization of this service. Physician certification of initial and con-
tinuing need, documentation of patient status, and standards for
qualified practitioners continue in effect.
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The current $500 limit on reimbursement for physical therapy
provided by independent practitioners represents a modest and a
reasonable effort to maintain the quality of the medicare progvY.
in a cost-effective manner.

We strongly urge your support of this effort and your assistance
in insuring that Congress Will reaffirm its position of 2 years'
standing on this issue.

Thank you, Mr. Chairman.
[The prepared statement follows:]
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March 16, 1982

WRITTEN STATEMENT OF THE
ON PIMSIDENT WGA'S FR'oFSED BUDGET R

HEALT CAR SERVICES

On December 5, 1980, the Omnibus Reconciliation Act of

1980 became law. -Section 935 of that Act raised the Medicare

reimbursement limitation on outpatient physical therapy services

from $100 to $500 -- the only increase in the limitation since

it was established in 1972. Last year, President Reagan recom-

mended repeal of this increase as part of his budget revision

package. Congress refused to enact the repeal, concluding that

the increase was necessary to ensure the provision of needed

physical therapy services to Medicare beneficiaries. President

Reagan has again proposed repeal of the higher limit in his

Budget for Fiscal Year 1983.

The American Physical Therapy Association ("APTA"), which

represents approximately 40,000 physical therapists and physical

therapist assistants nationwide, enthusiastically supported

enactment of the increased limitation and vigorously opposed

President Reagan's effort to have it repealed. APTA believes

that there are several compelling reasons why President Reagan's

proposed repeal of 1935 should be rejected again this year.



First, the increase in the outpatient limit to $500 is an

extremely small cost item which will not "bust the budget" if

it remains in force. At a maximum, the increase will cost only

an estimated $4 million this year and $5 million in fiscal

years 1983-1985 or approximately .0068 of the $72.7 billion

proposed by President Reagan for the health care services budget.

It should also be noted that the potential for over-utilization

of services or a large increase in costs to the Medicare program

due to the ltnit increase is minimal because physical therapy

services can be furnished only pursuant to a physician's referral

and actual referrals are not expected to increase substantially.

The insignificance of this provision relative to the health

care services-budget vastly understates its importance to Medi-

care beneficiaries. and physical therapists who render services

on an outpatient basis. As explained below, a return to the

$100 limitation would deprive beneficiaries of needed physical

therapy treatments and would prevent physical therapists from

furnishing services in and efficient and economical manner.

Second, repeal of the increase would, in effect, legislate

outpatient physical therapy services out of the Medicare program.

If President Reagan's proposal were accepted, no more than $100

in any calendar year could be considered as reimbursable incurred

expenses for outpatient physical therapy services furnished by

a therapist in independent practice. The $100 could be reduced

further by the deductible and coinsurance provisions of Part B

of the Medicare program.

Inflation in medical costs since the $100 limit was imposed

in the Social Security Amendments of 1972 has significantly
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reduced the amount of services which can be provided to Medicare

beneficiaries for $100. Because physical therapy care generally

consists of a series of treatments (as opposed to a single visit),

a $100 limit would prevent patients from thitiating or completing

prescribed therapy programs unless they had access to more costly

provider facilities where the $100 limit would not apply. Home-

bound patients, particularly older Americans and persons who

reside in rural areas who do not have ready access to provider

facilities would be most adversely affected by a return to the

$100 limit because independently practicing therapists are their

only source of needed care.

The following examples of typical treatment plans illustrate

the gravity of the hardships which will result if the outpatient

limitation is cut back to $100.

Example One: A typical physician prescription (physical
therapy treatments are furnished only when prescribed by
a physician) for physical therapy treatment for an in-
dividual who has suffered a serious strain or hyperexten-
sion of the lower back would provide for three treatments
per week for three weeks. Each treatment would likely
include five modalities: traction, ultrasound, therapeutic
exercise, massage and application of hot packs. Each such
treatment would last approximately an hour and fifteen
minutes and would cost about $26.00. Therefore, the total
cost for nine treatments would be $234.00. Under a $100
limitation on outpatient physical therapy services, Medi-
care would reimburse the beneficiary $100, assuming that
the $80.00 deductible has already been covered. The
atient would be personally responsible for payment of
134.00.

Example Two: Assume that an elderly woman has suffered
an arm fracture in a fall. The normal physical therapy
program prescribed by a physician in such a case would be
for three treatments per week for six weeks. Each treat-
ment would usually consist of three modalities: therapeutic
exercise, ultrasound, and whirlpool. Each treatment would
last approximately an hour and would cost around $22.00.
The total cost of the program of care would be $396.00.
Under a $100 limitation scheme, Medicare would cover $100
and the elderly woman would be liable for the remaining
$296.00.
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Example Three: For stroke victims, it is common for a
physician toprescribe thirty-six physical therapy treat-
ments over the course of three months. Fach treatment
would consist of a single procedure: exercise of individual
muscle groups, gait training, etc. The normal time for
such treatment is generally forty-five minutes and typically
costs in the neighborhood of $27.00. The total cost for
this plan of treatment would be $972.00, $872.00 of which
would have to be paid by the Medicare beneficiary if a
$100 limitaion were in effect.

In the experience of APTA's members, the existing $500

limitation allows the majority of prescribed programs of care for-

most illnesses or injuries to be completed without financial

hardship to Medicare beneficiarieb. Any limit less than $500

would precipitate a manifold decrease in the amount of outpatient

physical therapy case that a Medicare beneficiary could obtain.

Third, the $500 limitation increases access to physical

therapy provided in less costly settings and, therefore, contrib-

utes to the overall 'reduction of Medicare costs. There is no

dollar limit on reimbursement for physical therapy provided in

hospital and nursing homes, both inpatient and outpatient, or n

physicians' offices. Physical therapy provided in these settings,

however, costs significantly more than when provided by the

independent physical therapist on an outpatient basis. By

encouraging treatment in less costly settings, therefore, the

$500 provision promotes a cost-effective health care system.

APTA strenuously opposed the Administration's proposal to

repeal the 500 limitation on outpatient physical therapy care.

The critical need for the increase was well documented by the

96th Congress and reaffirmed last year when it refused to

accede to President Reagan's request that it be repealed. APTA

urges Congress to preserve the increase in the dollar limitation

which it has laboriously considered, approved, and maintained

over the last three sessions of Congress.
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The CHAIRMAN. As I understand it-physical therapy is current-
ly covered as an inpatient and outpatient hospital service, a reha-
bilitation service, and as a home-health service. So it is not as if
the services are not available under the medicare program.

I guess you have -just addressed part of t e question, but
wouldn't it be more efficient and less costly for physical therapists
to provide their services out of one of these organized settings
rather than under the special provision which pays for these serv-
ices in the physical therapist's private office?

Mr. MALWN. From what information and data that we have
been able to gather, Mr. Chairman, the difference in the overhead
cost actually makes it cheaper to provide this service in the physi-
cal therapist's office. Obviously, if you have a physical therapist
working alone or with two or three other physical therapists, the
administrative and the overhead costs that will attach to the serv-
ice are much reduced. Likewise, it affords the opportunity, and this
is especially true in rural areas, to provide more extended coverage
in the home setting, which is also permitted under this provision.

For these reasons, then, it really would not be more cost effective
to force a return to an institutional setting on each occasion that
physical therapy is needed. The ability to provide this service in a
therapist's office, therefore, does have a very cost-effective element
to it.

The CHAIRMAN. Well, I don't know what information or what
surveys you have, but it might be helpful to our staff if you would
provide it.

Mr. MALLON. We would be glad to do that.
[The information follows:]
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aomericen phugical therepg eeocletlon
lift 19Ih Ti9T,N.W.WA9HMTO4,O.O. IM M MO4*5570

April 1, 1982

Honorable Robert J. Dole
Chairman
Senate Finance Committee
2227 Dirksen Senate

Office Building
Washington, DC 20510

Dear Mr, Chairman:

At the end of my testimony, Hr. Chairman, you requested information which
had been brought to our attention regarding the cost effectiveness of
physical therapy provided by independent practitioners. The Attachment
to the letter contains excerpts from testimony provided by the United
Societies of Physiotherapists, Inc. at Hearings before the Subcomnittee
on Health of the House Committee on Ways and Means on March 30 and 31 and
April 1, 1981 ("Proposed Budget Cuts In The Medicare Program" Serial 97-20).
The study of Blue Cross/Blue Shield data reported by the United Societies
indicates that, on the average, the cost of physical therapy furnished
by independent practitioners was $43 less than the cost of the service
furnished by an institutional provider. The testimony then goes on to
address the cost savings which can realistically be expected if access
to services provided by independently practicing physical therapists is
made more available.

I fully recognize that hard data on the comparative coot of physical therapy
provided by independent practitioners as opposed to institutions is not in
abundant supply. I am sure that this was the primary reason for Congress'
request of the Secretary of Health and Hwman Services "to collect and
submit data on the costs of physical therapy services provided by physical
therapists in independent practice." (Report of the Houe Coumittee

9"-15 0-82-20
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Senator Robert Dole
April 1, 1982
page two

on the Budget accompanying the Omnibus Reconciliation Act of 1980, Report
No. 96-1167, p. 387). This section of the report, which also accompanied
the enacted legislation, went on further to stipulate that "in submitting
such data, the Secretary will include national comparisons of costs for
physical therapy services furnished by independent practitioners and the cost
of such services when provided in all other settings covered under the
Medicare program."

I should point out that the cost comparisons reported in the Rochester
study noted in the Attachment correspond closely with the reports which we
receive from physical therapists nationally. The major reason cited by
these therapists for the cost difference is the absence of the substantial-
administrative and overhead costs which institutional providers must
carry. The independent practice setting, moreover, is not subject to
the type of cost shifting which frequently occurs in institutional settings
where revenue-producing centers are used to support areas where less
revenue is generated.

I would also like to emphasize, in response to your original question
concerning the need for coverage of the independent practitioner, that
access to care is a most important consideration. The independent
practitioner makes it possible for individuals, who might otherwise
have to seek some form of institutional care, to be treated in their homes
or in the community at the physical therapist's office. Transportation
to the site where care is provided is a serious concern to elderly persons.
The availability of physical therapy in the home and private office
reduces this concern to some extent. Coverage of the care In these settings,
therefore, is an important complement to the coverage provided for
institutional-based care.

I hope this information responds satisfactorily to your request. In brief,
cost-efficiency and improved access to needed care are the primary reasons
for retaining the $500 limit on reimbursement for services provided by
physical therapists in independent practice.

I appreciate the opportunity to provide this additional information in
connection with my testimony.

Sincerely.

lPiancis J. Mallon, Esq.
Associate Executive Director
Professional Relations Division

FJM/klf

Enclosure
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Excerpt of Statement of Alan Leventhal, PT, on Behalf of the United
Societies of Physiotherapists, Inc.

Because of the lack of cost data the United Societies has attempted to collect cot
data on the average cost of a visit to an institutional provider and to a private
practitioner. Because of our lmitmid financial resources we were able to study only
one regional area (the Uix county Rochester New York region We conducted two,
separate studies. ohe first study conducted in p reparation For out testimony at the
June 27, 1979 hearings used Blue CrossBlue Shield data for the Rochester rei.
We examined all Blue Cros/Blue Shield outpatient physical therapy claims SO
claims) for the region for the preceding eighteen month period. The data revealed.
that the average cost of a visit to an Institutional physical, therapy facility was
$61.64. In contrast, the average visit to a private physical therapist cost approz-
mately $20. Recently, more extensive data gathering has been conducted., which'
further de ntrates the savings potential possible through e expanded use of private,.
physical therapists. In the Rochester, New York area cost data has been gathered
for 14360 pyscal therapy visits for the period from Januy 1, 1978 to June 1,"
1980. this data represents every physical therapy treatment provided by an Institu.:
tional provider and paid for by B ue Cross/Blue Shield. This data base is one of the
most comprehensive available anywhere on the subject. From that data, a sample
was selected to provide a confidence level of 95 percent is an expected error rate of

-less than ±3 percent (see Table I below).

_TAULE L-United Societies of Physiotherapists, inc, Physical Therapy Data Bam ,
- Junet 1$80

Source: Blue Cross/Blue Shield, Rochester, New York.
Sample Area Six County Upstate New York Region.
Data- 14,360 Individual claims paid by Blue Cross for Institutional outpatient

ph ical therapy treatments.
Reriod Cove..rd: January 1, 1978 throu h June 1, 1980 (30 month .
Sample Size: 861 data points selected a random
Confidence Level: 95 percent.F, pect . Error Rate: ±3 perent.
Mean (Average) Cost Per Treatment: $62.81.
Range: Low $4.00, High $59.00.
Memo The average cost or a treatment provided by a private practitioner In the

same geogra hic area for the same time period was $20 per treatment.
The data shows that the average cost of a visit to an institutional provider for this

period was $62.81. Again, in contrast the average cost of a private physical therapy
treatment was approximately $20. Tils data base confirms the fact t at an institu-
tional physical therapy visit Is, on the average, three times as expensive as a visit to
a private therapist.

However, as stated earlier, current medicare law often forces the elderly patient
to choose the higher cost Institutional provider because most, if not all, of the
treatments will be covered by medicare if rendered by the Institutional provider.
Current law, therefore, penalizes both the patient and the medicare system. The
medicare system is burdened by much higher costs. The patient is restricted in his
choice of a physical therapist. In essence the patient cannot freely choose his
physical therapist, which may result In reduced patient satisfaction and, perhaps,
reduced quality of care.

The recently enacted provisions of Public Law 96-499 will allow a patient to be
reimbursed for the first $0 of private physical therapy care and will permit a
patient, in many instances, to be treated by a therapist of his choice. This should
result in the patient choosing to switch from a higher cost Institutional provider to
a lower cost private practitioner at a considerable savings to the medicare system.
In addition, the $500 provision will allow more patients to receive needed physical
therapy care. Presently there are many situations where an elderly patien cannot
obtain needed physical therapy care from an outpatient clinic or through a home
health agency. For example, in many rural areas, the local hospital does not have a
physical therapy department and the area is not served by a home health agency.
In these circumstances the patient is often reluctant to start a program of treat-
ment that will have to be terminated after only five visits because of the current
$100 limitation. The S00 limit, which will go into effect January 1, 1982, will
provide on the average up to twenty.five visits and will, consequently, enable more
patients to receive needed care.

It is important to note that even though the $500 limit will enable more of our I
elderly to receive needed care, total physical therapy costs to medicare will, in all I
likelihood, be reduced or remain the same. This Is true because for every patient
that'switches from an institutional provider (at $62.81 per visit) to a private practi-
tioner (at $20 per visit) two additional patients with problems of similar severity can
be treated at no additional cost to the medicare system.

In addition, if we assume that as a result of the new $W500 limitation, 20 percent of
the patient visits for physical therapy treatment (out of an assumed total of one
million) shift from institutional provders to private practitioners, we would see a
net svinl of $42.81 per shifted treatment or $8.6 million. It 26 percent of treat.
ments shifted from institutional to private practice, savings would top $10 million.
This conclusion is based on very limited data. However, all the data available, from
private sources, OAO and HHS supports this conclusion.

"Proposed Budget Cuts in the Medicare Programs'" Hearings Before the

Subcommittee on Health of the Committee on Ways and Means, House of

Representatives, Ninety-Seventh Congress, First Session, March 30, 31;
April 1, 1981, Serial 97-20
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The CHAIRMAN. Mr. Spang, the same-with you. I don't have any
specific questions, but it might be helpful if you would touch base
with our staff.

Mr. SPANG. We will certainly do that, Mr. Chairman. Thank you.
The CHAIRMAN. And, as I have indicated, your statements will be

made a part of the record.
Thank you.
Mr. SPANG. Thank you, Mr. Chairman.
Mr. MALLON. Thank you, Mr. Chairman.
The CHAIRMAN. We next have a panel consisting of Mr. John

Abbott, president of the National Council of State Child Support
Enforcement Administrators; and Mrs. Betty Hummel, administra-
tor, child support enforcement program, Kansas State Department
of Social and Rehab Services, Topeka, Kans.

STATEMENT OF JOHN P. ABBOTT, PRESIDENT, NATIONAL COUN-
CIL OF STATE CHILD SUPPORT ENFORCEMENT ADMINISTRA-
TORS, SALT LAKE CITY, UTAH
Mr. ABBOTT. Mr. Chairman and distinguished members of this

committee, it is indeed a pleasure for us to be here this morning.
I am John Abbott. I am the current president of the National

Council of Child Support Enforcement Administrators. I am here
today representing the 54 States and jurisdictions in a matter that
was presented before this committee last week. Last week, I be-
lieve, you did hear from Secretary Schweiker in regards to the
child support enforcement program and a budget-cutting proposal
that has been proposed for that program.

I am here today to speak to this issue and indicate why we do
have some concerns nationally about these cuts.

Essentially we believe that you currently have a very cost-effec-
tive program nationally. Over the years of our existence the pro-
gram has collected $6 billion at a cost of around $2 billion. That is
not counting last year, when $1.6 billion was collected at a cost of a
little over $500 million.

We believe that the program is presently cost-effective and that
the $191 million deficit that Secretary Schweiker referred to last
week has really been over-projected due to miscalculations on the
potential of the IRS tax-intercept program.

As you may know, the Omnibus Reconciliation Act of 1981 made
law a tax-intercept program wherein delinquent payers of child
support could have their income tax refund intercepted and applied
to their child-support debt.

Conservative estimates-we think very conservative-by the De-
partment of HHS indicate approximately $100 million will be re-
covered this year from that initiative. Based on our calculations,
we believe that the real number is closer to $500 million and that
certainly no less than $300 million will be recovered from this
effort.

We state this due to the fact that there are 550,000 cases that
have been identified in this matchup; .nd as you may have read in
the paper on several occasions, this amounts to about a $2 billion
total pool of' money out there. We don't believe that a 25-percent
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tapping of that resource, which would net out at $500 million, is
unrealistic at all.

Second, you heard last week that this formula approach to fund-
ing the child support program would lead to increased cost effec-
tiveness and efficiency. What we believe has not been taken into
consideration in this approach is the enforcement aspect of this
program nationally. Right now you have a nationwide network of
child support enforcement agencies that are cooperating with each
other. You have a situation where individuals cannot go across
State lines and avoid payment of their child support obligation.

If you establish this restructuring proposal, this formula ap-
proach to funding, we believe that you will seriously jeopardize
that part of the program. In fact, the formula as currently consti-
tuted provides no incentive whatsoever for the States to enter into
interstate enforcement of support obligations.

Additionally, the costly, protracted court involvement often in-
volved in paternity establishment is Agnored. Currently, 17 percent
of our births in this Nation are-born out of wedlock; yet, with the
elimination of this phase of the program that the formula essen-
tially assures, what is going to be the future of all of those children
who are born out of wedlock at this time?

Third, we believe that the non-AFDC effort has been avoided in
this particular proposal. It has been estimated that anywhere from
$244 million to $324 million are saved annually as a result of this
non-AFDC effort. While the new proposal addresses the costs of
this program, it does not count at all the benefits.

Therefore, in conclusion, Mr. Chairman, we would hope that this
committee might study this program on its merits and reject this
proposal that has been offered.

Thank you very much.
The CHAIRMAN. Thank you.
[The prepared statement follows:]
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PREPARED STATEMENT OF THE NATIONAL COUNCIL OF STATE CHILD SUPPORT
ENFORCEMENT ADMINISTRATORS BY JOHN P. ABBOTT, PRESIDENT

Introduction

H . John P. Abbott is appearing before the Senate Finance Committee to

express the views of the National Council of State Child Support

Enforcement Administrators in relation to the fiscal year 1983

Administration budget proposal as it affects Child Support Enforcement.

Hr. Abbott is the current President of the National Council and is

Director of the Office of Recovery Services, the parent organization for

Child Support Enforcement in the State of Utah.

The National Council of State Child Support Enforcement Administrators is

a-n organization which promotes the development of legislation or policies

that will have positive impact upon the Title IV-D Child Support

Enforcement Program. It is also an organization which Is concerned with

interstate and international relationships in the enforcement of child

support obligations. Finally, the National Council provides a forum and

structure to be used for communication and resolution of common problems

and to act as a unified body for representation in matters of national

concern.

The National Council is composed of representatives of each state and the

territories within the United States. Each of the 54 Jurisdictions

maintains membership. (A listing of these representatives may be procured

by written request to the National Council.) The membership has been

canvassed and each has had an opportunity to express its views in the

matter before the committee.
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There is concensus from the membership that the views expressed herein are

accurate representations of the concerns jurisdictions hold with the basic

tenets of the restructuring proposal contained in the Fiscal Year 1983
Administration budget recommendations as they relate to future funding to
the states for Child Support Enforcement activity.

History of Child Support Enforcement

The history and evolution of the Child Support Enforcement program has
taken many years to unfold. The dynamics can be traced back to the

changing social and economic factors of our nation and its people.

At its roots the question must be asked, whose obligation is it to support

children? Common law seemingly failed to impose on the father a civil
__ obligation to support his childrenn. For example: As late as 1953, the

Supreme Court of New Jersey had difficulty finding a legally enforceable
support obligation which bound the father to his childrenn. The need was

so basic -- bia the remedy only referenced "natural law."

Viewed as a state and local problem for many years, Federal attention was
attracted to this area of law as costs in the Aid to Families with
Dependent Children (AFDC) program continued to escalate. Inadequate las

were producing low returns of child support collections while 70-80Z of

those receiving AFDC assistance were eligible due to the nonpayment of
child support obligations. Aggravating this neglect was the ideological

dislike of support enforcement that sprang from a spreading notion that

the state, rather than the absent father, should support abandoned

children by means of the AFDC program.

Senator Russell Long, then Chairman of the Senate Finance Committee, and
Representative Griffith, then Chairwoman of the Subcommittee on Fiscal

Policy of the Joint Economic Committee, developed and published a

thoughtful analysis of the welfare system. Both were dedicated to the
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cause of comprehensive child support enforcement practices. The states'

failure necessitated national action to establish umbrella enforcement

laws. Congress finally moved to strengthen the enforcement of child

support obligations and thereby sought to reduce the cost of AFDC

benefits. Effective August 1, 1975, sweeping amendments changed the APD

title of the Social Security Act and a new Child Support Title (IV-D) was

added. During the Intervening years nationwide enforcement has been

initiated, and while the cost of the AFDC program has continued to grow,

most practitioners in the field and studies of the program indicate that

the growth would have been substantially greater without the cost-avoiding

effects of the Child Support Enforcement program.

Since the late 1950's, the AFDC program growth rate has increased every

year. That growth is directly attributable to the escalating incidence of

divorce, marital separation and out-of-wedlock births. The custodial

parent, usually the mother, is faced with a financial crisis and seeks

financial assistance through governmental outlets. Since most potential

AFC clients enter the work force at or below the minimum wage level, they

often find their incomes insufficient to meet ordinary household expenses,

not including day care, clothing and transportation expenses attributable

to working. Often times the burdens of daily work, the responsibility of

being the only decision maker in the household and having the complete

responsibility for raising the children, overwhelms the custodial parent.

These factors, coupled with the lack of financial support from the absent

parent, places the custodial parent in a position of financial dependency

upon governmental programs.

The incredible growth In AFDC expenditures of over 20 times in 22 years

has had a significant impact on all of us. Numerous debates have ensued

as to whether it is society's responsibility to support these families and

the issue has never been resolved. Most Americans believe, however, that

it is a worthwhile cause to extend help to needy children. At the same

time, they feel that government has an obligation to minize the taxpayer

burden that results from aid programs.
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At present, national estimates indicate one out of every three marriages

in the United States ends in divorce. There appears to be a. direct
-,correlation between the increasing divorce rate and the increase in the

number of welfare families with a single parent heading the household. In

fact, 781 of all welfare households in this country consist of a single"--,

parent, generally a woman, attei-pting to support her children in large
part (951) because the husband or father has absented himself and

- withdrawn his financial-Atupport from the family. The woman, in an attempt

to support her children without the Income of the husband* has usually
applied in desperation to the state welfare office requesting assistance

for herself and the children. In other words, when fathers default and
avoid their parental responsibilities, the chance of their children being

supported by a governmental aid program is much higher. Before going on,

it should be pointed out that there are a large number of absent parents

that are responsible for making all of their child support payments. Many
of these absent parents do make regular, child support payments. In these

cases normal visitation rights are generally exercised and the children

can share a relationship with both parents. A multitude of problems are

avoided when the separated parents maintain a non-hostile relationship.

This is usually possible only when the custodial parent receives regular

financial support from the absent parent.

How serious is this problem of non-support of families by irresponsible

parents? Over 7 million children are presently receiving public

assistance in the United States through the various state welfare

programs, which are generally funded over 501 by the Federal government.

Of even greater concern is the possibility that the very existence of the

welfare program has caused some of these fathers to conclude that if they

have marital difficulties, they need not worry about the consequences of

leaving their families because the government will provide assistance
while they go out and establish new lifestyles, and perhaps father other

children. This situation is economically unacceptable, and we must find a

solution which will eliminate or at least significantly reduce the problem.
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There is another significant factor which has contributed to the increased

growth of the welfare program (AFDC). That factor is the number of

children born out of wedlock. According to statistics maintained by the

National Health Center there were, in 1979, an estimated 597,800

out-of-wedlock babies born in America, accounting for approximately 17X of

all births. This is more striking when compared to statistics of a decade

ago. In 1970, unwed mothers had 399,000 babies, 10.71 of all births for

that year. The 50% increase in Illegitimacy stems at least in part, from

the current lack of stigma associated with out-of-wedlock baths, It was

thought that the increased accessibility to contraceptives and abortions

would curtail the out-of-wedlock birth trend. However, there are 6.4

million more women of childbearing age in the United States nov than 10

years ago, an increase of 4. At the same time, childbearing by unmarried

women increased 6.1X. The Urban Institute of Washington, D.C., clearly

indicates that the propensity for unwed mothers to keep and raise

out-of-wedlock children is rising. The Office of Child Support

Enforcement reports that the stunning increase in the non-arital birth

rate has -brought a corresponding increase in the cost of AFDC funding.

More and move the mothers of these children refuse to marry the natural

fathers, and when postnatal marriage does occur, at least one in three

will subsequently end in divorce. With the father absent from the home,

the burden of support shifts to government sponsored programs, paid for by

tax revenues from various sources.

Census figures indicate that there are over 46 million families in the

United States of America that are not receiving welfare. Every one of

those families is being asked to bear a part of the support burden for

these 7 million children who are receiving welfare. The absent parent may

be quite capable of providing the needed support for his children.

However, he has usually defaulted on his obligation of his own volition,

and withheld his support.

In the early stages of the welfare program, little was done by Congress or



311

the states to recoup the welfare dollars expended. Over the years, policy

statements were made in which the intent to recover monies expended was

defined, but there was very little interest by the states in setting up

programs to recoup those monies. The apparent reason for this reluctance

was that the cost of setting up a recovery program seemed prohibitive. As a

result of this lack of action, many absent parents became remiss in their

obligation to support their children and were, for a considerable period of

time, not made to bear the costs of supporting their children. Society

simply "picked up the tab," but the tab has become incredible. In 1956, the

total cash benefits expended In assistance to children was just over $617

million. By 1979, 22 years later, that figure increased to an astounding
$12 billion annually. As staggering as that figure sounds, it is not

all-inclusive. Additional billions were spent on food stamp and medicaid.
Two questions need to be addressed: "Why should taxpayers be required to

bear the costs of supporting the children of the financially capable, but

irresponsible parent?" and "How do we reverse this irresponsible pattern

established by absent parents?"

Federal participation -in child support began in 1975 with the enactment of
Title IV-D of the Social Security Act (P.L. 93-647). Maintaining a child
support program became an individual state eligibility requirement to

receive federal match grant funding in the AFDC Program. Federal financial

participation was provided for 75% of the administrative costs of running

the child support program. The remaining 25Z would be provided by the state

and/or local government.

There are two types of collections and disbursements involved with the child

support program. Both facets of this program are mandatory and all states
participate in both to widely varying degrees. First, collections are made

for individuals receiving AFDC which are distributed back to the state and

federal governments for subsequent disbursement to be applied against AFDC

costs. These collections are distributed between the two based upon the
matching grant rate which the federal government provided to each state's
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public assistance program. This rate varies between states, and ranges

from a 50/50 to 77/23 federal/state split. Second, collections are made

for individuals who are not receiving AFDC. These are sent directly to

the custodial parent. Neither the state nor the federal government

receives any portion of these collections, but the collections

significantly reduce the potential for AFDC eligibility in many cases. We

have been told that in the Sixth Annual Report to the Congress, the

statement is made that $244 million in cost avoidance has been saved

through the Non-AFDC support enforcement programs by the Department of

Health and Human Services, Office of Child Support Enforceaent.

To encourage -cooperation between the various states and political

jurisdictions the federal government has also provided for a 15% incentive

payment on AFDC collections made by one jurisdiction for another. This

15Z was taken out of the federal share of collections. In addition to

establishing standards for child support unit operations, the nationally

based Office of Child Support Enforcement has promulgated regulations

covering the maintenance of case records, the establishment of paternity,

the locating of absent parents, the enforcement of support, and the use of

cooperative agreements among the states. The operation of the program is

left to the state child support units which are required to function

within the parameters of local law; some under state statute, others

under county prerogatives.

In 1980, $603 million was recovered from the parents of children receiving

APDC. While this recovery effort represents a step in the right

direction, many barriers still exist which prohibit effective and

efficient child support collections. The problem has primarily been one

of a lack of laws to deal with the 30-50% of absent parents who cross

state lines to avoid payment of support., Nationally, only 11.31 of the

absent parents whose children receive AFDC are actually paying child

support. If that 11.3% average could be doubled, ths total amount

recovered would be nearly $1.2 billion per year. Reliable data now exists



818

which indicates that the fLgure can be doubled. A number of states are

already receiving payments on over 20Z of their cases,

As the program has grown there is no doubt that the Federal matching of
75% and financial incentives of 15% have assisted states and jurisdictions

to launch programs which are curtailing the growth rate of AFDC. This is
particularly true in low grant states, where thousands are removed from

the AFDC roles monthly as a direct result of child support enforcement
efforts. Other elements, such as the establishment of paternity and

interstate cooperation, are also beginning to receive the attention they
deserve. These accomplishments demonstrate that continued support at the

national level will result in future growth and success in the program.,

The most current published Information demonstrates the effectiveness of
the program. This data has been extracted from the 5th Annual Report to

Congress- published by the DeTartment of Health and Human Services, Office

of Child Support Enforcement. The primary areas of focus used In this
exhibit are examples of the positive financial and social impacts upon the

population, particularly the children of the nation.

Total APDC Non-AFDC Paternity

Child Support Collections Collection Establishments

1976 - * 512 million $204 million $308 million 14,706

1977 - 864 million 423 million 441 million 689263

1978 - 1,048 million 472 million 576 million 110,714

1979 - 1,333 million 597 million 737 million 117,402

1980 - 1,478 million 603 million 875 million 144,467

It is worthwhile to note that funds collected in the Non-AFDC category are

---refunded directly to families not on public assistance. It is estimated
that of these families, 22% or more would be on public assistance if the

/
/

I I
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collection service were not In place. This translates into a substantial

savings in AFDC, food stamp, and medical assistance expenditures and is

part of the basis for the estimate that $244 million was saved last year

through these efforts.

The AFDC collections are distributed back to the Utate and federal

governments In proportion to the AFDC participation rates. These monies

help to offset the direct costs of the public assistance proSrams. The

growth of the return has been 296% from 1976 to 1980.

Given the dramatic rise of illegitimate births In the nation, It is

becoming Increasingly important to establish paternity for as many

children as possible. The success in this program helps children in many

ways. Establishing paternity for children, that i, legally identifying

the father, helps to eliminate the stigma associated with lack of

paternity. It also establishes potential social security and veteran's

benefits and potential inheritance rights. Since the first year of the

Title IV-D program, the increase of 982Z in this area serves as an

excellent example of the programs long range impact to society.

Future Prospects

With a description of the history and successes of the Child Support

program having been given, the issue at hand is the financial

restructur-Ing proposal currently being advocated by the Administration in

their 1983 budget proposal.

The financial restructuring proposal, as it is understood at this tine by

this organization, is a drastic departure from the funding base that has

helped us achieve the current measure of success. We believe that the

inroads that have been made to further enhance the program will be in

serious jeopardy should the restructuring proposal be adopted.
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The current Federal Financial Participation (FF1) rate allows for 75X

federal reimbursement for costs incurred "2 the efforts to collect child

support by the state or local government whether Intra-or interstate.

In addition to the 752 FFP, the Congress has seen the need to create an

incentive program for counties and states for having aggressive collection-
programs. In this scheme, a state or county can receive an additional 15%

incentive payment for funds collected in AFDC child support cases. The 152

comes fro the federal share of the AFDC monies distributed back to the

programs. One outstanding feature of this funding program has been a
rapidly increasing degree of cooperation among states and counties, i.e.,

a "profit motive." For example, if an absent parent resides in a state

other than that of the children (who are on AFDC or the Non-AFDC Child

Support Enforcement program), the state having jurisdiction over the
absent parent and making the collection receives 151 of the roas

collection amount and 75Z FF1 for the effort. The state referring the

case receives the share of AFDC FFP funds, and the federal government

receives its portion. Therefore, the reciprocity taking place among
jurisdictions Is positive. The state doing the actual enforcement action

can generally. afford to allocate sufficient resources to maintain a
successful program and also handle the referral work from other states.

The current financial system has also stimulated states to implement
effective programs. While federal legislation has played an important

role, states have initiated and passed many laws in support of the

program. In fact, more legislation has been passed in the last 18 months

in support of the child support concept than ever before in the history of

the nation.

State Legislatures have recognized the social and monetary benefits of
strong programs. In part, state and county participation has been

engendered through the current funding mechanism.
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As practitioners in the field we are concerned that the proposed

restructuring of the program will undermine many of the accomplishments

experienced over the first six years. While we are all concerned with

reducing the federal deficits the nation is experiencing, the short-term

savings of $25 million in FY 82 and $100 million In FY 83 are devastating

to a prograd that is doing something about the root cause of the AFDC

program -- Lack of Child Support ' According to figures from the Office of

Child Support Enforcement, over 80% of the reason for AFDC assistance is

that families receive insufficient, or no child support.

As currently constituted, based upon information we have received, the

restructuring proposal consists of a formftla concept of funding wherein

the states will operate-their total programs out of collections and the

Federal government will share in the profits or losses of that state
operation. The Federal government would also provide incentives for

states who, based on certain criteria, "improved their effectiveness and

efficiency on an annual basis." The result of this proposal would be the

elimination of the current 75% FFP and the 15% states now receive of AFDC

collections. Also a very significant point is the fact that the Secretary

of HHS can change the formula every two years as deemed appropfate.

The proposal presently consists of a two-tier approach to Federal

funding. Tier I compares collections of a jurisdiction to the costs

incurred. Total AFDC collections (after payments to families, refunds,

etc.), less expenditures for both AFDC and Non-AFDC results in "net

profit." After that, distribution of net profit is made (FMAP Split).

This split varies from state to state depending on the match rate of AFDC

and Medicaid. Operations will be funded using this "profit" in addition

to the incentive money available from Tier II (described below).

Also, we have been told that loans will be available from the Federal

Government to begin this program July 1, 1982.
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Tier 11 Is concerned with incentives to states. Incentives will be paid

based upon two criteria 1) Total AFDC collections increased during the

year and, 2) Cost effectiveness improvement during the year. The first

element of Tier 11 specifies that a 5% incentive will be given to those

states showing a collections increase between that minimally expected

(3-51) and the national average of about 131. Or, a 101 incentive will be

given to those states shcving a collection increase above the national

average,

In the second element of Tier II, demonstrated cost effectiveness will

provide for a 51 incentive to be given to those states with a cost

-4ffectiveness ratio greater than I to 1. Or, a 101 incentive will-be

given those states with a cost effectiveness ratio equal to or greater

than the national average. Or, a 151 incentive will be given to those

states with --cost effectiveness ratio over two to one.

Incentives will vary from year to year, depending on national averages,

changing of the base year, and the Secretary of Health. and Human Services'

perception of needs for the program. Incentive payments are based on

total AP._DC collections noted in Tier I of the proposal.

Minimally, the impact upon the various states' programs would spell the

demise for some, drastic curtailment in the effectiveness of others, and

for a few, increased profits.

Some of the problems that we foresee with this restructuring areas

(1) The proposal provides no incentive for states and jurisdictions to

perform interstate enforcement work. Therefore, it is presumed that

this aspect of the Child Support Enforcement program would almost

completely terminate. The results would -be havens where

irresponsible absent parents could avoid their child support

obligations. Many of these absent parents are highly mobile and

92615 0-82-21
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would have little difficulty in relocating to avoid support

payments. In many cases this could be accomplished simply by

crossing state boundaries, even within the same city. Even with the

present funding system there are problems with the interstate

reciprocity. The proposal serves to exacerbate this situation.

(2) The efforts towards establishment of paternity will undoubtedly

suffer under the restructuring proposals. Paternity cases often

involve protracted court involvement ,and are generally not
"economical" to work. The formula allows no latitude for the

difficulty and expenses of these cases. Qiven the statistical data

previously mentioned (17Z of the nation's births are "out - of

wedlock")3 the social and economic good provided would be cttcally

impaired.

(3) The Non-AFDC support enforcement program would be seriously set

back. While the proposed formula does consider the costs of

administering this portion of the program, none of the collections or

the avoided costs (by diversion from the AFDC public assistance

program) are considered or rewarded. With- no recognition of the

positive impacts of this portion of the program, many states would be

under financial constraint to retreat from this effort. The cost

avoiding nature of the program would deteriorate, resulting in an

escalation of the AFDC rolls. To compound this problem, the recent

cutbacks in AFDC funding of the "30 and 1/3" working mothers

incentive program, the 150Z cap, and other measures, have made former

AFDC recipients reliant on this program in the hope. of getting the

child support they are due. Thus, their desperotLon may be

compounded because there may not be a. helping source for- the

collection of child support, the obvious result being their return to

the AFDC rolls

'_
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(4) The Federal goverai-ent has assumed, erroneously in our opinion, that
the program will remain at the current level in spite of the
restructuring proposal and, therefore, the $100 million will be
saved. Numerous discussions and letters from actual practitioners in

the field seriously challenge this assumption. Many states indicate

they will almost be put out of business by the new funding approach.

-What now is a statewide enforcement program may become little more

than a skeleton ccew at a State office trying to assume a
responsibility formerly handled by many more trained staff. The

prison for this impact is that many counties will withdraw from the

program when there is no longer a- financial incentive to do the

work. The Federal government has failed to adequately take into

consideration the profit motive that the states and counties have had

in the development of this program. With this profit motive

eliminated, or more accurately, made very obscure, many of the

Jurisdictions who contract with their counties for child support

enforcement will drastically cut back their efforts unless the state

guarantees to hold then harmless. Most states cannot afford to do

this*

Conclusion

Considering the relatvely short life of the Child Support Enforcement
program (six years), much progress has been made. It seems incredible to

the practitioners at the state level that a program which has returned

over $6 billion at a cost of $2 billion should be the target for budget

cuts. The program is making significant strides toward restoration of

financial responsibility among absent parents. In 1975, this concept was

highly hypothetical. Today it is becoming a reality. Over the years the

states and Federal government have been in_ partnership in passing

legislation and developing programs directed to achive this goal.
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The program both on the national aud state levels, is on the threshold of

astounding success. To avoid expending $100 million in one year (Fiscal

Year 1983) sounds very appealing. It is our belief, however, -that closer
scrutiny will reveal that this is a shallow and shortsighted approach.

The adage, "If it isn't broken, dont fix It," applies to this situation,

The National Council of Child Support Enforcement Administrators believes
that the proposed financial restructuring of the Child Support Enforcement
program should be rejected. Your favorable consideration to allow the

current structure to remain in place will insure continued growth of this

socially and financially responsible program. We would encourage the

passage of laws which will be beneficial to the program and restoration of
an ethic that children should be supported by their parents, not the

government. To this end a national wage assignment law is recommended.

This type of legislation, already law in a number of states, would yield

over $100 million. The courts are also inundated with civil child support
related matters, when the truth of the situation is that these matters

could be handled in mos-t instances very adequately through- an
administrative process which assures appeal to a judicial court in the

case of dissatisfaction with the administrative ruling. This process

nationwide would save over $200 million. This process has been

incorporated by fourteen states. In summary given more resources we will

deliver many times the $100 million needed.
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STATEMENT OF BETTY HUMMEL, ADMINISTRATOR, CHILD SUP.-
PORT ENFORCEMENT PROGRAM, KANSAS STATE DEPARTMENT
OF SOCIAL AND REHABILITATION SERVICES, TOPEKA, KANS.
Mrs. HUMMEL Mr. Chairman and members of the committee, I

am Betty Hummel, child support enforcement administrator for
the State of Kansas. I am also here representing, as an executive
board member and a member 6f the legislative committee, the Na-
tional Uniform Reciprocal Family Support Enforcement Associ-
ation. This association represents approximately 6,Q00 membership
of local child support enforcement practitioners, including judges,
State's attorneys, prosecuting attorneys, State administrators and
workers. As a group we are very concerned about the proposal that
has been brought forth toyou to change the funding in this partic-
ular program. The program right now does run concurrent with
the desire within this committee and the administration to cut
budget proposals. We at the local level, recognize that when an
absent parent does pay his child support he is indeed eliminating
some of the dependencies that you have heard about this morning
in some of the prior testimony.

When a single head-of-household mother has the capability of
having this additional financial support in her household, she can
then not become so dependent on some of the other programs that
are in the social welfare agencies.

As local practitioners, we daily have to deal with the economic
woes of these single heads of household. We have made great
strides over the last 6 years to try- to reduce the myth that one can
shirk their financial responsibility by leaving the home and placing
this additional responsibility for future years, with the one parent
who is trying to maintain the household.

As local prosecutors and child support-practitioners, we have to
deal with these elements very realistically. The motivation in this
program has already brought cuts in relief to the local taxpayer
through our ability to actually make strong enforcement efforts.

We need to continue to be very strong in removing this myth
that children can live without their child support moneys that they
have rightful entitlement to.

Insofar as the local taxpayer is concerned, we feel that the ad-
ministration has overlooked the cost avoidance aspects of the pro-
gram. This past year in the State of Kansas, for instance, by -re-
moving children from public assistance rolls, we saved the State of
Kansas through cost-avoidances an estimated $3 million by reduc-
ing public assistance grants and medicaid, and food stamp benefits.

There is some savings that I think continually-get ignored; that
as we collect the child support this helps the mother get over the
peak of her financial eligibility on public assistance, which the tax-
payer in the food stamp and medicaid program.

From the non-P.A. prospective, if the mother is not poverty level
but borderline, and she applies for medicaid or food stamps, any
child-support payments would be included in her budget for eligi-
bility purposes which is another form of cost savings. We recognize
these cost saving benefits, but it seems in many instances these
benefits have been ignored by the administration.
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In conclusion,- we want Congress to carefully look at the proposed
funding formula and understand that it- is really adding, to-the bu-
reaucratic entanglement;-, that it will reduce program momentum
and actually the beneficiary of this particular budget proposal will.
not be the children of the State or the taxpayer.., it Will defimite-
ly be the Administration. We do not want to give a message to
single heads-of-households that we are not providing services which
arein the best interest of their children.

Thank you for allowing us to appear.
[The prepared statement follows:]

(o
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M Kr. Chairman and Members of the Senate Finance Committee:

The State of Kansas, Child Support Enforcement Program is grateful for this

opportunity to present our concerns and recommendations regarding the proposed

fiscal year 1982 and 1983 budget cuts that affect the Child Support Enforcement

Program. I am Betty Hummel, the Child Support Enforcement Administrator for the

Kansas Program and immediate past president of the National Council of Child

Support Suforcement Administrators. As an executive board and legislative

committee member for the National Uniform Reciprocal Family Support Enforcement

Association, I am here to express their endorsement of this position also.

Alternative Funding Proposal

The first topic I would like to address is the alternative funding proposal

the Administration is recommending for fiscal year 1982. It is projected to

produce a savings of $35 million in fiscal year 1982 and an additional savings

of $145 million for fiscal year 1983. This alternative funding proposal is

conceptualized by the Administration as a formula methodology which will

increase the states effectivenessand efficiency.

The Administration developed the formula to meet a predetermined dollar

cutback which evolved out of the assumption that this program was making too

much of a profit for the state but not enough for the federal government. This

standard of measurement sets forth the expectation that the federal government

should have full recovery of their dollar investment. This forces me to ask two

question. Is it general practice for the federal government to invest dollars

in programs with expectations of total dollar recovery? Are not the children of

Kansas and other states which represent our future generation worth some type of

investment?

I would also like to inform you that as of this writing, the state is still

waiting for the official formula and supportive data that validates the

Administration's projections and assumptions. The state has only had access to

-'n unofficial version of the administration's new formula methodology.

Our conclusions are that the beneficiaries of the formula will be the

Administration. For FY 1983, we project they will profit $1,561,887 from the

program in Kansas while the state would lose $2,564,693 in revenue. The losers

in the proposal are the Kansas children, who will receive several million

dollars less in support monies, and the local taxpayer. Under the present

funding formula, the local taxpayer has consistently been a beneficiary both at

the county'and state level in addition to the millions of dollars that have been

collected.
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The state of Kansas recognizes that this program was conceptualized and

established in the mid-1970's through the persistent efforts of a very prominent

member of this committee, the Honorable Senator Russell Be Long. The program

was entrusted with the responsibility of reversing society's apparent acceptance

that parents could shirk their financial obligations to their children by not

paying their child support thus burdening the taxpayer with this responsibility.

The state has pledged to administer a quality child support enforcement

program in the best interestof our children. This involves establishing and

enhancing an ongoing ethic of parental responsibility through the payment of

child support which thereby relieves and minimizes the need for public

assistance and the burden on the taxpayer. We concur that the state has a

responsibility -to the taxpayer to be not only effective but efficient in

operating such a program.

We forecast that if implemented, this funding formula will erode the

substantial foundation laid during the past five years by this program. No

matter how outstanding a particular program might be, with all the changes

coming forth, states and their local political subdivisions will have to adjust

present program emphasis due to the reductions in funding. The bottom line is

that as funding cutbacks occur, staffing levels will be reduced, less

enforcement activities will be undertaken and there will be a reduction in

collections. Coupled with this will be a decrease in effectiveness because

monitoring and follow-up activities will diminish, leaving America's children

and local taxpayers victims of the system.

Facts about the funding formula:

l. The funding formula revolutionizes state funding methodology since it

requires the program to directly fund expenditures out of its collections

effective July 1, 1982. States like Kansas will have several immediate

problems:

a. Fiscal year 1983 funding allocations are presently before the state

legislature with funding levels already determined;',

b. State appropriation changes such as that suggested by the new formula

requires legislative approval; and
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c. Local political subdivisions who have contractual service agreements

with the state programs have funding commitments through the calendar

year with no flexibility to adjust to a July 1, 1982 implementation

deadline.

2. The Secretary of H.H.S. is suppose to have the authority to change the

funding formula every two years. This manipulation of the formula will

cause the program to lose credibility with local jurisdictions thus

handicapping the program's ability to effectively achieve its purpose. The

flaw in the Administration's thinking is they fail to re4ognize that the

funding proposal will have a real negative impact with local jurisdictions.

Without local participationin the program, the proposed savings projected

by H.H.S. will not be realized now or in the future.

3. The formula-criteria compares total program expenditures to AFDC

collections, thus ignoring two very critical program responsibilities, the

Non-AFDC collection achievements and the payments refunded to families

removed from the AFDC Program because of the child support collection. By

ignoring the productivity of the Non-AFDC. Program, it forces the state to

dimninsh their commitment to this element of the program. Also, the

Administration has failed to recognize that recent cuts in the AFDC Program

have already removed many children from the welfare system. Now, more than

ever, these households need their child support monies since the AFDC

payment has been eliminated. To now add to the economic woes of these

families by not providing quality child support services will translate into

a message to single parent households that the Administration has deserted

theqj It cannot be emphasized enough that the major focus of the Non-AFDC

Program is to assist single parent households in the lower economic strata.

These parents find themselves in the middle of a dilemma. The court

system, in most states, does not enforce support on its own, and involvement

in the- legal. domestic system is not only costly but confusing and

intimidating. Thus, in the past, many parents did not have a means of -

enforcement if they could not afford private counsel. Many gave up hope of

ever obtaining the money rightfully entitled to their children until the

Child Support Program was established. The program has been a positive

alternative to what was once a hopeless situation.
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tIt decreases effectiveness since the formula fails to give credit for

interstate activities and discourages work on paternity cases. Both involve

high immediate costs offset with long-range benefits. If a state's

operational expenditures become more restrictive, states will no longer -

benefit by processing paternity cases and doing activities for other states

thus reducing the number of children legitimized and eliminating interstate

collections. This means absent parents can avoid parental and financial

responsibilities by simply crossing state lines and refusing paternity

acknowledgement. Escape havens once again exist.

5. Local prosecutors who do most of the program's- legal activities are caught

in the middle of a political dilemma along with the states. it is morally

and politically sound to participate in the program because more than 50Z of

the court ordered child support requires enforcement activities. However,

it is not sound management to become financially over committed because a

funding element is difficult to administrate and financially unreliable.

The formula is two tiered and will be extremely burdensome to administrate.

The applied methodology on both tiers is based on four quarters which are

contrary to the local political subdivisions' fiscal year. incentive

payments will be reconciliated once a year after the four quarters are

determined rather than monthly which the present system allows. Thus

prosecutors and states will have to become experts in collection and

expenditure forecasting and will be expected to accurately predict

unemployment rates, inflationary factors, and other economic conditions

which are standards presently unachievable by well-known economists and the

Administration.

6. The formula places the total management and financial burden on the state

while still imposing extensive audit criteria with threats of penalty. Is

it logical to expect the states to rejoice over losing local funding

dollars, assuming the total financial and operational aspect of the program,

meeting federal auditing standards under pain of penalty and turning a

,profit for this outside shareholder which provides little or no service?

Recommendations

We recommend that Congress recognize the momentum that is behind this

program and strengthen it. Instead of focusing on a funding formula that will

weaken the program, reverting back to a permissiveness which allows parents to

J
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shirk their parental responsibility, address remedies that will stiffen the

penalty such as:

I. Strengthing the domestic court system by encouraging a family court system

that strongly addresses domestic matters on the front end where the problem

begins. The current "pay and chase" methhad has proven historically to be

cumbersome and inefficient; /

2. Enacting a national wage assignment law;

3. Developing a stronger more uniform family support law. Interstate cases are

inherently difficult even with the Uniform Reciprocal Enforcement Family

Support Act; and

4. Mandating the collection of judgment interest on all past due support.

Several states presently charge interest and such a process should not

disrupt state law or procedure but rather be consistent therein. It should

apply to both public assistance and nonpublic assistance cases to avoid

constitutional challenges; and

5. Reemphasizing a strong commitment to the Non-AFDC portion of the program.

In summary, we believe that Congress needs to act now to relieve the program

of this proposed funding formula. The momentum of this program should not be

stymied by further bureaucratic entanglement. We feel tampering with the

current program by imposing the new funding formula would be undermining the

development of a program which already runs concurrent to the goals of both

Congress and the Administration...to reduce the federal budget. Instead

Congress should provide positive reinforcement by publicly endorsing the

program's efforts and enhancing the enforcement remedies.

Thank you for the opportunity to testify. We are pleased that the Committee

is carefully reviewing the merits of the Child Support Enforcement Program. We

are prepared to work with you so that the beneficiaries of this program will

remain the children of this country and the local taxpayer.
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The CHAIRMAN. I think this is a good program. I don't have any
doubts-about that. And, again, it has strong support on this com-
mittee. I think the changes are part of a continuing effort by the
administration to figure out some way to reduce total Federal
spending.

Again, it is easy to say, "Well, we don't want to change anything.
If we are going to lose $1, we are opposed to it." But we must look
at this program and the administration's proposals. There is a very
liberal Federal payment involved.

I watch television from time to time to find what's not going on.
I think a couple of weeks ago, on a Saturday, they were interview-
ing this poor lady in North Carolina. They asked her all the obvi-
ous questions. She had lost her job, and it was a tragic case. She
had two children, and the one question they didn't ask her was,
"What about child support?" The media doesn't understand, I
guess, that there is an obligation to pay on the part of that father
who has taken off. They think the Government ought to do every-
thing. There are some people who come before this committee
thinking the Government ought to do everything.

That's why some of us feel that this is a good program. We are
not going to do anything to jeopardize it; but, again, that doesn't
mean that we can't look at some way to save a few dollars on the
Federal side. That's what our obligation is.

Yes?
Mr. ABBOTT. Mr. Chairman, if you would permit, I would like to

introduce some statements for the record that have been prepared
relative'to the members of this committee and the States they rep-
resent, in terms of how they feel about the formula.

The CHAIRMAN. One for each member?
Mr. ABBOTT. Yes, sir.
The CHAIRMAN. Well, maybe we ought to just give those to the

members. Let's not-reprint all of that. That costs money, too. But
we will see that the members receive copies. Our printing bill is $1
million a year, and we are in the process of trying to streamline
that, too; like charging lobbyists for reports, and things of that
kind that the taxpayers have been paying for. I don't consider you
lobbyists-you are public servants. [Laughter.] -

Well, thank you very much, and we appreciate your statement. I
know that Senator Long has a fatherly interest in this program,
and he does believe in support for his program.

Thank you.
Mr. ABBOTT. Thank you.
The CHAIRMAN. Our final witnesses this morning are Marion

Smith and Barbara Blum. Mr. Smith is a member of the National
Governmental Affairs Committee, Association for Retarded Citi-
zens. Barbara is the Chairperson, National Council of State Public
Welfare Administration and Commissioner of the New York State
Department of Social Services, on behalf of the National Council of
State Public Welfare Administration.
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STATEMENT OF MARION P. SMITH, MEMBER OF THE NATIONAL
GOVERNMENTAL AFFAIRS COMMITTEE, ASSOCIATION FOR RE.
TARDED CITIZENS, WASHINGTON, D.C.
Mr. SMITH. Thank you, Mr. Chairman.
Mr. Chairman, I will present testimony for your record on behalf

of 9 disability organizations which represent 4,600 chapters and
over 2 million members around the country.

Mr. Chairman, our testimony is based upon the premise that the
provision of a basic core of services to America's disabled citizens is
a legitimate responsibility of the Federal Government. However,
Mr. Chairman, we recognize our responsibility as citizens to help
you in your job here, working on the finances of our country.

Therefore, last year, at your invitation, after I testified to this
committee I submitted to you a letter dated April 10 in which we
forwarded to you 15 recommendations for cost-effective alternatives
in the delivery of human services for disabled people in our coun-
try, aimed at reduction of cost and also offering some priorities for
these cost-effective measures.

We observed that in the intervening year, sir, three of those rec-
ommendations have been adopted. And, from listening to your ear-
lier comments, Senator, we are prepared to update that document
and offer it to you for additional consideration.

Just a few key points of summary from our written testimony:
We strongly oppose the administration's proposal for an addition-

al cut of 3 percent in the Federal share for optional medicaid serv-
ices. Many States are eliminating a number of these services. It is
unlikely that State medicaid programs will be able to absorb these
cuts without further severe reductions in services.

My second summary point: We are concerned, Senator about the
proposed medicaid changes which are aimed at shifting the cost of
services to recipients and their families. For example, the provision
to require relatives to supplement medicaid payments for- persons
in long-term care facilities failed to recognize, in my view, the
extra effort and expense associated with being the parent of a dis-
abled child. I know. My wife and I are parents of a severely dis-
abled Downs Syndrome child, and the costs are extremely signifi-
cant for such parents.

The third summary point: We strongly support the earlier testi-
mony-and I testified last year-concerning section 933 of the Om-
nibus Budget Reconciliation Act of 1980, Public Law 96-499. Sena-
tor, this is a cost-effective measure. Permitting services to qualify
under medicare in outpatient rehabilitation facilities is a cost-sav-
ings measure. It would not be in the economic interest of the coun-

-try to repeal section 933.
Three of the administration's proposals for the SSI program are

particularly offensive to us: Changing the definition of disability
from a 12- to a 24-month prognosis; giving added emphasis to medi-
cal factors in determining whether an applicant for SSI is disabled;
and eliminating the initial $20 disregard of income for all new re-
cipients. That last item particularly works against the economic
motivation of the retarded person to do useful work-retarded or
otherwise disabled.
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We vehemently oppose further cuts in the social service program
-because-experience with the new block grant shows that disabled

people and their organizations often are not equipped to compete
for scarce funds and services at the State and local lvel.

_--._ me examples from the State of Florida-I am from Clearwater:

$2.9 million was cut last year from title XX funding. The State
made up $1.9 million, leaving $1 million to be further reduced. As
one example of the damage, this left one social worker to deal with
113 clients of the Florida Health and Rehabilitative Services orga-
nization. -Habilitation plans are now reviewed once every 2 years,
rendering them virtually useless. Therefore, sir, the cuts created
an untenable situation.

We appreciate the opportunity to testify, and we will be willing
to follow up later, as I indicated.

The-CHAIRMAN. Thank you.
[The prepared statement follows:]
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We believe it is time to relieve the
poor, disabled and elderly of their role as
victims in the fight for national security
and a balanced budget. How can they continue
to care that their country is safe if they are
not themselves safe from-their own country?

Mr. Chairman and distinguished members of the Fijiance

Committee, it was exactly one year ago (March 26, 1981) that I
appeared before you regarding the Administration's fiscal year
1982 budget proposals for the Department of Health and Human
Services. At that time, I expressed concerns, on behalf of the

nine organizations listed on the front page of our testimony,
regarding the President's Program for Economic Recovery which
called for a wholesale and indiscriminate consolidation of
federal social programs, along with substantial funding re-
ductions. Our organizations raised questions regarding block

grants and described what we feared would be the outcome of
such an approach to the delivery of basic human services.

The questions have now been answered and the outcome"con-
firmed.

In Columbus, Ohio, as a result of a $180,000
Title XX program reduction in their Handicapped
Adult Services Program, 110 disabled adults have
been terminated from service. These adults now
are isolated in -their residential setting with
absolutely no daily or special day services.

A developmental center in Indiana serving
developmentally disabled children and adults
has discontinued its summer camp which it has
run for twelve years. The infant and toddler
screening-program, which screens for develop-
mental lags in approximately 500 children each
year is also-being discontinued, as is the
adult vacation and recreation program for 75
adults. Center staffing has been reduced and
11 percent of the clients have been terminated.

A health clinic sprouted a crop of new signs
this winter: "No more dental care. No eye-
glasses. No free medicines. No lab work. No
transportation. We can no longer pay for in-
patient and outpatient care at Children's Hos-
pital."

- 92-616 0-82-22 -



In Erie, Pennsylvania, as .* result of a
Title XX cut, the United Cerebral Palsy
Adult Day Care Program serving 36 persons
with disabilities was closed.

A nurse worries about a little girl whose
Medicaid no longer pays for the drugs nec-
essary to control her epileptic seizures.

In Clarksville, Arkansas, a three year old
retarded boy named Allen waits to leave the
nursing home where he's lived since he was
seven monos old. His mother lives 200 miles
away in West Helena. She has seen him once
in two years.

Recently the nursing home staff told his
mother that Allen was ready to come home if
he could attend the Phillips County School
for Exceptional Children. But there is no
room at the school because its budget has

.-been reduced.

It costs taxpayers $19,080 a year to-help
Allen in the nursing home. It would cost
$3,500 a year for him to attend the school.

On October 1, 1981, the State of Delaware
ended its Title XX funding to the Community
Legal Aid Society, Inc. (CLASI). The state
had provided CLASI with approximately
$67,000 per year since 1974.

* The mental retardation/developmentally
disabled service-providers (MR/DD) of
Indiana are being surveyed to learn what,
if anything, has happened to them as a
result of last year's budget reductions.
To date 25 provider agencies (almost 40
percent of all MR/DD providers) have re-
sponded. They report that without the
budget-reductions they would have been able
to serve an additional 672 clients during
this fiscal year.

Under the current budget levels they will
deny services to an additional 433 clients
during fiscal year 1983. Thus, the total
number-of clients denl-ed services-over the
two year period will equal 1,105.

Examples such as the above are beginningito fill our country's

newspapers and flood the offices of our national human services

organizations. Currently several of-our organizations are conduct-

ing surveys to gather precise details on the impacts of the block
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grants and budget cuts on programs serving disabled persons and

on the lives of disabled individuals and their families. One
such survey initiated by the United Cerebral Palsy Associations,

Inc., relative to Title XX Social Services and Maternal and Child

Health is attached (Attachment I).

Our testimony is based on one premise: that the provision

of a basic core of services to America's disabled citizens is a

legitimate responsibility of the federal government.

Our organizations support efforts to eliminate fraud and

abuse, to streamline programs, and to avoid unnecessary, time con-
suming requirements and duplication. We made this clear in our

March 26, 1981 testimony and in our follow-up letter to Senator

Dole in which we prioritized programs for disabled persons and

offered suggestions for- program modification or consolidation.
However, rather than targeting programs reputed to be wasteful and
abusive, this Administration has sought and continues to seek across-

the-board reductions, harming the guilty and the innocent alike.

President Reagan has called for a new spirit of voluntarism
within the private sector to help offset the budget reductions.

He believes that private giving can "fill the gaps" left by the

severe program terminatio. and budget cuts he proposes. All

evidence is to the contrary. A study completed last fall by the

Urban Institute for Independent Sector states that the Reagan

economic program will cause a $27.272 billion loss of funding to

health, welfare and arts organizations by 1984. The report esti-

mates that an increase of 26 percent in private giving would be

necessary by 1982 to fill the gap, and suggests that such an

increase is not likely. In fact, an analysis of the new tax law
indicates that the country's private charitTes may lose as much

aA.$18 billion over the next four years because President Reagan's
tax cuts give the wealthy less incentive to give.

Leaders of foundations, churches and businesses agree that pri-

vate giving will not keep pace with the reductions in federal pro-

grams, particularly during downturns in the economy. According to

these leaders the people who give - usually people who aren't

wealthy and often people living on a fixed income - are only giving

a portion, sometimes only half, of what they used to give (e.g. $5
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instead of $10). They point out that when the income of people

goes down, so does everything else. In addition, many businesses
are being forced td lay off large numbers of employees and will

fall short of giving what they gave in 1981.

Faced with the President's fiscal-.y~er 1983 budget our
organizations are becoming cynical. We believe disabled persons
have a right to live in the community, to be educated, to receive

'basic health care, and to work. We believe the federal govern-

ment has an inherent responsibility to ensure these rights through

the provision of basic human services. Yet this Administration
continues to endorse a philosophy which is denying disabled peo-

ple the opportunity to exercise their rights and become contrib-
uting members of our society.

The disabled and elderly are the hardest hit by the budget

cuts. We are here asking your help in achieving equity and
fairness in the distribution of our federal tax dollars. Our
message is simple if belt-tightening is necessary, it should

not be done indiscriminately nor should it be limited to domestic---
programs only.

No responsible American wants to see an inadequate defense.
But Just as domestic programs can be guilty of waste and abuse,

so too can defense programs. Yet, neither the fiscal year 1982

budget nor the budget proposed for fiscal year 1983 -- both of
which include hefty increases in defense spending -- attack

inefficiencies and waste in defense expenses, not even those
expenses having no bearing on our national security. Our orga-

nizations are concerned about the deficit. However, we urge
Congress to examine the entire federal budget in its quest for

solutions to our economic problems. Included in this examination

should be a close scrutiny of the defense budget as well as pro-

posals to adjust some of the tax cuts passed last year.

MEDICAID

Our organizations strongly oppose the Administration's pro-

posal for an additional cut of three percent in the federal share
for all optional Medicaid services. Last years' reduction



in federal reimbursement, coupled with the states' economic prob-
lems, make it unlikely that any state Medicaid program will be
able to absorb an additional three percent cut without further
severe reductions in services offered. Already states are
eliminating many of their optional services, and thousands of

persons have been dropped from the Medicaid roles.

Included among optional services are prescription drugs,-

home health care, dental services, speech, physical and occu-

pational therapies, and prosthetic devices such as braces,
crutches and wheelchairs. The Intermediate Care Facilities-for

the Mentally Retarded (ICF/MR) program and the new waivered
services for home and community-based services for persons at
risk of institutionalization are also optional. Reductions or
elimination of these services is short-sighted. While the
federal government might show an immediate "savings" in its
budget, there will be no long-term "real" cost savings. The
reduction in preventive and primary care services will produce
greater health problems and higher costs later on. Without

the optional services funded through Medicaid many disabled
people will become more severely disabled. Many children will
lead lives of almost total dependency - unnecessarily.

Further cutbacks in the Medicaid program would play a pri-
mary role in the process of reinstitutionalizing many disabled

persons. The Medicaid program, through the Intermediate Care
Facilities for the Mental Retarded program, finances state-oper-

ated institutions and small community residencies for mentally-

retarded and certain other developmentally disabled persons.
While the entire ICF/MR program is optional as well as the new
in-home and community-based care provisions, it is likely that
states, facing the need to reduce services, will choose to
retain the large institutional programs due to the large mort-
gages, bond debts, and increased capital expenditures required
to meet the life safety code for Medicaid certification. This
would mean that community-based services would be primary tar-

gets for reductions or terminations.
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We believe it is in the public interest to develop and main-

tain a system of services and living arrangementsi'within our
communities, which permanently disabled people may tap as needed
to help them learn and maintain the skills to be as independent

as possible.

This type of community-based system is in the public interest
because it will save tax dollars. Most disabled persons, if
properly housed and served in the community, will function more

independently than their counterparts in institutions and will
often become employed, thereby contributing tax dollars and re-
ducing their reliance on federal and state support.

Organizations that represent disabled people have made this
same statement for years. We have presented data to Congress and

the Administration showing that what we say is true. Yet, the
federal government continues to alter programs and reduce funding

- levels in a manner which promotes institutionalization.

Our organizations have questions regarding certain other

of the Medicaid proposals, for example, the proposal to require
relatives to supplement Medicaid payments for persons in long-
term care facilities. Would there be a distinction made between

a parent's fiscal responsibility for a child in a long-term care
facility and a child's fiscal responsibility for a parent? The

' number of years that an elderly parent will stay in a nursing

home is generally fewer than the number of years a disabled
child or young adult might stay in the same facility. If no
distinction is made between the two situations the parents of

disabled sons and daughters would be placed in a position of
almost lifetime fiscal responsibility. This is not the case for
parents of non-disabled children When a non-disabled child
reaches the age of maturity, parents are no longer legally

responsible. Any provision to require relations to supplement
Medicaid payments for persons in long-term care facilities must
recognize the extra effort (and extra cost) associated with being
the parent of a disabled child.
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We are seriously concerned about this and other proposed
Medicaid changes contained in the President's budget which are
aimed at shifting the costs of services to recipients and their
families.2We've begun to feel as one director of a self-help
corporation did when he responded, "if there is a safety net,
it is buried below the ground."

Our organizations believe that efforts to whittle away
at basic health services in order to "save" federal dollars has
reached a point of diminishing returns. The negative conse-
quences of the Medicaid proposals on the lives of low-income
disabled persons and their families will far outweigh any
savings benefits they might have in the short run. It does not
appear that the fiscal year 1983 budget proposals for Medicaid
are the product of thoughtful consideration about their immedi-

ate and long-term impact on the poor, elderly and disabled who
have no place else to turn to obtain needed services. They can
no longer rely on the charity of physicians and hospitals.
Recognizing that Medicaid services are being severely reduced,
physicians point out that they cannot be expected to care for
patients dropped from federal-programs. With the tremendous
increase in the cost of health care they simply cannot afford
to do sob As one doctor stated, "society will have to pay for
these children" when they develop chronic health problems.

We also have serious reservations about the President's

proposal to federalize the Medicaid program. Several major
questions come to mind: (1) How will the federal government
standardize eligibility? (2) How will the federal government
change the program to equalize benefits among the fifty states?
(3) What happens to optional services such as the Intermediate
Care Focilities for the Mentally Retarded (ICF/MR)? The answers
to such questions would determine the fate of thousands of dis-
abled individuals currently depending on Medicaid for necessary
health and healti-related services.
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MEDICARE

in our testimony today, we would like to address only one
issue relative to the Medicare program.

Late in 1980, Congress passed and President Carter signed
the Reconciliation Act of 1980, P.L. 96-499. Section 933 of
the Act recognizes outpatient rehabilitation facilities as pro-
viders under Medicare. The effect of this provision would be
to make all of the services which these facilities provide,
including physical therapy, occupational therapy, speech pathol-
ogy services, and respiratory therapy, reimbursable under Part
B of Medicare. No new benefits would be added by this provision,
but rather, the setting in which these services are provided

would simply be expanded to include freestanding outpatient re-
habilitation facilities.

This provision was to have been effective on July 1, 1981.
However, repeated attempts by the Administration to rescind it,
along with other Medicare provisions-, and long delays at the
Health Care Financing Administration (HCFA) in promulgating the

required regulations have prevented implementation of this
Medicare amendment.

Last spring, the budget proposed by President Reagan called

for the repeal of Section 933. Fortunately, Congress acted to
retain this provision in the final version of the Omnibus Recon-
ciliation Act of 1981. Despite Congressional support of this
provision in both 1980 and 1981, the Reagan Administration has
again proposed the repeal of Section 933 in its budget for fiscal

year 1983. We are adamantly opposed to the repeal of this pro-
vision and consider such a proposal proof that the Administration
fails to recognize the need for less costly alternatives to
hospital care.

Since the beginning of the Medicare program, all of these

services have been covered under Part B when provided by hospitals,
either on an inpatient or an outpatient basis. However, freestand-

ing comprehensive outpatient rehabilitation facilities could only
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receive Part B reimbursement for physical and speech therapy
services. The policy promoted the use of hospital-based

services, despite the fact that the services provided-by
freestanding centers are less costly and frequently more ac-
cessible than those provided by hospitals.

The provision in question was first proposed in the late
1960's. Since then, it has been included in legislation which

was approved by one House, but not the other. In 1978, for
example, it passed the House almost unanimously as part of

H.R. 13097, the Medicare Amendments of 1978, but died in the

Senate because of the lateness of House passage. Enactment by

the 96th Congress concluded a ten-year effort by various nation-
al organizations, most notable the National Easter Seal Society,

the National Association of Rehabilitation Facilities, the
American Occupational Therapy Association, and the American

Association for Respiratory Therapy. Furthermore, the language

of the provision was worked out over a considerable length of
time with a large number of people in the rehabilitation commu-
nity to insure that the covered services were sufficiently defined

and subject to adequate quality control measures.

In an effort to bring about the promulgation of long-overdue

regulations needed to provide Medicare services in a comprehensive

outpatient rehabilitation setting, a lawsuit has been filed against
Secretary of Health and Human Services Richard Schweiker and Health

Care Financing-Administrator Carolyne Davis. Plaintiffs in the

suit include the National Easter Seal Society, the National Associ-

ation of Rehabilitation Facilities, the American Association for
Respiratory Therapy, three-individual beneficiaries, and four

rehabilitation centers. These organizations and individuals be-

lieve that the HHS and HCFA have failed to carry out their duty to

implement legislation which would authorizV freestanding rehabilita-

tion facilities as Part B Medicare providers. The lawsuit also con-

tends that any provider applying for reimbursement of services render-

ed under the provision is entitled to payment. As the services pro-

vided by comprehensive outpatient facilities are already available to

Part B beneficiaries in hospital settings, the promulgation of
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regulations would merely allow greater flexibility in the selec-

tion of the most appropriate site of care. The delay in imple-
mentation of the needed regulations and the resulting inability
of comprehensive outpatient rehabilitation facilities to function

as providers under Medicare is causing harm to beneficiaries, pro-
viders, and the Medicare program. Beneficiaries are required to
-seek comprehensive rehabilitation services from hospitals, re-
gardless-of their individual needs and preferences. Providers

are being forced to choose among rendering services on the chance
that they will receive reimbursement under Medicare when the
regulations are finally implemented, refusing to render services
without payment from the client, or providing services on a total-
ly charitable basis. Lastly, the Medicare Trust Fund continues
to be unnecessarily burdened by high acute care charges which,
if provided on an outpatient basis, would surely be less costly.

When this Medicare amendment is implemented, many of your
constituents will-have greater access to the medical services
which they require. In addition, the cost-effectiveness inherent
in this provision will contribute to a more responsible utiliza-
tion of Medicare funds.

We, therefore, urge you to oppose any efforts to repeal

this Medicare provision and ask that you act to expedite the
implementation of the regulations needed to put this legislation

in place.

CHILD WELFARE, FOSTER CARE, ADOPTION ASSISTANCE

Our organizations are adamantly opposed to the Administration's

proposed Child Welfare block grant and its reduced funding level,
i.e. $380 million for fiscal year 1983. This is less than current
year expenditures for foster care alone. If enacted, the Child
Welfare block grant would mean an end to P.L. 96-272, the Adoption
Assistance and Child Welfare Act of 1980.

This law was enacted with strong bipartisan support in Congress.
Wet believe that this support continues and urge q he continuationof
the child-welfare, foster care and adoptioh assistance programs as
detailed in P.L. 96-272. This legislation, like other legislation
targeted for block grants by the Administration, was enacted because
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of states' failure to accomplish needed reforms In their foster-
care systems. This failure was recognized as a national scandal

which required federal intervention. A retreat from federal
responsibility in this area will wipe out the benefits of the
years of thoughtful consideration which went into P.L. 96-272
and result in new scandals involving abused and neglected child-

ren,

Like Section 933 of the Reconciliation Act of 1980 (de- -

scribed previously under "Medicare"), the Administration has
delayed effective implementation of P.L. 96-272 and has not
yet published implementing regulations. We believe the Depart-
ment of Health and Human Services is not carrying out its respon-
sibilities under the law and are persisting in administering the
program as if it were a block grant. The House Ways and Means
Subcommittee on Public Assistance and Unemployment Compensation
has requested the General Accounting Office to undertake a study

regarding the implementation of P.L. 96-272. We strongly support
such a study and urge the endorsement of the Finance Committee.
we also urge you to request that the Department of Health and
Human Services expedite the publication of the implementing re-

gulations.

WOMEN, INFANTS, AND CHILDREN (WIC)

We oppose the President's proposal to fold the supple-
mental program for Women, Infants, and Children (WIC) into the
Maternal and Child Health block grant. We oppose the 35 per-
cent cut in funding for WIC which is contained in the President's
fiscal year 1983 budget.

The proposed 35 percent cut- in the WIC program is another

example of this Administration's across-the-board cuts without
regard to the effectiveness of the particular program. With
WIC, for example, medical research at major universities and at

a number of state health departments has found WIC to be extra-
ordinarily effective. A study conducted at the Harvard School
of Public Health found that WIC caused a marked reduction in
the incidence of low-birth-weight infants. Low birth weight is
the eighth leading cause of death among children in the United
States. Low birth weight is also associated with increased
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incidence of disabilities such as blindness, deafness, and
mental retardation. The Harvard study found that, because

of the reduced incidence of low-birth-weight infants needing
extended hospitalization after birth, each dollar spent in the

prenatal component of WIC actually averts $3 in hospital costs.
The General Accounting Office (GAO) estimates that for each
case of mental retardation prevented the total gain to society
is almost $1 million.

The American Public Health Association (APHA), and public

health workers are worried about the President's proposed budget
cuts in health programs like the WTC nutrition program. Health

experts have warned of the long-term health consequences of
budget reductions in programs providing nutrition for mothers -

and infants and disease prevention. Stanley Matek, president of
the APHA, stated that "The Administration has launched an assault

on key health programs which ..... is without good justification..."

We urge you to retain the WIC program as it is in order to
target federal resources in the most effective manner. We also -

seek your support for funding at least equal to the fiscal year

1982 level, i.e. $935 million.

SUPPLEMENTAL SECURITY INCOME

The major changes proposed for the Supplemental Security

Income (SSI) program in the President's fiscal year 1983 budget

represent yet another effort to tighten up on the eligibility

of disabled persons for disability benefits in a program which

is already one of the toughest in the nation. Our organizations

find the following three proposals particularly objectionable:

1. changing the definition of disability to

to require a 24-month, rather than a 12-

month prognouia (estimated savings of $45

million in fiscal year 1983)1
2. giving added emphasis to medical factors in

determining whether an applicant for SSI

benefits is disabled (estimated savings of

$75 million in fiscal year 1983); and
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3. eliminating the initial $20 disregard
of income for all new recipients coming
on the rolls after January 1, 1983
(estimated savings of $15 million in

fiscal year 1983).

The Department of Health and Human Services has estimated
that these three proposals will affect 35,000, 80,000 and
300,000 individuals respectively. Given the Administration's
current performance relative to the Continuing Disability
Investigations called for in the Social Security Disability
Admendments of 1980, we believe that enactment of any of the
above proposals will only result in the denial of SSI benefits
to many additional severely disabled persons with a genuine need
for support. Attachment II summarizes our concerns regarding the

Adminiitration- current approach to disability review and eligi-
bility and our recommendations. We urge the Committee through its

Subcommittee on Social Security and Income Maintenance to conduct
Congressional hearings, including field hearings, as soon as pos-
sible in order to address the full array of issues in the disabil-
ity review process.

The disabled people in our country are not a strong lobbying
force. Many severely disabled persons do not vote. Public accep-
-ance of-disabled people is far from ideal, and knowledge regard-

ing the potential of disabled persons is lacking. Consequently,
programs and benefits for disabled people at all levels of govern-
ment are otten the first to be reduceo or terminated when dollars

are scarce. We ask that you carefully assess the potential impact
of each of the SSI proposals contained in the President's fiscal
year 1983 budget. We also urge your immediate opposition to the

three proposals cited above.

In addition, we would like to express to the Committee our
deep concern regarding the Department of Health and Human Services

implementation of the modified rehabilitation program for SSI and
Social Security Disability Insurance (SSDI) recipients. It is
our opinion that if the October 14, 1981, proposed rules are "-
finalized they will result in a program that is either 1) a cumber-

some, wasteful effort *n the part of both the Social Security
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Administration-and state rehabilitation agencies or 2) a

total elimination of the program from the effects of 1) above

or by states avoiding the program altogether. The fact that

theproposed rules do not provide for an advance payment mech-

anism as is provided in the law is a maJorpioblem. We ask

your support and help in securing regulations which allow for

advance payments and consequently a meaningful, workable re-

habilitation program.

SOCIAL SERVICES

We strongly oppose any further cuts in the Social Services
program. Experience with the new block grant and-its reduced
funding level has demonstrated that disabled people and their

organizations often are not equipped to compete for scarce

funds and services at the state and local levels. Already,

programs and services of all types have been severely reduced

or terminated due to the lack of social services dollars.

Of all the federal-programs providing direct benefits

to handicapped persons, it appears that Title XX received the
largest reduction last year. This is extremely unfortunate since

the philosophy of the social services program is the most compati-

ble with the developmental model of services, i.e., services are

fleible in type, non-medical in nature and can be individualized

according to the client's needs.

The typical financial support of community living arrange-

ments for disabled persons is a combination of Supplemental

Security Income (SSI), Housing and Urban Development (HUD) Section

8 Rent subsidies-and social services dollars. Many disabled per-

sons are currently without adequate services. Their day care,

work activity, sheltered workshop, adult habilitative, personal

assistance, transportation and/or other services, formerly funded

through Title XX, are no longer available. For many disabled
persons the adequate funding of social services becomes a critical

factor if community living is to become or remain a viable option.
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Our testimony io meant to express a deep and serious concern
about this Administration's policies toward the provision of
human services. We believe that there are national problems for
which there iust-be a national responsibility. The continuing'
erosion of life support systems which impact upon many persons
with severe disabilities is endangering the physical and mental

well-being of this significant population in our country. We

sincerely request your assistance in avoiding any further retreat

from the federal responsibility for the provision of basic ser-

vices.and benefits necessary to the safety, well-being and develop-
ment of our country's disabled citizenry.
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'SW~T PURPOSE

This paper has been developed in response to a January 229 1982 letter
from Representative John D. Dingell (I)v Chairman, House Comittee
on Energy and Comoore. The ComMttee is gathering information "on
the effects of the isagan budget cuts on the programs under our Jurisdiction"
in preparation of the report they must file to the House Budget Comittee.

In his letter to UCPA, Chiirman Dingell stated that OX an writing to
you because you and your associates were so helpful to the Committee last

--year when we were trying to understand the effects of each and every
program cut-and restructuring. During the next two weeks-I hope you will
be able to provide the Committee staff with upa. ted information. What
effect have the program and budget cuts had on services and people? What
effect would further reductions have on programs and people? Are there
any special cases, histories# or events that illustrate clearly how the
budget cuts are being felt?"

THE F.Y. 1982-1983 FEDERAL BUDGET

In terms of the major federal programs of highest priority interest to
UcPA, most of these programs were protected by the Congress in fiscal year
1982.

The Administration had proposed the block granting of P.L. 94-142, the
0Education for All Handicapped Children Act," and had recommended funding
reductions of roughly 30% from the 1981 level. By P.L. 97-35, the Budget
Reconciliation Act, Congress extended P.L. 94-142 for several years as a
categorical program; And by P.L. 97-92, the F.Y. 1982 Continuing
Resolution, P.L. 94-142 appropriations were actually increased over 1981
for 1982. Of course the Administration has proposed a substantial
rescission in these 1982 levels but Congress has not yet accepted this
proposal.

Likewise, in P.L. 97-35 the Congress rejected the Administration's
block grant proposals regarding state grant programs of Vocational
Rehabilitation, Independent Living, and Developmental Disabilities. And
P.L. 97-92 increased the 1982 VR funding level and held constant the
IL and DD levels. Congress will have to once again reinforce these decisions
as the Administration seeks 1982 rescissions.

The Administration also sought an arbitrary "cap" or ceiling on
medicaid expenditures in FY 1982. Again, the Congress through P.L. 97-35
retained the entitlement feature of. Medicaid, rejected the cap proposal,
and enacted higher state matching rates. Though matching rates were
increased, because of the efforts of House Suboomttee on-Health and
the Environment Chairman Henry A* Wagman (CA) and Mr. Dingell, P.L. 97-35
also contained a new "ver" provision program allowing noninstitutional
comunity-based services under Medicaid at state option. As of this date,
nine states have submitted waiver requests and two states have received
.Xilication approval.
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8o iive.a&Jor programs Of UCVA. iPUtarwP. 94-142 Uuoation, $931
million 'A, $663 millions IL#, 07.280 mililOc Do, 960 million amd
Nedca , $17.2 billLon--woe l eIY protected in FT X992 unlesss last
minute rescission decisions a e).

However, 'two eervic6 areas of UCPA priority di not survive, in as
strong a condition., The Conoress rejected the aiistatiean's prposai i
to block grant both the Title 9 Social SerVices and Maternal and child

'Health services prams but major revisions woe made JA both prog m.
egarding Title XX, *tat* matching requirements rse eli*minted and the

services, day care set amide, training,- and administration funotion6 wore
oonsol4ated in what is nom referred to as the Sooial SorvLoesmdni-blok
grant. Likewls, sevn previous.categorical programs including Cjrippled
Children's Services, Gsetic Disae.Pr9gau, and "I Disabled Children'
Program were consolidated into a new M(Xl block grant program. So the
mediated focus of UMA budget reduction con en-in the human services
areas (kepLngj icome assistanon and reserch' res senate) ib lth
Title XX and MOc. The financial condAtion of these two programs follow

Program

Title XX
Social Services

Maternal and
ChIld Health
Ilock Grant

a) Women.
*nant,
and Children

'- . (WIC) nutri-
tion program

b) MC-WIC
totals

FT 1981

$2.9 billion

$447.6 m11Lon

$927 Killion ,

$1.375 billio

1! 1962

$2.4 billion

$347.S Killion

$934.1 million

$1.282 billion

PresLent's posed
F! 1983 udoet _

$1.974 billion

$1.000 billion

0

to be conslidated
with MOE

$1.000 billion

UM.A AMlLIA15APU C

in fiscal year 1960, UPA's 250 affiliates had a combined eating income
of $109.756 million, of vhioh *70.457 million was derived from state a local
government grants and contracts. UCA does not operate a centrallsed and
compterixed affiliate data gathering system so financial'records are froquently
outdated. Records of the UCVA Washington office documented 62 affiliates
receiving Title XX, CCS, or MW funding. In response to Representative Dingell's
request, a telephone survey of these 62 affiLatesvas ,develcpe4 by Jerns
Willialmon, Research AsSistants UClA GovMental Activities QIf Ice.

Of tho e 62 aff iliatee 3 no: 4Oer qAeate any of thee three funded programs
and one affilte, vas unreachable despite, several attempts. In two other
affiliates, the executive directors vore not avLIlable andjocyey
in the affitiato could Provide the Inecessar informatio'."This this- report
includes 54 ,80i4tes and SO funded programs aq, severai'A Wfi~it*e pe~
Program une by ~r bnone o he h rgas

. , 4
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us. Williamoo's toeophaae Survey reveale4,the following results

* Twenty affiliate programs (34% of the survey) experienced program
redutionsi of thes6, 14 wre-Title xx reductions, 1 was CCS. and
Swas NW.

SThes 20 program eperionoed Title xx, NCH, and CC dollar
reductions of ut least $650,131. Roughly $127,000 of tbase reductions
have been replaced with other public and private funding.

Thirty-nine affiliate programs (66t of the survey) , in luding
34 Title XX programs and 5 OCS programs-have experienced no
program reductions. Howver. *nAm of these affiliates are
expecting reductions by the end of their state's fiscal year
and few of thee affilLates .are able to oerve the needs of
persons with disabilities as thy would like even with
present funding. Though programs have not received actual dollar
reductions, because of inflation there have been real
dollar reductions.

* Program reductions range from 2% in Pittsburgh in their aandicappe
Adult Recreation and Social Program-and in Utah In their
Handicapped Sumer Caming Program to 501 in Cedar Rapids where#
as a result, their Handicapped Adult Day Care Program vas
terminated. Lexington, KY KPA also experienced a SO%
cutback which has resulted in severe curtailment of their
training of parents and paraprofessionals In the care of
their handicapped children.

In Oolumbus, OH, as a result of a $160,000 Title XX program
reduction in their Handicapped Adult Services Program,
110 disabled adults have been terminated from service. These
adults now are isolated in their residential setting with
absolutely no daily or special day services.

n rLe, Pennsylvania, as a result of.-&Title XX cut,
the UCP Adult Day Care Program serving 36 persons with
disabilities was closed.

e In Illinois, work by the Human Services Override Coalition, of
which UCP of Illinois is an active member, convinced the
Governor's office to restore $2.4 million in Title XX program
reductions. In April 1981, Governor Thompson proposed a
four year program, involving 25% annual cuts, to phase-out
all Title XX contracts involving donated funds. These programs
will now stay operational at least -through FY 1983.

o In ainoe, the states administration has declared their intent
not to reduce current human services In spite of substantial
reductions.-

e In San Antonio, TX, where U0 A has been able to document cost
differentials of $2,400 per month institutional costs and
$S00 per month community placement costs, UCPA's independent
living program will receive a Title XX increase.

: ,',,
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" Fr the 20 affiliate program being reduced, meat are
reducing administratLve costas attempting new private
fund raising initiatives whioh have not yet been
successful# and Increasing staff-client ration while
reducing the level of client services.

OTHER DU OSBRVATIONS

" sbough the Developental Disabilities federal budget has
technically only received a 4% reduction# as specified in
P.L. 97-92 stote:DD programs are being-terminated. For-exaqple, in Pennsylvania, the DO council funded in FY 1961
13 DD-CIA (Developaental Disabilities-ommmity Living
Arrangements) programs. In FY 1982 only, 3 of these independent
living program are operating and they will be terminated
at the end of this fiscal year. The DO Counil's,
expectation that these 13 programs vould be permanently
financed by the state was dissolved when Pean-ylvania
received word of the P.L. 97-35 federal reductions. SOme
of these program participants are now being reinstitutonalied.

" Many affiliates reported substantial reductions in CcTA
(Comprehensive Eployment and Training Aot) personnel though
this was not an area of survey questioning.

SURVEY RESULTS

Specific program information listed by affiliate follows,
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Service programs for persons with disabilities, if =CA is oharaoteristic
of the disability field, hays frequently been protected by many federal,
state, and local-govrnmet legislatve and executive agencies in coaparlson
to other hun services canstitunoLes. The most vulnerable program serving
the disabled appear to be day cocmi ty program for both adults and children
funded through Title XX Social Servicos contracts.

, Wi survey did not include the loss of personnel assisted by the CETA
program. C3TA programs were reduced from $7.143 billion in V 1961 to
$3.003 billion in 1 1962. the President has proposed a further reduction
in FT 1983 to $2.38 billion and CIrA'II replacement with a new employmnt
and training assistance block gant to the states. UMA af*ilLatep with
CRTA contracts are' encouraged to document their expeiAences with the
UCA Washingt office.

- -n a paper prepared for the UCPA governmental activities cemLtte
(-Congregate oosingl services Program, A PAview of P.L. 95-557,b February
1962), CPA Professional Servioes Progrn Department Consultants Rachel
Warren and George Cray documnted several nonprofit orgaisatien recipients
of HUD Section 202 housing construction loans who were postponing devslopmnt
because of the lack of available services financing. Whie could be the
beginning of a slowdown or terninatLon to deinstitutionalLation efforts in
sOeral states.

UCA affiliates are stro ylv encouraged to send their government grant
and contract experience. to the UCPA Washington office. COly by accurate
and complete doosntation can we demonstrate to federal policy makers
and analysts the real impact of federal budget reductions.

Clarke Ross. D.P.A.
iiectof
',uverlfebftal %flMf f hActivnlieS
0'lice

united
(Gfebtai
Palsy
A.'.0ocoationS

leester l

/tiIliui
building
4'/51 Street
NsithwS|

Sulle 141
YashinglOn.
I) C. 20001
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ATTACHMENT It

AR13TRARY REDUCT,ON OF DISABILITy ROLLS

SociaL Security Disability Insurance (SBDI) and Supplemental
Security Income (SS1) provide essential support to 4.5 million Ameri-
cans who are so severely disabled that they cannot work. I/

In Match 1981, the Social Security Administration (SSA) began
an accelerated review of the claims of people receiving these bene-
fits. In an excess of fervor to reduce federal. expendtires, Reagan
Administration officials have created a process that is illegally leaving
thousands of severely disabled Americans without any source of
income for food and housing. Many are then relegated to the wards
of public mental institutions or to dependency on county and state
relief rolls.

Periodic review of disability cases is necessary, of course, to
confirm that. recipients continue to meet eligibility requirements and
remain unable to work. However, the undersigned organization
contend that the Administration's current approach is contrary to
both the letter and the spirit of the careful review that was mandated
by Congress in" the Social Security Disability Amendments of 1980.

In fiscal year 1982, 520,000 recipients of disability benefits wll
undergo review, compared to 400,000 in FY 1981 and 20,0000 in FY
1980. The Administration plans to save $200 million in 1982 by dras-
tic reductions in disability rolls based upon these reviews. 2/ State
agencies, charged with the initial reviews, are under tremendous
pressure, without adeuate time to gear up and without enough staff
to handle the increased load. As a result, reviews are oftep perfunc-
tory, without adequate medical evidence and with. insufficient attention
to individual problems, as documented by the attached case examples.

These difficulties are compounded by pressure on administrative
law Judges and on Social Security personnel to quickly produce a
substantial reduction in disability rolls consistent with Reagan Admin-
istration policy. For example, SA has targeted for review the 65
administrative law judges who have the highest rate of findings that
continue disability benefits. Only findings' in favor of beneficiaries
are being reviewed, not decisions terminating benefits. 1/, Similarly,

1/ in addiio, 1lion children and 50 000 spouses receive SSDI
as dependents. Monthly payments to SSDI recipients average $413.57;
861 recipients receive $2 4.70.

/ Social Security Administration, Imp rovement of the Administration
Marh 11V 1.bt ,- , t m.

3/ January 7, 1982 memorandum from Louis B. Hays, Associate
commissioner of Office of Hearings and Appeals, BSA, to All Adminis-
trative Law Judges (January 7, 1982, Memorandum).



BOA is routinely reviewing 36% of decisions of state agency personnel
in favor of beneficiaries, while only 5-7% of benefit terminations are
reviewed.- 4/

The review procedures are especially unfair to th? mentally
disabled. When a case is Under review, the state egency mails the
disability recipient a three-page form seeking detailed inforpation
about his or her medical condition and employability. If this form is
not cpleted and returned within 35 days after being mailed, bene-
fits =r ofteh terminated. The" Mental- Health Law Project, a Washing-
ton D.C.-based, public-interest organization, .has :received roporte°-
from states across- the country that, without help, many mentally
disabled clientR 'haVe trouble coping with the papedtork. Many are
unable to -understand thit their only income "is being threatenedd.
They, neglect to return t)e forms or complete them nadequately and,
a- a direct result of their -disabilitles, lose their monthly,_support.
The problem is compounded by the SSA's practice of conducting those
reviews without a face-to-4ace interview.

Although denial of disability benefits can be appealed, "the sp-
peals process does not adequately protect disabled Americans and
their families. First, Social Security Disability Insurance recipients
lose all benefits .shortly after receiving a termliiation n6t/ce -- in-
cluding Medicare, -to which they are entitled aftei two years of 'dis;'
ability. Durlzg the time their appeal is pending, whlch can be
five months to a 'yeai., they receive no benefits. 6/ Eve'n if benefits
are then' rei/istated -and that often takes sevel months after a
favorable decision,-- many severly disabled people will have already
lost their -homes or Will have been-forced to discontinue-residential or
treatment programs. -

Moreover, an appeal requires presentation of medical and other
evidence before the appropriate agency or before an administrative
law judge or a court. Cutbacks in legal services and social service
agencies have made it very difficult for disability recipients to obtain
legal or other help. Again, the difficulties are multiplied for mentally

4/ Interview with Jean Hinckley, General Counsel's Office, SSA.

5/ Supplemental Security recipients, however, are entitled to re-
ceive income pending appeal. But, with some exceptions, these
benefits must be paid if the appeal is lost.

6/ SSA has told a federal court in Itentucky that, because of the
increase in workload based on the continuing disability review pro-

cess, It cannot meet the 166-day (5%-month) time limit proposed by
SSA in August 1980 and approved by the court. BOA is seeking a

modification of'that court order, freeing the agency from any speci-
fied time limit. Blankensli v. Secretary. HHS, 517 F. Supp. 7,
622.,F..Supp. .618 (W.D. Ky 1981); see January 7, 1982, -Memo-
randu.
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disabled recipients, who may not know where to turn for assistance
and who, because of their chronic condition, often are utterly unable
to present their own cases.

The Reagan Administration has attempted to Justify the Increase
in benefit terminations as an economy. This is misguided. The
human eost to, disabled people and their families and the financial
burden imposed on state, -6ounty and city governments far outstrip
any savings realized by such'harsh measures. For exampls, loss of
disability benefits often results In costly rehospitalization of serious
mentally disabled people who are unable to work and who lack suffi-
cient income to live in the community. 7 As two staff members of the
New York Psychiatric Institute recently noted in a letter published in
The New York Dges, "This hospitalation 6osts the" city, the state
a thb -ederal Government $100' to $500 a day -- surely an odd way
to save the approximately $15 a. day that it costs to maintain a dis-
abled person outside of a hoi-pital with Federal disability payments." I/
Other beneficiaries end up homeless and. destitute and are forced to
rely on -hard-pressed state and local relief programs.

The organizations listed below believe that this. nation must not
thus abandon Its disabled citizens. We therefore urge pursuit of the
following recommendations:

1. Coniressional hearings, including field hearing, should be
S ducted as ttoon as possible. These eaRigi -hEild d~s sss te
fuU array ofises the disability review process.

2. The General Accounting Office (GAO) should conduct an
inve~st/gtn of tie Social Security X trai on's Practices relatie
to the continuing"&saWy investigations. The study should eia;e.
t-- t d'l -an ipact-of current 8SA practices on
beneficiaries and on federal, state and local governments.

3. Beneficiaries must not be terminated vrier to a full and
careful reiw of the meis o their case k appro'riatelY Cu-alInI
professii-_

4. Mentally disabled beneficiaries and those who are homebound
must be vided with Personal assistance-7"(q- om vIi tf neces-
srv) -hrouthout thProcess.

6/ Francine Cournos, M.D., and Richard Herman, "A Federal 'Shell
Dame' on Mental Disability," February 11, 1982.
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Association for Retarded Citizens
Epilepsy Foundation of America
Gray Panthers, represented by the

National Senior Citizens Law Center
Mental Health Law Project-
National Alliance for the Mentally 11
National Association of Private Residential Facilities for the

Mentally Retarded
National Association of Rehabilitation Facilities
National Easter Seal Society
National Mental Health Association
National Multiple Sclerosis Society
National Society for Children and Adults with Autism
Save Our Security Coalition

At its February 28, meeting, the SOS coalition's exec-
utive committee passed a resolution endorsing the
above recommendations in their entirety. This coali-
tion consists of nearly 100 organizations, including the
AFL-CIO, National Council of Senior Citizens, National,
Education Association, Paralyzed Veterans of America,
United Auto Workers, National Retired Teachers Asso-
ciation/American Association of Retired Persons and the
American Federation of State, County and Municipal
Employees.

For additional Inforimation, contact:

Jane Yohalem, Mental Health-Law Project
2021 L Street, NW.
Wash/nrton, D. C. 20036
(202) 467-5730

Myrl Weinberg, Association for Retarded Citizens of the United States
(202) 785-3388
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The Mental Halth Law Project (MIHLP) compiled the following case
examples; Pseudonyms have been used to disguise individuals' iden-
tity. For additional information and for referral to advocates repre-
senting disability recipients in these and other states, telephone Jane
Yohalem, or Lee Carty at MHLP, (202) 467-5730) or write to MHLP,
2021 L Street N.W., Suite 80; Washington D.C. 20036.

Arizona

Jim Hill is terminally Ill with hystocytic lymphoma, a form. of
cancer. He began receiving disability benefits in 1979, after 16 years
of work. His benefits were terminated in August 1981, based upon a
finding that he had improved enough to work. Mr. Hill appealed and
is still awaiting action on his appeal. He is surviving in the meantime
on $156 per month from the state welfare department.

Roger Morris has P. heart condition and is paralyzed on his right
side, following a stroke. The stroke has also impaired his vision and
his ability to speak. Mr. Morris' file was reviewed in October 1981.
In November, the SSA declared him able to work and terminated both
his benefits and his Medicare coverage. To support their two chil-
dren, his wife now works seven days a week. Their telephone has
been disconnected, they are behind on the rent and they have no
medical insurance to pay for the care Mr. Morris desperately needs.

California
Larry Wallace has both a serious mental disability and chronic

back pain. He is constantly depressed and unable to concentrate,
hears ringing in his ears and suffers from delusions and paranoid
feelings. He spends his time at- home, isolated from virtually all
social contact and is unable to understand and execute even simple
instructions. His doctor has concluded that Mr. Wallace poses a
substantial risk of suicide. Despite this severe llness, Social Secur-
ity officials have informed Mr.-Wallce that he is able to return to
work. He received his last disability payment in January. Since
then his wife and six children have been without support.

Anne Reed had a kidney transplant several years ago and must
take steriod drugs to avoid rejection of the transplanted kidney.
This medication produces back and joint problems, fungus infections
and frequent bladder infections. She also suffers from cataracts.
The consulting physician Social Security officials sent her to see
found Mrs. Reed totally disabled. Nevertheless, she received a
termination notice with the "Impairment not severe" box checked.

Georga

Charles Farley is nearly blind (only 21% of normal vision) and
suffers from a sevir-e back injury. He has had five operations to
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treat a herniated disc -and is in tremendous pain. His condition is
complicated by a dependency he has developed on pain-relieving
drugs. Mr. Farley hes been hospitalized 24 times in the past year.
The consultant physician. Social Security officials sent him to see
failed, to evaluate either hi drug problem or his pain. Based on this
doctor's evaluation, he was removed from the disabilty rolls in Octo-
ber 1981. HIs 16-year-old daughter left school and went to work
full-time to support the family, but was fired recently when her
employer discovered that she was not yet 18.-

William Powell, an ex-military policeman, has extensive brain
damage as a result of a gunshot wound, received when he intervened
while off duty to break up a fight. The wound left hm. iartally
paralyzed on his right side and- affected his vision and his memory,
Mr. Powell's IQ has dropped to 57 -- low enough to classify him as
permanently disabled. He also has a problem with excessive alcohol
use. Social Security officials sent Mr. Powell to a consultant for a
medical examination. During the 10-minute examination, Mr. Powell
was not even asked to remove his clothes, which would have revealed
substantial atrophy of his muscles on his right side. Wis benefits
were terminated, based upon the results of this examination.

Indiana

Susan Blue suffers from severe mental illness. She has been
hospitalized more than 10 times in the last 15 years. Ms. Blue is able
to live in the community with the assistance of community mental
health center staff. Someone must visit her at least once each day to
make sure that she remembers to buy food. Ms. Blue has periodically
tried to work but has always been fired because of her psychoti
behavior on the Job. Despite medical evidence that she is severely
disabled, Social Security officials notified her last month that in their
opinion she could return to work. She has received herlast benefits
check.

Samuel Rodgers has chronic schizophrenia. Without day-to-day
supervision, he often forgets to eat. Despite this severe disability,
Social Security officials informed him last year that, in their opinion,
he was no longer disabled and could return to work. Mr. Rodgers
appealed this determination, but without assistance in preparing his
claim, he lost his appeal last December. He is surviving with the
help of a local mental health center program.

Kansas

Daniel Cole suffers from a severe mental illness, diagnosed as
paranoid schizophrenia and requiring treatment with large doses of
the psychotropic drug Prolixin. Mr. Cole has been hospitalized at
least six times for his illness. Before becoming disabled, he had
been a truck driver. In January 1981, he tried to return to work,
but his medication made him too drowsy to drive and, when he
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stopped taking the drug, he became disoriented and damaged one of
the company's trucks. He had to stop working. The stte vocational
rehabilitation agency has refused to admit. Mr. Cole to its program,
finding him too disabled to work. However, Social Security officials
terminated his eligibility in- November 1981, on g2'uands that he had
remained his ability to work the previous January, as evidenced by
his brief and unsuccessful period of re-employment. No current
information had been requested, nor was Mr. Cole's treating physician
contacted. In February 1982, an administrative law judge found that
Mr. Cole had been Improperly dropped from the disability rolls. -

Cynthia Johnson has severe mental disability that leaves her con-
fused and unable to cope with stress. This, aloag with limited edu-
cation, restricts her ability to perform even basic functions. For
example's she is unable to keep track of the days of the week and
confuses their order. Although the reports of her treating psychia-
trist indicate sh6' is disabled, she received a termination notice in
December-1981. With the help of a legal services lawyer she is ap-
pealing the termination.

Louisiana

Paula Doyle has sickle cell anemia, requiring monthly blood
-transfusions, thrombophlebltis and ulcers. She also suffers from a
back injury, the result of an automobile accident. Because of her
sickle cell anemia, the surgery needed to correct some of her other
medical prolems cannot be performed without endangering her life.
Her doctor's assessment is that she is utterly unable to work. Never-
theless, Miss Doyle received a notice that her benefits had been
terminated in September 1981. This notice of termination was her
first communication from Social Security officials. She has not been
asked for any information concerning her current condition and her
doctor has never been contacted for an evaluation.

Bruce Brown is 11 years old. He has sickle cell anemia, compli-
cated by an extremely serious nervous disorder. Bruce's condition
makes it hard for him to take care of even his most basic physical
needs. He--receives monthly injections and has been placed in a
special education class. Bruce's disability benefits were terminated in
November 1981, without prior notice. Neither Bruce's parents nor his
doctor were asked for information about his condition, nor was he
sent to a consulting physician.

Massachusetts

Valery Small is a severely brain-damaged 16-year-old. Over the
last few years, she learned to dress and wash herself and is in a
special education class in the Boston public schools. In-November
1981, Valery's family received a notice from Social Security officials
stating that "based on (Valery's] work history, training and educa'
tion, she is no longer disabled." With the help of a legal services
attorney, Valery has appealed the termination.
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Charles Lane has spent most of his life in a mental institution.
Recently returned to the community, he lives in a rooming house and
is able to get along only with substantial assistance. He remains
hostile and has great difficulty relating to people. Moreover, Mr.
Laae has never learned to read. On October 13, 1981, he received a
letter from Social Security officials stating, "Because of your educa-
tion, work experience and our evaluation of you, we find you ready
to return to work." Mr. Lane's disability benefits were terminated on
November 30, 1981. A legal services lawyer is helping Mr.- Lane
appeal his termination.

Minnesota

Hilda Christensen is mildly mentally retarded, with what is diag-
nosed as a "persistent paranoid personality pattern." She worked as
a food handler and a home health aide, but was fired from every job.
The local rehabilitation center evaluated her as not employable.
Social Security officials, however, ignoring the overlay of mental
illness on her mid-60s IQ, found that because she could dress herself
and understand simple directions' she was not disabled. Her benefits
were terminated and she is now existing on state general assistance
money,

Catherine Mooney hallucinated throughout the examination by a
Social Security doctor. Nevertheless, she was declared employable,
even though, the report said, her "difficulty-with hallucinations" is
not helped by medication. Her benefits were terminated and she is
now in the psychiatric ward of the local hospital.

Madge Green, 51, has been hospitalized twice in the preceding
year for heart problems. Her breathing was impaired and she had
arthritis. On July 23, 1981, she got a notice terminating her eligi-
bility for disability benefits. When her appeal was heard on October
22, she was so obviously disabled that the administrative law judge
stopped the hearing.

Joan Young has both epilepsy and a severe mental disorder.
She spent her childhood in a state mental hospital and, although now
living in- the community, is periodically hospitalized in a regional
treatment center. Ms. Young was evaluated by a consulting psych-
iatrist hired by the Social Security Administration, who found her
unable to relate to a supervisor or to other employees and to follow
instructions, and therefore unable to work. Nonetheless, Ms. Young
received a termination notice in April 1981. Oithe day her appeal..
was heard, she was too disoriented to find the building where the
hearing was to be held. Carrying the name of her lawyer on a slip
of paper, she eventually wandered into a legal services office. Other
staff located the lawyer and assisted her in getting to the hearing.
The administrative law judge found her "obviously disabled."



Mary Lewis, 61, fell and badly fractured her log; Her doctor
believes that the injury will probably never heal. She is in a leg
brace and is given intensive physical therapy several hours each day.
The injury has made it nearly impossible for her to leave her house.
When she doesgo out, she must be carried Into and out of the house.
Yet her disability benefits wore terminated in October 1981.

New York

A report prepared by New York City Council President Carol
Bellamy, entitled .Passing the uck: Federal Efforts to Abandon the
Mentally Disabled (January 1982), Includes the following case histories:

Alan Palmer suffers from a svere psychiatric fllness. A few
days after being notified by Social Security officials that his benefits
were being terminated and that he was "employable," Mr. Palmer was
hospitalized as delusional and a danger to others. The director of
the South Beach State Psychiatric Hospital, where Mr. Palmer was
hospitalized, -emphasized that Mr. - Palmer's hospitalization resulted
from "the stress of having his livelihood cut off." In the hospital's
view, Mr. Palmer cannot work.

Jane Rollen suffers from chronic schizophrenia. She has been
hospittAlized several times for her psychiatric condition. Until Jan-
uary 1981, she was homeless and slept in the streets of New York
City. She now lives in a residential program. Ms. Rollen also suf-
fers from severe back pain caused by an injury. She attributes her
back pain to possession by demons. In November 1981, Social Secur-
ity officials found Ms. Rollen employable. She is appealing this
determination with the help of counselors at her residential program.

Ohio

Gerard Linsey, 33, is mildly mentally retarded and brain-
impaired. He also has severe psychological problems. Both Mr.
Lindsey's doctors and the consultative psychologist he was sent to see
by the BSA agreed that he was disabled. They concluded that he
functioned' well below the average and was unable to follow even
simple directions. Nevertheless, Mr. Linsey received an BSA termin-
ation notice stating, "You can relate well to others and your memory
is intact. Therefore you can work." The administrative law judge
who reviewed Mr. Linsey's case found in the record no support
whatsoever for the termination and reinstated Mr. Linsey's benefits.

William Brown has chronic pancreatis, peripheral vascular dis-
ease, liver disease, esophogeal disease, anemia, tuberculosis and
chronic dementia. Yet the SA notified him that, in the opinion of
Social Security officials, he was able to go back to work as a manual
laborer.

"4-5 0-82----4
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Carol Jones has a severe manic-depressive illness for which she
has been hospitalized twice., Her psychiatrist's report indicates that
she Is Isolated and withdrawn. Her Diness induces anxiety so severe
that her vision-i blurred, she experiences frequent daily episodes of
lightheadedness and she is unable to concentrate. The psychiatrist's
report concludes that she cannot perform the most baslo work activi-
ties -- she cannot relate tTellow workers, has difficulty understand-
ing and following instructions, cannot maintain attention long enough
to perform simple tasks and Is unable to deal with even minimal stress.
Not surprisingly, Ms. Jones failed to file an appeal within the proper
time limit. Her disability benefits were terminated. Ms.- Jones sub-
sequently obtained representation by a legal services -attorney and is
now seeking reinstatement of benefits.

Pennsylvania

Fred Rowe is a chronic schizophrenic, paranoid type. To con-
trol his illness, he takes high doses of psychotropic medication. His
condition is complicated by a spastic disorder which causes him to
fling - his arms around and a sleep disorder which leaves him drowsy
much of the time, although he sleeps 16 to 18 hours a day. Mr.
Rowe's 6'5" height, aggressive appearance and flailing arms present a
threatening aspect to a potential employer. However, based simply on
a review of his file, Mr. Rowe's disability benefits were terminated in
November 1981. He was not interviewed by a Social Security official,
nor waS he sent to see a consultant. As a result of his loss of dis-
ability benefits, Mr. Rowe's condition worsened and he has been
hospitalized. He is pursuing an appeal.

Bernice Davis, 57, worked as a housekeeper until 1976.' She has
painful arthritis and a nervous disorder that manifests itself in anxiety
so extreme that she lives-as a recluse. Except for doctors' appoint-
ments, she rarely leaves her house. Last fall, Social Security offi-
cla]s found Mrs. Davis no longer disabled and ready to return to
work. They made this determination without ever asking her treating
physician for -a report on her condition. Her benefits -were termin-
ated in November 1981. Mrs. Davis is seeking state-funded general
assistance to survive while awaiting a decision on appeal.

Tennessee

William Thomas suffers from severe mental Illness. When he
received a three-page form from BSA asking for information about his
illness and medical treatment, he scrawled disturbed, accusatory notes
in the margins and returned the form to Social Security officials.
Eight months later, _Mr. Thomas received a letter notifying him that
his -disability benefits had been terminated because of his failure to
complete the Social Security form. Further, he was told he would be
required to repay benefits he had received in the eight months be-
tween the time he received the form and the date of his termination
notice. Mr. Thomas is now institutionalized at Moccasin Bend State
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Hospital. Thanks to the help of hospital social workers, he is back
, the disability rolls.

Bruce White has multiple health problems: severe back pain
from a slipped disk, ulcers, kidney problems, tuberculosis, - sub-
stantial hearing loss and anxiety. Both his physician and the con-
sultant Social Security officials sent him to see agreed that he was so
sever-ely disabled that' he could not d6 even sedentary work. fDespite
the extensive medical evidence in his fil. documenting his disability,
he was- dropped from the disability rolls in July 1981. In early
December an administrative law J'edge ordered him reinstated. Nearly
three months later, Mr. White is still awaiting his first benefits check.

Texas

Helen Pope is mentally retarded. She has been participating in
a United Way agency's sheltered workshop program. Near the end of
1980, Miss Pope attempted to move to a Goodwill Industries workshop,
After a month's trial, it was clear she could not manage the job, and
she was" sent back to the sheltered program. In March 1981, how-
ever,, she received a benefits-termination notice, giving her 10 days
to appeal. She didn't understand the notice and failed to file an
appeal, whereupon her SSI benefits were halted for 10 months. With
the assistance of a legal services attorney, she was finally reinstated.

Sidney Bell suffers from chronic schizophrenia, which is treated
with frequent injections of lProlixin, an antipsychotie medication. Mr.
Bell's intelligence tests at a low level. He rarely speaks and replies
to questions with one-word answers. He lives in a boarding house.
A Social Security consulting psychiatrist confirmed both the diagnosis
of schizophrenia and Mr. Bell's poor adaptive and functional skills,
but his benefits were terminated in March 1981. Thirteen months
later, he still awaits a decision on his appeal.
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STATEMENT OF BARBARA B. BLUM, CHAIRPERSON, NATIONAL
COUNCIL OF STATE PUBLIC WELFARE ADMINISTRATION, AND
COMMISSIONER, NEW YORK STATE DEPARTMENT OF SOCIAL
SERVICES, ON BEHALF OF THE NATIONAL COUNCIL OF STATE
PUBLIC WELFARE ADMINISTRATION, WASHINGTON, D.C.
Ms. BLuM. Thank you, Mr. Chairman.
I am Barbara Blum, and I am commissioner of the New York

State Department-of Social Services. I also chair the American
Public Welfare Association's National Council of State Public Wel-
fare Administrators, on whose behalf I am testifying today.

We very' much appreciate this opportunity to convey our views
on the fiscal 1983 spending reductions.

I would like to spend the brief time summarizing as briefly as I
can the concerns of the administrators in the council and then
complete the testimony with some recommendations which we be-
lieve would be Useful in reaching the goals that you have men-
tioned today.

First of all, we wish to stress that with the reconciliation legisla-
tion last August the poor in this country have sacrificed a great
deal. Our programs which include income maintenance, medicaid,
social services, food stamps and energy comprise 6 percent of the
budget, and the reductions were 11 percent.

Second, the States simply cannot absorb another large cutback in
Federal aid without having to substantially reduce the assistance
available to persons genuinely in need. The States do not have the
resources to make up for the loss already sustained.

And third, we think it is premature to cut more of these pro-
grams now, while the effects of the changes made by last year's
reconciliation legislation are just beginning to surface. At best, the
changes have been in effect for 5 months, and that is not enough
time to measure the impact of those massive changes.

The administration's fiscal year 1983 spending plan recommends
6.6 billion dollars' worth of reductions- an overall cut of '15 per-
cent-in AFDC, medicaid, food stamps, low income energy assist-
ance, social services, and child welfare. This is almost double last
year's cut and far outweighs the share that these programs take-of
the Federal budget.

There are several points that really need to be stressed: The pro-
posals would further impoverish what we have begun to call the
truly needy. I think it is very, very important to remember that
those persons receiving AFDC are largely children, and we are
talking about 7 million of the Nation's children who require nur-
turing and shelter.

We need also to examine carefully what the changes forthcoming
from the past session have done to work incentives. The fact is that
with very modest supports wd were able to sustain many of our cli-
ents in the work force and move them toward total independence.
Now the incentives for those clients, the fiscal incentives at least,
are almost totally diminished. I believe that most of those clients
who have entered the work force will continue to stay in that work
force, but I think it will be harder and harder to get future clients
hinto the work force.
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The proposals that have been forthcoming this year established
very unrealistic work -requirements. We have the current-work re-
quirements in place with new requirements added, while there is
the proposal to reduce almost totally many of the employment
funds that we have depended- upon in order to prepare our clients
for work.

The Council wants to stress most of all that the changes to date
and the changes proposed have shifted costs and administrative
burdens to the State. It has been almost a shell game. We know
"that we will not be able to sustain in the future the programs that T--
had been most useful, because the States are not able to pick up
the fiscal burden. Administrative burdens have been drastically in-
.creased.

We would suggest, as a council, that the focus be on those areas
where the growth, either the relative growth or the rate of growth,
has been the greatest. And we believe that major inroads can be-
made in the medicaid program. We have suggested now, for several
years, the use of prospective budgeting. We believe that we should
have greater incentives to the States for third-party recoveries,
which we think will be very beneficial. We support an optional ar-
rangement for States to charge medicaid recipients nominal copay-
ments; because we believe that there would be advantages in terms
of the way the medicaid system is to be used.

I would just like- to conclude by saying that there are other
changes in the AFDC and the food stamp programs that could be
very beneficial. If we could have administrative simplification in
those programs, if we could work with Congress to look at our over-
all objectives and goals for the needy persons of this Nation, I be-
lieve that we actually could see savings in the future.

Finally, we strongly support a heavy emphasis on new kinds of
employment programs for our clients.

Thank you.
[The prepared statement follows:]
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Mr. Chairman- and members of the Comittee, my name is Barbara 0. Blue, and I

am commissioner of the New York State Department of Social Services. I also

chair the'A Derican Public Welfare Association's National Council of State

Public Welfare Admnistrators, on whosti behalf I am testifying today. We

very much appreciate this opportunity to convey our view on the fiscal 1963

spending reductions the Reagan Administration has proposed for the human

service programs within the Finance Comittee's jurisdiction.

The Council is composed of-the public officials in each state, the District of

Columbia, and the U.S. territories charged with the responsibility for adminis-

tering programs to help the poor meet their basic needs and, when and where

possible, overcome or reduce their dependence on government aid. Among the

prograMs we manage are aid to families with dependent children (AFDC), Medicaid,

food stamps, low-income energy assistance, social services, and child welfare.

Since its beginning more than 40 years ago, the Council as worked actively

/' with the Congress and the Executive Branch to develop sound and progressive

social policies and to assure their responsible and effective administration

at all levels of government. The thorny issues President Reagan has laid

before you in his FY 83 budget confront those of us working in the human

services every day. We hope our experience and expertise will prove helpful

as you determine how best to control federal spending yet still protect and

enhance the lives of less fortunate Americans.

Let me begin by saying that state human service administrators object to further

sweeping changes in programs serving needy people. There are three reasons _

for this.

' t



871

First, we believe that, with passage of the reconciliation legislation last

August, the poor in this country have already sacrificed more than they ought

to have in the name of economic recovery. The reconciliation act cuts more-

then $3.6 billion this year from the ore welfare programs--a cut representing

almost 11 Percent of the total $35 billion reduction--and promises to save'the

federal government considerably more in the years ahead. Yet, these programs--

AFOC, edicaid, food stamps, low-income energy assistance, social services,

and child welfare--constitute less than 6 percent of the total federal budget.-

Is It fair, then, to further slash the benefits and services on which the poor

depend? We urge you to say no.

$S4-ond the states simply cannot absorb another large cutback In federal aid
without having to substantially reduce the assistance available to persons

genuinely in need. By and large, the states do not have the resources to make

up for such a loss. Indeed, the econoite situation In many states is worse

than that of the nation as a whole, and the prospects for-rapid Improvement

appear dim. Additionally, the administration has put forward a "new federalism"

Initiative designed to sort out federal and state responsibilities. Until th'

contours of this proposal are clear, states believe that making further reduc-

tions in grant-in-aid programs would be ill-advised.

And third, we think it would be premature-to cut more from welfare

programs now, while the effects of the changes made by last year's reconcilia-

tion legislation are just beginning to surface. At best, tfiese massive changes

have only been in place five months. Is that enough time for any of us to

feel confident that another round of wide ranging revisions won't cause more

harm than good? If anything, what we do know about the fallout from the

/J



reconciliation act suggests there is ample room for skepticism about major
new changes that are intended to save money. To take just one example from
my own state of New York. In Monroe County, where Rochester is located,

130 families lost their day care subsidy last year owing to cutbacks in
Title XX funding; within six months of being notified of this change,'fully

a fourth of these families began receiving AFODC or food stamps. While we

cannot be sure at this point, common sense suggests that similar adverse
consequences are occurring elsewhere. In any event, until more is known one

way or the other about the actual effects of the spending reductions that have

already been made, addit-onal major cuts would, in our Judgement, be a step

in the wrong direction.

The administration's FY 83 spending plan recommends $6.6 billion worth of
reductions--an overall cut of 15 percent--in AFDC, Medicaid, food stamps, low-

income energy assistance, social services, and child welfare. This is

almost double last year's cut and far outweighs the share these programs take,

of the federal budget, as the chart on the following page indicates. The

administration offers most of the same arguments for retrenchment it made a

year ago: force welfare recipients to support themselves; eliminate 'duplicate

benefits; focus assistance on the most needy; promote better management by

the states; and reduce federal intrusion in state affairs. Our experience

tells us otherwise.

While we believe some of the proposed changes merit consideration, most of the
administration's recomendations would punch holes in the so-called social

safety net through which large numbers of truly needy people may fall. more

specifically, after careful analysis, the state administrators find that the
FY 83 proposals would: further Impoverish the poorest people; create disincen-
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ties to work for welfare recipients, igipose work requirements that cannot be

met, and shift significant costs and administrative burdens to states. Let

me address each of these criticisms in turn.

Further Imooverish the Truly Needy

To come up with this year's larger cuts, the administration-has had to

recommend slashing benefits to people who would be considered truly needy by

even the most conservative standards. Two of its proposals.would hit

especially hard. By reducing AFOC and food stamp benefits according to the

amount of energy assistance received and Increasing the food stamp benefit

reduction rate, nearly all welfare families would be made poorer. I mention

food stamps here, even though the program is not within this Committee's

jurisdiction, because most AFDC families receive them and, thus, would be

affected by the proposed food stamp changes.

According to research by the University of Chicago's Center for the Study of

Welfare Policy, the FY 83 AFDC and food stamp proposals would, on average,
drop the disposable income of welfare families in which the parent is not

working, from 75 percent to 72 percent of the poverty line. We believe most

of these families would be mothers with young children. Our own study of the

likely Impact of the proposed changes, while not yet completed, tends to

confim the Center's finding. For example, the state of Kansas has predicted

that the disposable income for the typical AFOC family of three, where the

mother does-not work, would decline from 78 percent to 72 percent of poverty.

In Oregon, this same typical family would see its income-fall by more than

9 percent. - It is important to keep in mind here that we are talking about

families with incomes that fall considerably short of the amount the federal

government itself has defined as necessary for subsistence. Further cuts in

? r



benefits to these families would only diminish their already Inadequate iniomes.

We fail to see the-logic t the proposals to count energy assistance as income

and raise the food starp benefit reduction rate. We do not believe energy

payments duplicate AFDC and food stamps, as the administration contends. The

energy program was explicitly created by the Congress in recognition of the

fact that the poor do not have sufficient incomesto meet the rising cost of

heating and cool ing their homes. As for Increasing the benefit reduction

rate from 30 percent to 35 percent, this will just further reduce the-already

declining ability of poor households to purchase food.-

The substantial cutbacks in social services, child welfarej-, and Medicaid proposed

by the administration could also eventually result in the loss of benefits to

the poorest people. As I noted earlier, many states-Are even more financially

strapped than the federal government. It would be impossible for them to

come up with the fUf-ds needed to offset these spending reductions and to thereby

preserve all essential services.

Create Disincentives to Work

Spurring-welfare recipients to work is a theme often sounded by the administra-

tion, but its FY 83 proposals would, in our opinion, do relatively little to

advance this theme. Indeed, webelieve that these proposals, when combined

with the changes made by last year's reconciliation act, may make the financial

reward of working so small for many AFDC recipients, they may be forced to choose

to rely totally on public assistance and protect their eligibility for Medicaid

and social services.

The major work disincentive contained in the admini4aation's FY 83 budget is

the proposal to completely eliminate the earned income disregard food stamp
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recipients get when they work. This disregard is now 18 percent of earnings,

having been reduced from 20 percent by last year's budget-cutting efforts.

Adding its elimination-to the apparent disincentives built into AFOC by the

reconciliation act--standardized work expense and child care deductions below

actual costs for these items, elimination of the work incentive disregard

(i.e., $30 plus one-third of remaining income) after four months, taking this

work incentive disregard off of net rather than gross income, and limiting

eligibilityto a family with gross income at or below 150 percent of a state's

need standard--and to the new proposals for counting energy assistance and

upping the benefit reduction rate, would be tantamount to imposing marginal

tax rates above 100 percent on many working welfare recipients. We cannot

understand why the same president who has so vigorously advocated reduced

taxes for the rest of the nation--as a way to encourage savings and hard work--

would suggest raising taxes to confiscatory levels for the poor, by reducing

their income if -they work.

he University of Chicago research indicates that the income of the average

AFDC working mother would drop from 81 percent to 73 percent of poverty, if

the administration's proposals become the law of the land. Even more start-

ling is its finding that in 24 states this mother would actually end up witt-

less disposable income than the mother who does not work. Again, our own

study tends to substantiate this, with states predicting Income losses to the

typical AFOC working mother that range from 14 percent to 22 percent. Not

surprisingly, our study also reveals that the average earnings of a working

recipient have declined significantly since the 1981 reconciliation act changes

went Into effect. This may mean the typical AFDC working mother Is now either

holding down part-time employment or working in a job that pays very poorly--

the type of welfare recipient, one assumes, who most needs incentives to

7
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- remain in the labor market.

-- Establish Unrealistic Work Requirements

The National Council of State Public Welfare Administrators has always favored

strong work requirements for employable welfare recipients. However, the

new work requirements the administration proposes will raise expectations that

simply cannot be met, so long as federal resources for helping AFDC mothers

secure jobs that pay a living wage-continue to shrink.

For many recipients who are not now working (or not working enough), the states

Vould be mandated to impose strict new work requirements, while sustaining a

substantial loss in federal funds for carrying out the current work requirements.

Money for the Work Incentive (WIN) program--the only souroe-of funds used

exclusively for helping AFDC parents obtain imployment--would be totally wiped

out, despite the fact that'only last year the administration agreed, at the

urgivgof Congress, to let states demonstrate more effective ways to operate

WIN. Additionally, the federal reimbursement states receive for the cost of

administering AFDC, food stamps, and Medicaid would be cut by five percent

below current funding. Nonetheless, states would have to operate expensive

community work experience (workfare) programs; to require AFDC and food-

stamp apOlicants to search for jobs while their applications are being processed;

to remove parents from AFDC when the youngest child reaches age 16 without

providing any training or job search assistance to them; to require parents

who receive AFDC because they are unemployed to participate In workfare; to

remove7from AFDC parents who voluntarily quit their jobs or reduce their

earnings, even those who are not by law required to work; and to penalize-

those who refuse to participate in the state's work programs.

/
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Although states might like to test some of these requirements, such as job

search for applicants and sanctions for parents who refuse work, the adminis-

tration's recommendations would not be universally successful in all states

and could not, in any event, be effectively carried out without federal

resources. With the nation's unemployment rate hovering near 9 percent,

there are in many states few, if any jobs that welfare recipients can be

compelled to take. Andthe alternative to private sector employment-.workfare--

costs money to set up and operate. Based on' very rough estimates we have

made, it might cost the states and the federal goverrnpent as much as half a

billion dollars in FY 83 to operate workfare programs and administer the other

proposed work requirements. Where will this money come from, if funding for

WIN is eliminated and administrative dollars are federally capped? The states

cannot do the job without an adequate federal financial comitment.

Shift Costs and Administrative Burdens to States

The work requirements are but one example of the tendency in the administration's

FY 83 budget to shift more financial and administrative responsibility for

welfare programs to the states. Let me address the problem of cost shifting

first. -.

Almost half of the $6.6 billion in recommended welfare savings would be achieved

by merely transferring costs to the states; a questionable strategy made all

the more troublesome by the fact that most states cannot absorb these costs.

Eight examples of this cost-shifting theme come to mind:

o As already noted, all funds for the WIN program are to be elimin&Ted,

saving the federal government $245 million--yet more people will be

subject to work requirtmts.

o The energy assistance and AFDC emergency assistance programs are to be
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combined, with funding tutby,33 percent, for a federal saving of,$636

million--yet there is no evidence that the poor will have any less need

for this-assistance come next Winter.

o The federal matching rate for optional services and optional populations

under Medicaid is to be trimmed by 3 percentage points, saving $600

million in federal money--but doing nothing to address the main reason

Medicaid expenditures continue to rise-1 inflation in the health care

marketplace. -

o Federal matching for states that buy Medicare Part B coverage for Medicaid

recipients Is-to be entirely eliminated, producing $203 million in federal

savings--although the Medicare buy-in has proved to be one of the most

economical ways to assure good care for those Medicaid recipients who

qualify for it.

o The enhanced federal matching ratet for family planning'and nursing home

inspections under Medicaid are to be stopped, In order to cut federal

costs by $64.million--yet, these services are mandated by federal law,

which was the reason for providing higher matching in the first place.

o The Title XX social services block grant is to be reduced from its

current level, $2.4 billion, to $1.974 billion, a cut of 18 percent--

despite the fact that Title XX is essential to helping the poor become

more self-sufficient and to caring for those who cannot care for themselves.

o Similarly, funds for child welfare services, Ifoster care, and adoption

assistance are to be cut from $465 million this yeat to $380 million

next year, a reduction of more than 18 percent, and consolidated into a



block grant--yet, even current funding levels for these programs are

insufficient to meet the pressing needs of children and their families.

If'states cannot make up for these losses, who will?,,- Most localities are no

better off financially, and leaders In the private sector have made it clear

that their organizations are in-no position to fill the gap.

The FY 83 budget would also transfer costs-by imposing additional administra-

tive burdens on states, while actually decreasing the federal share of state

and local administrative costs. Put simply, states would have more to do but

less money with which to do it. The administrative burdens would come in

two forms.

First, in AFOC especially, states would be required to administer a number of

new, program-complicating rules designed to reduce eligibility and benefits,

in addition to the work requirements I have already mentioned. For example,

states would have to: (1) reduce the AFDC family's benefit by the amount of

rent the family presumably does not pay when It lives-in a larger household

with others; (2) assume that the Income of other unrelated persons living

in the same house is available to the AFDC family (a proposal rejected by the

Finance Committee last year); (3) count toward the needs of the AFDC family

the income of related, minor children who are not AFDC recipients (e.g.,

those receiving social security or child support);- and (4) as previously

noted, offset AFDC and food stamp benefits according to the amount of energy

assistance a household gets. All of these proposed revisions, depending on

how they were written into law, could further complicate administration, and

would come on the heals of the numerous 1981 reconciliation act changes, which

states arestill Implementing.
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Scondand most important, on top of these new requirements, the administration

would require states to meet a 3 percent tolerance for AFPC, food stamp, and

Medicaid errors in FY 83. States would lose federal funding for any errors

above this level, and byFY 1986 woulW be expected to have reduced our errors

to zero in 411 -three programs. How does one argue against such an ingenious

proposal? Who favors increased errors? Yet, it Is impossible to eliminate

all errors. Only under ideal circumstances with ideal programs could a zero

error rate be achieved--a situation which will never be realized. The

incidence of client-caused errors, the existence of error prone policies"such/

as those I have Just noted for counting other presumed sources qf Income, a

federal definition of error in AFDC that is so broad the majority of countable

errors do not involve the mispayment of funds, and the 6onstant introduction

of staff to new policies and procedures stemming from the frequency with which

the federal governent changes these programs--all assure that errors will

occur, even in thebist run programs. States have made significant progress

In reducing errors; the AFDC error rate has been ct in half since 1973 and

_AoW stands at approximately 8 percent; the Medicaid error rate is a low 5

percent, down from a little more than 6 percent in 1978 when Medicaid quality

control began; anid the current food- stamp error rate, 13.3 percent, is

moi4 than ten percentage points lower than it was in 1974. Yet, despite this

progrets, the administration's proposed error rate policy would end up

penalizing all 50 states, further reducing the already limited funds needed

-to provide benefits to the poor.

The administration' sproposal to combine and cut funding for the expenses of

administerin4-AFDC, Medicaid, and food stamps would only compound the

difficulties states face in operating economical and effective welfare programs.

9 ° ,bB-
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The loss of funds could be felt most acutely by states now developing automated

management Information systems, which have proved to be the single most

successful way tO hold down costs In th4 long-run. There can be no question

about one thing: it takes money to reduce errors and manage constantly

changing programs. Placing a lid on administrative funds would only limit the

states' ability to run these programs properly, increase the changes of error,

and-force states to bear an unfair burden in what are now Jointly financed and

administered programs.

While it is clear by now that we oppose most of the Reagan Administration's

FY 83 recommendations for changing welfare programs, I want to identify for

the Committee those proposals we think warrant further discussion as well as

some of our own ideas about how to control federal spending. I want it to be

understood, however, that states would be content with no further changes in

the coming year. Basic welfare programs and the people they serve have already

endured more than their fair share of budget cuts. Nevertheless, we know

-you are seeking alternatives and, thus, hope that our suggestions will be

persuasive, should you determine that additional cost-saving actions are

necessary. -

I would like to organize our suggestions into four categories: promoting

equity, encouraging work, strengthening administration, and controlling

Medicaid costs.

Promoting Equity

* Inequities in the way people are treated by welfare programs have long

frustrated policymakers an-d program administrators and will probably continue

to In the foreseeable future. Certain of the administration's proposals, If

• •*- ~ '



designed to minimize their administrative burden, may help to reduce these -

inequities some. In AFDC, we think it makes sense to establish a standard

household definition that includes the parent(s) and all minor children who are

not receiving SSI and to require parents in the millta y to contribute financial

support to their children on welfare. These changes would adjust benefits to

more accurately reflect a family's true financial circumstances. For the

same reason, we also support the idea of permitting states to defray the cost

of caring for a Medicaid recipient in a nursing home by securing reimbursement

from close relatives and by enforcing liens on the recipient's home once it

is no longer in use, Families of nursing home recipients should help pay for

this care if they are financially able to do so.

Encouraging Work

As I alluded earlier, we think there would be value in giving states the option

to require Job search by welfare applicants and to financially sanction expected-

to-work AFDC parents when they voluntarily quit their jobs or reduce their

earnings, so long as states have some le6way to exempt parents for good cause.

If adequate federal funds for day care and the operation of work programs can be

made available, the state administrators would also like to have the general

authority to require AFDC mothers to participate in these programs when their

youngest child reaches age three. Mothers with young children on AFOC are

often young themselves andshould be helped to acquire the skills and training

needed to compete in the labor market, before they become too dependent on

welfare ~ In addition, while we oppose the administration's recommendation

to. shorten from four months to 30 days the automatic extension of Medtcaid

eligibility for persons who have worked their way off AFDC, we believe the

concept has merit. As an alternative, we would suggest letting the states

deterMine the length of the extension, up to four months, since it may often

"ifocz -
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take longer than 30 days to secure private health insurance.

Finally, we would urge Congress to give a high priority to work programs for

welfare recipients, for in the long-run this may be the most cost-effective
I

investment you make. Without this investment, we believe many welfare

recipients may be relegated to permanent dependence unnecessarily.

Strengthening Administration

We would offer three suggestions in the interest of simplifying welfare program

administration. First, instead of completely eliminating professional standards

review organizatons(PSROs) and the hospital utilization requirement, as the

administration proposes, we would recommend a more flexible approach: allow
states to drop the federal hospital utilization review requirement if they

believe it does not work for them but continue funding those states that find

the method effective in controlling utilization, and require hospitals to

continue monitoring the use of their services. Second, we would urge Congress

to make the AFDC and food stamp programs more compatible administratively, given

that these programs serve many of the same people. Discrepancies between

AFOC and food stamp requirements are a major source of error that could be at

least partially removed by defining terms in the same way for both programs.

And third, we believe the federal practice of threatening states with penalties

for supposedly poor performance is ineffective, arbitrary,/and breeds ill

will between the different levels of government. Perhaps a better way to

improve administration would be to give st4a rewardsfor good rfor nc ,

as is currently being tried in the food stamp program. It would be,

we think, to design such.a policy so that it would not cost the federal

government any additional money and In the long-run would probably yield

significant .savings.
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Controlling medicaid Costs

There are few programs that worry federal and state officials more than the

increasingly expensive Medicaid program. Last year, in pushing through the

reconciliation legislation, the Congress consulted closely with the states and

adopted a long.term plan for trying to bring Medicaid costs under control.

In the interest of furthering that plan, we have the following suggestions to

make.

First, allow states that use prosoecti o reimbursement or-_tt er cost-saving

methods to reim rse hospitals and long-term care facilities under Medicaid to

apply the same reimbursement approach to Medicare-funded institutions.

Medicare is a much bigger financier of health care than Medicaid, yet it still

reimburses on an actual cost basis, which provides no incentive for cost

control. We believe that a state which has successfully curbed the growth

of Medicaid costs through an alternative reimbursement system should be

encouraged by federal law to apply the same system to Medicare. This would

help to contain Medicare spending and would also place a significant portion

of the state's hospitals under a more economical reimbursement arrangement.

Second, aive states incentives to pursue third party recovery. We believe

it would be cost-effective to encourage states to identify and collect from

other health benefit programs, such as private insurance and Medicare, which

are responsible for covering Medicaid recipients. Administrators believe

that several times more dollars are lost to Medicaid in the form of such

uncollected third party funds than to fraud and abuse, yet federal financing

of fraud and abuse control is much higher. Raising the match for third

party recovery to a comparable level would give many states the resources they

need to make recovery pay off. At the very least, we believe the incentive

"16450--2----s
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for third party recovery contained within the reconciliation act should be

continued beyond F.Y 82.

Finally, permit states to charge Medicaid recipients nominal cogavments when

they use mandatory services. We believe that copayments may help to stem the

inappropriate use of such services, but the administration's proposal to

mandate them would be unwisg, given the significant differences In services

provided and populations covered from one state to the next. Instead, it

would be better in our judgment to grant states flexibility to decide which

services would be subject to copayments, at what levels they would be set, and

which groups of recipients would be affected by-them.

I realize many of these ideas are sketchy, but I hope I have been able to

give you a sense of our alternatives. As always, the council of state

"administrators would be more than happy to help further develop those

proposals in which the corrmittee is interested.

Thank you for this opportunity to testify, Mr. Chairman. That concludes my

statement.

The CHAIRMAN. Well, as you probably know, I have an interest
in the food stamp program too, as chairman of the Nutrition Sub-
committee. I particularly appreciate that last suggestion because I
think there are areas in the administration. I am not certain
whether we can cut the program much more, but we can probably
save money in some of the areas you suggest, and I will take you
up on that offer to try to be helpful.

Ms. BLUM. Well, I will be available.
The CHAIRMAN. Of course, we have AFDC here. The programs do

work in tandem, and we ought to be looking-at both instead of one
here and one over in the Agriculture Committee.

Plus, the suggestions that you made for medicaid I think are
some that we are considering now; in fact, I know they are some
we are considering now..

I appreciate the willingness of both witnesses to be helpful. No
_ one wants to cut any programs that will impact, at least I don't,

adversely on some needy person. But I guess there are two catego-
ries-maybe there are more than two-the truly needy and the -
truly greedy. We get some of each. Now, I am not saying anybody
here was in the latter category today. Maybe tomorrow or the next
day somebody will drift in in that category to talk about leasing-
and some of those big provisions where they get hundred billion
dollar refunds. They might be in the "truly greedy" category. So,
we have to sort out all of the different proposals, and I am glad
that we did adopt three of your suggestions. Are we working on
some other suggestions?
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Ms. BI.UM. Senator, you have stressed so clearly your desire to
hear ideas about how we might save dollars in the programs that
we administer, and none of the administrators are protective of
these programs. We do want to work with you.

In my own state over the last 4 years we have managed to stabi-
lize and, in some parts of the State, reduce the caseload by stress-
ing work, but in a very positive way, not in a workfare kind of way
which Is so often not productive and creates a great deal of admin-
istrative burden.

We do believe that there are ways to break through with these
programs. They are dated programs. We can reshape them and
spend less money and get far more for the dollars that you appro-
priate.

The CHAIRMAN. Right. I believe that, and I think other members
do,- because you are working with the programs on a daily basis.
Maybe once or twice a year or maybe once or twice a month we
focus on a program for 30 minutes or 40 minutes, and then it is
sort of forgotten. We make udgments sometimes that-you certainly
wouldn't make, and you might reach a better goal than we would.
We may make a wrong decision. So there are areas that you can
suggest to Us that we ought to focus on.

I think the same is true of the administration; although, obvious.
ly, any administration has experts in different fields, more than we
might have in the Congress. But we believe we have a lot of exper-
tise on both sides of the committee as far as our staff is concerned.
We are willing to look at any meaningful recommendation, willing
to drop any administration proposal if we can find some offsetting
idea that has more merit. Many times that doesn't have to be very
good.

Mr. SMITH. For example, Senator, 1 of our 15 recommendations
dealt with overly-restrictive regulations for intermediate care facil-
ities. We worked with the various staffs in an attempt to simplify
and reduce -some of those unnecessary medically-oriented regula-
tions such as doctor visits which were too frequent.

So there are many small ways which add up, which we would be
pleased to offer in the process.

The CHAIRMAN. Well, thank you very much. Your statements
will be made part of the record.

If there are other people in the audience who wanted to submit
statements, the record is open.

[The prepared statement of the National Council of Health Cen-
ters follows:]



88

82T&TDUrT

OF THM
NATIOtI COoMcL or IMAM cmWu

TO To
8UMATS PIMA=C COWUTITU

OH TU
AIMINI8T1ATIOH'S PRPOS83 FY 83 UH3LTH DUDT

BUUTlO FOR TMU RECORD
Match 16, 1962

The National Council of Health Centers is pleased to have this
opportunity to express our views on President Reagan's proposed budget for

fiscal year 1983. Our comments will address those areas that directly or
indirectly affect nursing homes as well as elderly Hedicare and Medicaid

benefioiaries.

The National Council of Health Centers is the national association

representing uultifaoility nursing home firms with more than 170,000 nursing

home beds in 49 states and the District of Columbia. Our members also provide

a number of other health-related services including home health, adult day

care, drug and alcohol rehabilitation, and retirement communities.

During the debate last year over the Administration's fiscal year 1982

budget, the National Council publicly supported the goals of the-

Administration's economic recovery program. In a telegram to President Reagan

we stated, "We strongly endorse your proposal to shift the burden of health

care delivery back to the free market place and support the inclusion of long
term care services in that proposal. By allowing competitive forces to

control costs and by easing the present tremendous regulatory burden, you will

provide us with the new beginning that we so desperately need.'

Today, one year later, we still firmly believe that a major reorientation

of the health care system is in order with a shift in focus to private sector

initiatives and the principles of competition through a prospective payment

system.
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We have come to rely too heavily on government for all the answers to our

health care needs, at the same time expe'ctlng that it Will pay for all these

needs. hs a result, programs have grown without the benefit of a cohesive

long range policy or objective and expenditures have risen out of all

proportion to that originally anticipated.

A more rational and logical approach is to define In advance government's

role, the basic package of bene'Lits which will be supplied, the population to

be served, and the payment which will be made for those benefits. While this

may sound simplistic, it Is illustrative of the root of our problems

expectations with regard to coverage and benefits are unrealistically high and

only lead to frustration when, for example, a Medicare beneficiary finds that

only 38% of his medical costs are covered. The name given to these programs--

"entitlement" is indicative of the general attitude that one Is entitled to

coverage of all his needs, yet given our economy's current condition the

government clearly cannot afford that type of open ended liability.

At the same time, providers are caught by an inefficient and uncertain

reimbursement system with cost disallowances, non-covered costs, and the lack

of incentives for efficient performance. The nature of the system has spawned

regulations, oversight and endless paperwork for the purposes of monitoring

and overseeing the inefficient system.

-A4 providers very much involved in providing a wide range of long term

services, we have begun to explore alternative sources of funding for long

term care and the appropriate roles of federal and state governments and the

private sector. Essential to this process is the development of a payment

system for government programs which is designed to stimulate the utilization

of the most cost 'effective and appropriate health care services by the

recipient. If this new proposed prospective payment system can be based on

the competitive principles of the private marketplace, then by its nature, it

will constrain costs.
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We are encouraged that the Administration is not content with continuing

the old inefficient and costly Medicare methodology. As the members ot the

Committee know, Medicare's retrospective departmental cost based system only

invites piecemeal cutting of benefits and tightening of cost limits each year

as expenditures for health programs increase beyond any projections made.

many of these increases are inevitable as technology improves, as the number

of elderly eligible for benefits grow and demand more services. The certainty

of these factors force major new approaches and proposals, Unfortunately in

awaiting the Administration's new proposals, we are once again faced with more

cuts and losses of benefits. We can only hope that the Administration will

move quickly and that Congress will act swiftly in enacting these new

initiatives because clearly neither states, nor providers, nor beneficiaries

can continue from year to year as they have been with the uncertainty which

currently prevails.

With these comments as an overview we would like to address specific

proposals contained in the F! 83 health budget.

MEDICARE PROPOSALS

Eqalisation of Rates for Hospital Based and Free Standing Skilled Nursing

Facilities and Hospital Based and Free Standing Home Health Agencies.

We are very supportive of this proposal for the reason that it makes no

meinse to pay higher rates for the same services to Medicare SNF patients

merely because they were delivered in a hospital setting. Last year the

average Medicare rate in a free standing skilled nursing facility was $45.36,

while for a hospital based SNF, the average was $93.92.

The great difference between these two rates is also reflective of the

inefficiencies of the Medicare cost reimbursement system, a system we believe

should receive the highest priority in reforming the Medicare program.
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Elimination of Waiver of Liability

The passage by Congress of legislation in 1972 enacting waiver of

liability provisions and presumed coverage were symptoms of the already

evident problems with Medicare's retrospective cost reimbursement system.

Providers--hospitals and nursing homes--had to make the determination of

whether a patient was covered by Medicare and they were then at risk for that

decision. If a clerk in an intermediary's office disagreed with that

decision, the provider in effect was punished by being denied payment for that

patient's care.

Realizing perhaps that this policy put providers in an unfair position,

Congress enacted provisions for Presumed Coverage and Waiver of Liability in

Public Law 92-603. Last year Congress repealed the Presumed Coverage

Provision and now the Administration proposes to do the same for Waiver of

Liability.

From the perspective of skilled nursing homes, unless a prospective

payment system for Medicare is enacted swiftly, the elimination of Waiver of

Liability will all but eliminate the Medicare SNP program as well. Providers

will have no recourse for any mistakes or disagreements regarding

retrospective determinations in coverage.

A 1979 report by the New York State Office of Health Systes Management

points out that Medicare specifically allows for presumptive coverage of

-Medicare benefits on the basis of a physician's certification of SN? level of

care need. While this certification does occur,-it is not accepted as a final

decision, nor do most physicians sufficiently understand the intricacies of

eligibility to correctly inform their patients. As a result patients are

frequently told by their physicians that they will be covered, and they are

almost always disappointed. Unfortunately, explanatory pamphlets distributed

by federal agencies do little to dispel these expectations.

A report compiled by a Medicare Task Force of the Minnesota Foundation
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for Health Cate summar.zed the perceptions and misperceptions about the

Medicare program held by concerned parties in that state. Physicians commonly

believe that all their patients' skilled care is covered by Medicare for up to

100 days. Consumers expect that any nursing home care will be covered for 100

days. Unfortunately, both of these perceptions are far from the truth as only

about three percent of the patients in nursing homes are covered by Medicare

and the average length of stay is only 24 days.

Prospective reimbursement would do much toward resolving some of these

problems, but not other problems such as the Overly restrictive definition Qf

skilled care or the hospital backlog.

Hospital Baoklog

A significant problem exists in the so called "hospital backlog" of

patients in hospitals awaiting nursing home beds. One need only look at the

number of states reporting serious backlogs of hospital patients awaiting a

Medicare or Medicaid nursing home bed to appreciate the magnitude of the

problem. These states include, to name only a few, California, Washington,

Georgia, Massachusetts, Connecticut, Michigan, Minnesota, New York, and the

District of Columbia. Data from individual states ia supported by further

national data indicating that 250,000 administratively necessary hospital days

were used in the first quarter of 19791 and that *backup patients" average ten

percent ofa hospital's occupancy. Little computation is needed to figure

savings to be gained by substituting a $45 per day rate in a nursing home for

a $300 daily rate in a hosptial. The cost to the Medicare and Medicaid

programs for these administratively necessary days has been estimated at $1.5

billion.

There is little incentive for hospitals to discharge these patients who

are at an inappropriate level of care, and since there is no copayment until

the 60th day of hospitalization, there is no reason for the patient to want to

be discharged.
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maintaining hospital occupancy can be a critical factor *sp cially when

occupancy rates nationally remain at 75%. An lifS Region 10 study noted the

effect of low hospital occupancy levels by citing the policy in one state to

penalize through lower reimbursement, hospitals with occupancy rates loe than

851. The report states *Where there is a deliberate penalty, there Is

certainly an economic incentive to maintain occupancy rates.

This disincentive to discharge has been one of the reasons for the

hospital backlog nor do we see the situation improving as reimbursement limits

are tightened further and if utilization review is eliminated. If both P8RO

and UR are abolished there will be no mechanism for identifying theme 
patients

and for assuring that they get transferred-to a less costly and 
more

appropriate level of care.

Three-Day Stay

One way of saving Medicare and Medicaid dollars is to assure not only

that hospital patients are discharged in a timely manner, but also that 
they

never enter a hospital unnecessarily. That is precisely what S.1S07, the

elimination of three day prior hospitalization would accomplish.

Last year Congress eliminated this requirement for home health

services. 8.1754 introduced by Senator Heinz last September would do the same

for skilled nursing facilities.

An early as 1976 an HHS report, Forward lan for Health, endorsed

elimination of the three-day stay stating, 0 . . . experience suggests that

significant numbers of Medicare beneficiaries now receiving hospital 
care

would benefit as much from SNP care a e .0 and I e . . it is probable that

patients in need of only skilled nursing care, and who are now instead

hospitalized are never subsequently transferred to an SHP because of 
paperwork

(eg, transfer of medical records, treatment plan) and the lack of any

financial incentive or disincentives (eg, no cost sharing is required after

first hospital day and until the 61st day).*
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in discussing potential savings, the Vorward Plan for Uealth goes on to

say, *since the average Medicare cost of a covered day in an SN? is loss than

one-third the routine cost per day in a hospital, the potential cost savings

is obvious*.

Much has happened in the intervening six years since HEW made that

recommendation. Most notable is that hospital costs have now escalated to

$200 to $400 per day. While the average Medicare ON? rate was $45.36 last

year. It goes without saying that keeping any patients out of hospitals who

don't need to be there would save millions of dollars.

Physicians freely admit that they place their patients in hospitals

solely to qualify them for the Medicare SN? benefit. Many of these patients

never find their way to the nursing home because a bed might not be available,

or because they help a sagging hospital utilization rate and are never

discharged into the appropriate level of care.

A four-year demonstration project in Massachusetts and Oregon which

permitted direct entry into a nursing home of Medicare-eligible skilled

nursing patients found cost savings in avoided hospitalization and identified

a number of other potential indirect cost savings. These included fewer

physician visits (physicians are reimbursed at a higher rate for their

hospital patients versus nursing home patients) and lower ancillary services

cost and utilization.

In evaluating the study results Abt Associates found a net potential

savings of $3 million in eliminating the three-day stay requirement--an

increase in Medicare SUP costs of $46 million and a savings of $49 million in

reduced hospitalization. It should be noted that this evaluation was

extremely conservative in deriving estimates and this was so stated in the

report. Further, none of the potential indirect savings mentioned above were
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included, nor was there any consideration of those patients who enter

hospitals in order to qualify# but who never are discharged, staying in the

hospital until the termination of their illness.

The Abt study found that many patients who entered the nursing home

directly under the waiver# were terminal cancer patients, those for whom

heroic and costly life saving treatments are unnecessary. Other patients were

atmn intermediate care level and became more ill making them eligible for

Medicare. These patients would routinely have entered the hospital in order

to qualify.

We should point out that the Health Care Financing Administration has

refused to accept the results of the Abt study and discounts any potential

savings because, according to HCFA, an empty hospital bed would be paid for

anyway under Medicare's cost reimbursement system.

In our opinion# this only serves to point out the ludicrous nature of

Medicare's reimbursement system, not the validity of the study's results. To

imply that a hospital bed would be paid for by MedJtcare whether it is empty or

not would seem to indicate a casual attitude towards restraining medical care

costs that is certainly contrary to the expressed concerns of the President

and the Secretary. We do not believe this is the case.

To those who have expressed concern over the potential for increased SN?

utilization# we would propose the imposition of a high deductible, such as 500

of the hospital deductible to act as a barrier to unnecessary utilization.

This amount would actually cover the cost to Medicare of the first three days

in the SN.

Prospective Reimbursement

Much of the dissatisfaction nursing homes have with the Medicare program

can be traced to its retrospective system of reimbursement.
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The complexity of retrospective reimbursement and its cost reporting

requirements has forced nursing homes to hire CPA's with Medicare experience

just in order to remain in the program. It is also the reason that many

smaller homes and single facilities have been dropping out. When so few

patients meet the Medicare eligibility requirements and then for only a few

days' time, it is simply not worth the extra effort involved to maintain

Medicare certification.

The case against Medicare's retrospective reimbursement is almost

overwhelming. It is cost inflationary, provides no incentives for efficiency,

nor for containing costs. Perversly, it rewards the inefficient providers

those who spend more# get more. At the same time, costs accepted as N

legitimate business expenses in all other sectors of our economy are not

recognized by Medicare. Further its system of allocating portions of costs to

various cost reporting centers is inappropriate and unnecessarily complex in

the context of a nursing home.

In discussing the disadvantages of retrospective reimbursement, a study

by the Battelle Institute notes, *The more complicated the system the more

likely the system will be unenforceable. Every additional cost item reviewed,

auditede or monitored represents a further dilution of monitoring resources,

and each additional regulation requires additional effort to assure compliance

by the industry'. This description fits the Medicare payment system

perfectly. The Battelle study futher states, 'Rather than trying to monitor

and control the behavior of 18,000 individual nursing homes, attention should

be directed to the design of a payment system for nursing home services in

which incentives for the efficient use of resources are built into the

system. There would then be no need for expensive if not impossible

monitoring and control of the nursing home industry'.
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_..! endorse this recommendation wholeheartedly and believe that a

prospective payment system fulfills these requirements perfectly.

The fact that 38 states already reimburse prospectively for Medicaid

nursing home services should be a strong incentive for doing the same for

Medicare. It is both illogical and inefficient to have two separate payment

methodologies in effect in a 100 or 150 bed nursing home, Medicare's

disallowances# non-covered costs, ceilings, and retroactive denials are

disincentives which have nevertheless failed to restrain costs.

Various proposals for prospective reimbursement are being discussed and

we welcome the dialogue. Many of the problems of Medicare--paperwork,

complexity, inflationary aspects, could be eliminated simply by implementing

prospective reimbursement. We are encouraged that the Administration and

members of Congress are now giving this issue important consideration. We

stand ready to assist in that effort.

MEDICAID

Three Percent Reduction in Match

For the majority of nursing home patients, Medicaid is the principle

source of payment for their benefits. While we understand that many of the

Administration's proposals are not cuts but rather red4ctions in the rate of

spending, we wish to point out that with regard to the 31 reductions this is

not necessarily the case. No matter how much states may have reduced their

Medicaid expenditures, these proposals penalize all.

T proposal which would reduce by three percentage points federal

matching rates for optional services for the categorically needy and for all

services for optional groups, including the medically needy, would cut federal

Medicaid expenditures for FY 83 by $600 million. -.

The term 'optional" Vith regard to these services and beneficiaries is to

some extent misleading, for they are neither frivolous nor luxury items. The
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majority of Medicaid eligible nursing home patients are classified as

medically needy patients in intermediate care facilities (ICp's) comprise the

primary optional service. In 1979, nearly 611 of the Medicaid payments in

these two areas were for long term care services.

We feel compelled to point out that these two reductions, in addition to

the 4t reduction in federal Medicaid payments mandated last year by Congress,

would concentrate inequitably on one specific beneficiary population: elderly

nursing home patients on Medicaid.

The attached chart, prepared by the Congressional Research Service shows

the extent of the impact of these two reductions on states in P, 83.

As pointed out earlier, the uncertainties and apprehensions that attend

the budget making process each year, whereby each group of beneficiaries and

providers receives smaller and smaller pieces of the same pie, or none at

all, mandate significant changes in the structure of that system, rather than

a continuation of the old one. One major element of that change would be the

federalization of Medicaid.

Med¢icid Co-Payments

The Administration's FY 83 budget proposal includes a provision requiring

nominal copayments on a variety of health services. These include a $1 per

visit copayment on the categorically needy and a $1.50 per visit copayment on

the medically needy for physician, clinic and hospital outpatient department

services. In addition, a $1 and $2 copayment per day would be required of the

categorically and medically needy respectively, for inpatient hospital

services.

We support the concept of cost-sharing and believe that these modest

amounts should not impose undue hardships on beneficiaries. At the same time,

we believe that by participating in the expenses of their health care, rather

than receiving it cost-free, will serve to make Medicaid recipients more cost-
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conscious and perhaps act as somewhat of a barrier to unnecessary utilization

or over-utilization.

Supplementation

Included in the iY 83 budget are plans for proposed regulations to allow

states under their laws of general applicability, to require adult children

of institutionalized Medicaid recipients to contribute to the cost of their

parents' care.

The National Council has previously endorsed the concept of shared

responsibility through private supplemental payments for the cost of Medicaid

patients' nursing home coar.

We believe that states, patients, and their families should have that

flexibility, given the shortages being experienced in state Medicaid funds.

At the sase time, families have expressed a desire to contribute a nominal

amount for their elderly relatives' care. An added positive benefit would be

the involvement of those families in purchasing nursing home services and in

assuring that quality care is delivered.

It should be noted that numerous states have been moving in this

direction, by requesting necessary waivers from the Health Care Financing

Administration and by seeking federal and state legislation. As an example of

the extent family supplementation can alleviate a portion of the Medicaid

burden# in 1976 when the federal government ended the practice of allowing

supplementation, Tennessee's intermediate care facility budget increased by

28,. Relatives of nursing home patients as-well as friends# churches,

philanthropic groups, and counties had been allowed to contribute funds to the

facility to supplement the state's basic rate for Medicaid care.

We feel strongly that this option must be available to states in order to

avoid possible cutbacks in staffing and services to nursing home patients.
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Federalizsation of medicaidd

President Reagan has proposed what has been called a major 'swap* of

federal and state programs. One component of that swap is the full assumption

of the Medicaid program by the federal government beginning In FY 84.

The Board of Directors of the National Council of Health Centers has

given its endorsement of the President's proposal with the caveat that it not

be modeled after the Medicare program's overly complex payment system and

administrative structure. We would also predicate our support upon the

ability of the states and the federal-government to reach an agreement as to

which services are to be assumed by the federal government a1-&t what level

of expenditure as well as a uniform eligibility standard.

in conjunction with the federalization of Medicaid, we urge consideration

of the steps necessary to establish a national policy for long term care. It

is appropriate that these two actions be taken simultaneously and that they

are entirely compatible. We feel that the impending fiscal crisis in the

Social Security Trust funds, as well as that already being experienced in

Medicaid, force some drastic and far-reaching changes to be made.

hs mentioned earlier, we feel it is vital to restructure the financial

supports of long term care into a more pluralistic system in which competition

would play a key role. To this end, we strongly support the adoption of the

principles of cometition in that system and the incorporation of the same

competitive purchasing practices for Medicare and Medicaid beneficiaries as

presently exist for private patients seeking nursing home care. There are a

number of-ways of instilling competition at the Medicare/Medicaid consumer's

point of purchase, such as the use of vouchers.

Further in seeking alternative funding mechanisms we should consider the

many imaginative proposals available such ast

5 Tax incentives to encourage the development of private insurance plans
for long term care, including coverage of supplemental payments and
coinsurance premiums.
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" Inheritance tax policies which recognize individuals' financial
commitments and responsibilities in providing for the care of their
elderly family members in their hoses and appropriate health centers.

" Establishment of self-help programs such as subsidized reverse
mortgages in which individuals could borrow on the equity in their
residence to assist in the payment for their long term health care
costs.

" Taxing programs with revenues being totally dedicated to long term
health care for the elderly such as excise taxes on liquor and
cigarettes.

* Tax credits recognizing the fees of condominiums dedicated to
congregate living under life health care plans.

" Alow tax credits for increased contributions to ZRAs, REMOs# and
pension funds-f they are dedicated for the support and payment of
long term care after the individual reaches the age of retirement.

Conclusion
The Administration has had to make some difficult decisions with regard

to its fiscal year 1903 budget proposals. No segment of the Medicare/Medicaid

provider and beneficiary population will remain untouched or unaffected by the

changes and some of these cuts will-result in hardships.

.. .President Reagan has recognized that this process cannot continue, andso

has set in motion discussions and proposals for sweeping changes in the

Medicare and Medicaid programs. The National Council believes that the debate

on these changes is an appropriate opportunity as well for discussion of some

necessary fundamental changes in our long term care system. We urge its

inclusion on the debate.

92-41& 0-82-27
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The CHAIRMAN. We will adjourn until 9 tomorrow morning.
[Whereupon, at 11 a.m., the hearing was concluded.]
[By'direction of the chairman the following communications were

made a part of the hearing record:] e

N
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STATEMENT OF

MICHAEL D. BROMBERG

EXECUTIVE DIRECTOR

FEDERATION OF AMERICAN HOSPITALS

Mr. Chairman, the Federation of American Hospitals appreciates

this opportunity to present our views to the Committee on small issue

industrial development bonds (IDBs) and the financing of hospitals and

other health care facilities.

The Federation of American Hospitals is the trade association for

the approximately 1000 investor-owned hospitals and hospital management

companies. Very few of these investor-owned hospitals were built with
IDB financing due to the fact that a $10 million ceiling applies to

projects involving small issues used in connection with for-profit
health institutions. Those few hospital projects which have used small

issue bond financing involve small hospitals or expansions in rural--

communities.

The Administration's proposals to curb the use of tax-exempt bond

financing in general, and small issue IDBs in particular, have focused
attention on users such as nightclubs, fast food establishments, and

retail or commercial operations which some felt were not contemplated
by Congress. Little attention as been focused on the contribution of

this form of financing to health care services in economically marginal

areas of the country where other forms of financing are not available.

Only about one percent of tax exempt financing for hospitals

involves small issue IDBs for investor-owned hospitals. Over the past
decade we estimate that fewer than fifty investor-owned hospitals have

been built with IDBs but these facilities-are located in areas of clear

need and many represent sole community providers.

Without IDB financing, such communities would often have no choice
but to take on the burden of providing needed health care services

directly-- through a community owned and operated facility financed by

public or not-for-profit authorities. Because of the increased complex-
ity and escalating cost of hospital operations, however, communities
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have been withdrawing from such direct service delivery commitments and
turning Increasingly to investor-owned systems which have the manager-

ial capacity and operational efficiencies to maintain and improve

health care quality.

The need for all types of health care capital financinig will be
even greater over the next decade. Conservative estimates place capital

needs in the 1980s af $190 billion for essential hospital replacement

alone. In addition, this country has a major existing shortfall in

nursing home beds which will increase substantially as the number of

elderly as a percentage of the population increases. An estimated $10.6

billion in capital will be necessary to construct the 260,000 long term

care beds needed by 1990. Small issue 1DB financing will be a critical

function in many communities ca-ring for their elderly.

Having described the importance of small issue IDB financing is

not to suggest that reforms in the program are not necessary. It is
clear that abuses have occurred and must be prevented from re-occurring

in the future. Restricting access to IDBs for enterprises which are not

clearly in the public interest such as nightclubs are certainly justi-
fied. Requiring public hearings and reporting of information on 1DB use

are also in the public interest. We believe that these and other
improvements in the program can be made without having to resort to

eliminating the program where it has demonstrated its value to communi-

ties throughout this country.

The Administration's proposal to eliminate big business use of

IDBs is arguably irrelevant and discriminatory in this context. If the
1DB serves a valid public purpose, then the size of the company should

not be consequential.

Finally, it is important and relevant to vote the impact on the

Medicare budget of any move to eliminate health facility IDB financing.
If small issue financing is unavailable and if commercial financing is
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utilizedo debt service costs will increase substantially in those
health facilities. Health care costs will rise in general and Medicare

cost reimbursement for higher interest payments will increase Medicare

trust fund expenditures in particular.

Sound public policy for providing access to health facilities in

rural and economically depressed areas and sound federal budget policy

for containing Medicare expenditures lead us to conclude that health

facilities should be exempt from the proposed elimination or restric-

tions on small issue IDBs.
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The Senate Finance Committee

April 2, 1982

The Health Care Financing Study Group (HCFSG) is an informal

association of investment banking and other professional service

firms which are involved in underwriting long-term financings for

health care facilities. The members of the Group handle the

vast majority of long-term debt financing for health care

institutions in America today.

The HCFSG is deeply concerned over the impact which the

Administration's legislative proposals will have on the use of

long-term tax-exempt debt by nonprofit, charitable hospitals.

In brief, the position of the HCFSG is this: As they would

apply to nonprofit hospitals, the Administration's proposals
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are unnecessary and they are expensive. They fail the

fundamental cost-benefit test to which any legislative proposal

should be subjected.

We have heard it argued that additional requirements are

needed in order to assure that so-called "private purpose" tax-

exempt bonds in fact serve a public purpose. Yet the public

purposeof nonprofit hospitals' use-of tax-exempt bonds is

already more than adequately guaranteed in several different

ways. First, each of these hospitals is exempt from federal

income taxation under Section 501(c)(3) of the Internal Revenue

Code. This a priori tax-exempt status ii strong evideije that

the hospital, and its normal capital development need., serve

a public purpose. Second, the nationwide health planning system

assures that each hospital construction project serves a public

purpose. Each hospital construction project must go through a

lengthy process of public hearing, review, and approval at both

the local and state level, before a certificate-of-need (CON)

is granted. By law, a CON will not be granted unless the

construction project is needed and serves a public purpose.

It is a practical impossibility to secure private sector capital

financing on any basis for a hospital without a CON.
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Third, in most bond-issuing jurisdictions, and especially

in those states that have hospital financing authorities, there

is no authority to issue tax-exempt hospital bonds without a

prior finding that their use will serve a public purpose.

Some have argued that restrictions on tax-exempt bonds are

needed to curb runaway hospital construction. Yet, the trend

lines in hospital construction and hospital tax-exempt financing

have been moving in opposite directions for the last decade. In

constant dollars during the years 1971 to 1979, hospital con-

struction fell 35 percent, from $2.9 billion to $1.9 billion.

During those same years, hospitals' use of tax-exempt bonds grew

over 600 percent from $.2 billion to $1.4 billion. If tax-exempt

bonds somehow "fuel" hospital construction, we would expect to

see both rising simultaneously. Yet, we see just the opposite.

There is no causal link between the availability of tax-exempt

bonds and hospital construction starts.

The proposed restrictions will be expensive. Each part

of the Administration's proposal will place a new requirement

on hospital tax-exempt financing. Each will add another step

to the process of getting to marketT and each will carry a

pricetag. For some of these additional steps, the pricetag

will be relativelyminor. For others, the price will be high.



410

At the margin, these added costs will be jusX enough-to push

hard-pressed hospitals out of the market altogether. These

hospitals, which are close to the financial margin in the best

of times, are not evenly distributed throughout the socio-economic

spectrum of our country. They are mainly to be found in inner-

cities and economically distressed areas where they form the

principal, and often the only, means of health care delivery

for their disadvantaged patient population.

Let us look at three of these additional requirements which

are part of the Administration's proposal: the local approval

requirement, the local contribution requirement, and the lowered

arbitrage restrictions. Perhaps enough has already been said to

establish the redundancy of approval by local elected officials.

By the time a hospital project has been approved by two layers

of the health planning process, and has been subject to public

hearings as part of that process, the need for a local approval

requirement has been met.

The local contribution requirement causes us grave concern

because it cannot be fairly applied to charitable hospitals,

at least as originally proposed by the Department of Treasury.

One of the principal ways for meeting this requirement would be

an express decision to forgive state and local taxes which could
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otherwise apply to the facility being constructed with tax- -

exempt bonds. For nonprofit hospitals, this option makes no sense

because they have a pre-existing abatement of state and local

taxes which grows out of their charitable status. There is some

reason to believe that the Administration has recognized that a

general, pre-existing abatement of state and local taxes should

be sufficient to meet this local contribution requirement, at

least for 501(cf(3) charitable institutions which use tax-exempt

bonds. We strongly urge this Committee, at a minimum, to make

certain that this understanding of the local contribution require-

ment, as applied to nonprofit hospitals, becomes part of any tax-

exempt bond legislation which is passed.

Finally, let us turn to the arbitrage restrictions, whose

costs are least obvious, but most alarming. We calculate

that the arbitrage restrictions will force hospital tax-exempt

bond issues to be "up-sized" by 2 to 4 percent before going to

market. While this level of increase may seem modest, it becomes

more serious when we look at the consequent increase in debt

service cost over the normal thirty-year payback period, especially

at today's historically high interest rates. The arbitrage

restrictions will increase the total principal and interest

payments over the thirty-year period by an amount which is equal
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to 15 to 20 percent of the initial bond issuance. We can

illustrate this effect with a hypothetical $100 million hospital

bond issue. If the new arbitrage restrictions are allowed to go

into effect, there will be an additional.$15 to $20 million in

payback costs over the life of the loan. The vast bulk of

that increase will be in the form of interest payments. We

hardly need point out to this Committee that the federal govern-

ment will suffer a major share of this cost increase since

interest is a reimbursable item under Medicare and fledicaid.

To reiterate, the proposals to place new requirements

on the use of tax-exempt financing for private activities,

however laudable their intent, are unnecessary when applied to

nonprofit hospitals. Further, they will prove to be very

expensive. At the margin, they will mean that certain hospitals,

which are vitally needed by their communities, will be barred

from access to the private capital market.
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CALIFORNIA ASSOCIATION OF CHILDREN'S HOSPITALS

Submitted by

Blair Sadler
President

California Association of Children's Hospitals

I am Blair Sadler, President of Children's Hospital and

Health Center, San Diego, and President of the California

Association of Children's Hospitals (CACH). CACH was founded

to promote adequate recognition of the special needs and.

circumstances of children's hospitals in the formulation of

public health care policy. The Asso6iation is composed of

Children's Hospital Medical Center of Northern California,

Oaklando_Children's Hospital of Orange Countyl Children's

Hospital at Stanford; Children's Hospital and Health Center,

San Diego; Valley Children's Hospital and Guidance Clinic,

Fresnol Earl and Loraine Miller Children's Hospital Medical

Center, Long Beach; and Children's Hospital of Los Angeles.

These hospitals provide the vast majority of all tertiary-

and many of the secondary health care services to children in

the State of California. As documented in a recent study by

the National Association of Children's Hospitals and Related

Institutions, children's hospitals operate at a higher cost

than -general hospitals because of the type and intensity of

care required for their patient population -- care which

permits children who would have died a decade ago to survive

-today and live completely normal and productive lives. For

example, children's hospitals maintain more specialized

services, such as neonatal care, developmental disabilities,

and family counseling, and devote a greater percentage of beds

and days of hospitalization to intensive care than general
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hospitals. Also, quite simply, children require substantially

more attention by health professionals than other patient

populations.

in addition to the specialized.intensive care pro-vided to

their patients, children's hospitals serve a proportionately

greater number of indigent children. On the average,

children's hospitals deliver a significantly higher percentage

of non-compensated (free) care -- averaging about 17 percent of

total gross charges -- than general hospitals. In addition,

within each of our children's hospitals, Medicaid beneficiaries

represent from one-third to over one-half of all patients

served. Clearly, children's hospitals are heavily dependent on

public revenues to support their health care facilities.

From this unique perspective, CACH would like to take this

opportunity to comment on the Administration's Fiscal Year 1983

budget proposals for child health care. Specifically, we would

like to share our concerns over the proposed budget cuts and

legislative changes in the Medicaid program and the Maternal

and Child Health block grant.

MEDICAID. TITLE XIX OF THE SOCIAL SECURITY ACT

The Administration is proposing to cut $2.1 billion from

federal Medicaid outlays in FY 1983. This amount is in

addition.to the $944 million in reductions authorized for FY-

1982 as well as the $880 million cutback in federal matching
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payments scheduled for implementation in 1983 under the Omnibus

Budget Reconciliation Act of 1981 (P.L. 97-35). If the further

proposed reductions in federal funds for the Medicaid program

are approved by Congress, the combined FY 1982 and FY 1983 cuts

would total nearly $4 billion.

In these difficult economic times, when many states like

California are experiencing severe reductions in their own

revenues, the proposed cutback in federal Medicaid outlays

would add to an already staggering financial burden. States,

would be forced to limit severely or to eliminate completely

medical services previously covered under their Medicaid

plans. Hospitals would be faced with the choice of providing

even higher levels of non-compensated care or cutting back on

previously provided services. Ultimately, the 22 million low-

income aged# blind, and disabled persons, and mothers and medi-

cally needy families with dependent children, who rely on the

Medicaid entitlement program, would suffer from the added

financial burdens as well as the inability to obtain necessary

health care services.

For the 11 million children whose sole means of financing

cheokupis medical treatment, dental care, hospitalization, and

necessary-medicat4on is Medicaid and for the children's hospi-

tale which gerve a disproportionately high percentage of Medi-

caid beneficiaries, last year's federal cutbacks already have

had serious repercussions. In response to the FY 1982 federal
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budget reductions, California imposed a 6 percent maximum on

the rate of increase for inpatient hospital reimbursement under

the Medi-Cal plan.!/ This provision included no means for tak-

ing into account the special needs of high Medicaid providers,

like children's hospitalsi-as stipulated by the 1981 Budget Act.

As a result of this 6 percent "cap", the Children's Hospital

Medical Center of Oakland, California faced a serious decrease

in available revenue. With over half of t4 patients Medi-Cal

recipient, the hospital argued to the federal Health Care

Financing Administration that the California plan ignored the

disproportionate number of low-income patients served by the

hospital which,-under the "cap", would suffer approximately

$1.7 million in revenue losses. While the state adjusted the

hospital's "cap" to 13 percent, this limited reprieve still

required the hospital to reduce its operating budget exten-

sively. This cutback, in turn, resulted in widespread, per-

manent lay-offs of full-time employees.

Of graver consequence to the hospital will be implementation

of the state's FY 1983 proposal to reduce the current $5 billion

Medi-Cal budget by $0.5 billion. In effect, the cutback will

total $1 billion -- including $0.5 billion from the J4deral

matching share -- or 20 percent of the current budget. Slated

Medi-Cal is the plan operated by the State of California as
the state counterpart to the federal Medicaid program.
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for implementation in July, 1982, this proposal does not.even

reflect further reductions proposed in the federal Medicaid

program for FY 1983.

In an attempt to address the state's FY 1983 budget cuts,

Oakland Children's Hospital anticipates making further reduc-

tions in staff as well as substantial cutbacks in outpatient

services provided to indigent individuals. Currently under

consideration is the elimination of certain community-oriented

programs such as child psychiatric services, family guidance

counseling, adolescent health care, and family planning ser-

vices. Additionally, the hospital is considering the feasibil-

ity of establishing a dual standard of care -- one for private

patients and one for Medi-Cal patients.

Another, more controversial option concerns a new credit

policy whereby a patient must possess a valid Medi-Cal or Blue

Cross/Blue Shield card or pay cash before the hospital will

treat a patient. Operating on a "bare bones" budget at pre-

sent, the hospital tentatively is considering to refuse ambu-

latory treatment to indigent patients who cannot pay for their

health care services.

Clearly, the proposed reductions in Medi-Cal payments for

__FY 1983 will have a devastating effect on phe availability

and quality of health care services to be provided by Oakland

9 415 0-8---26
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Children's Hospital. However, a further concern is that the

hospital may face the possibility of financial insolvency. Any

significant decrease in its current revenues could force the

hospital to default on the state-insured bonds used to finance

hospital projects. In this respect, Oakland Children's

Hospital is not an isolated example.

At present, the hospital's inpatient rates for private

patients already are marked up 50 percent t6-coer a $2 million

loss from outpatient services, inpatient services for indigent

patients, shortfalls in the Medi-Cal program, and bad debts.

To offset the proposed reductions in Medi-Cal payments, the

hospital could cost shift further, and raise the private

patient rates. However, if the rates increase, the private

patients will go to other hospitals or clinics to receive

treatment. This shrinking of the private patient base, in

turn, will exacerbate the problem by forcing the hospital to

become even more dependent upon the Medi-Cal program. Simply-

put, very little opportunity exists for the hospital to shift

costs to other sources.

Of course, the real impact of the Admihistration's proposed

budget reductions for Medicaid would be seen not in its effects

on one children's hospital but from the cumulative effect that

these cuts would have on the health of this nation's children.
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Hospitals increasingly would be forced-to terminate crucial

health care services and to undercut the quality of these ser-

vices. If further cutbacks in Medicaid are approved by Congress,

this tragic scenario would become a reality for many of our

children's hospitals.

With this background in mind, we would like to direct the

Committee's attention to several of the legislative changes

recommended by the Administration to achieve the $2.1 billion

"savings".

Copayments

The Administration is proposing to require states to impose

copayments on categorically needy beneficiaries as well as on

all medically needy mothers and children. Under this proposal,

the former category of beneficiaries would pay $1 for each day

of hospitalization and $1 for each visit to a clinic, physi-

cian's office, or emergency room; the latter class of benefici-

aries would pay $2 per day for hospitalization and $1.50 for

each outpatient visit.

By mandating copayments for Medicaid recipients, the Admin-

istration would impose a further economic burden on individuals

who, after last year's alterations in Aid to Families with

Dependent Children (AFDC) and Supplemental Security Income (SSI)

eligibility requirements, are truly financially disadvantaged.

Contrary to the Administration's contention that cost-sharing
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would discourage the unnecessary utilization of health care

services, this proposal would discourage individuals from seek-

ing necessary treatment and, ultimately, contribute to higher

health care costs.

For children's hospitals, the expense of collecting on the

provided service would add to the already existing non-reim-

bursable costs for unpaid health care services. Clearly, the

added financial cost of copayments would result in many needy

families not being able to afford the fee. Yet, hospitals

would be forced to attempt collection, and, where families are

unable to pay the fee, absorb the additional cost of providing

the health care at no charge.

Added to the high ratio of free care currently being pro-

vided at our children's hospitals, this expense would serve

only to aggravate the problems associated with further cost

shifting to private patients. As noted above, cost shifting is

of particular concern to high Medi-Cal providers because, at

some point, these hospitals would be unable to compete for the

- private patients due to these high rates. In addition, cost -

shifting poses problems for the private insurance industry, as

the inflated rates become a type of subsidization for government

program patients.

The end result of this proposal would be to place our

hospitals in the position of refusing health care services to

indigent patients. As noted above, Oakland Children's Hospital
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already is facing this dilemma for the upcoming summer. If a

hospital cannot afford to maintain the level of free care pro-

vided to its indigent patient population, the hospital simply

would have to refuse service at the outset. Otherwise, some

children's hospitals would not be able to continue in operation#

even for those patients able to pay for their health care

expenses.

Eligibility

Two further proposals by the Administration would (1) place

certain restrictions on AFDC and SSI eligibility standards to

reduce the number of categorically needy recipients by 133,000,_

and (2) shorten the automatic extension of Medicaid eligibility

from four months to one month for individuals who lose their

status as recipients of cash assistance from the AFDC program.'

As a result of changes authorized by the 1981 Budget Act,

approximately 1.1 million Medicaid recipients will be removed

from the rolls in 1983. About 181,000 of those losing eligi-

bility will be adults in AFDC families. Another 661,000 will

be children under 21 years of age. The Administration's FY

1983 changes would limit further the individuals eligible for

Medicaid assistance.

Both proposals would serve tO undermine the efforts of

families to be self-sustaining. In order to remain-eligible
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for AFDC assistance and to retain their Medicaid status,

individuals would be discouraged from earning monthly wages.

These proposals would serve only to swell the already

burgeoning ranks of the unemployed.

For hospitals, these proposals would complicate reimburse-

ment schedules for patients who may begin receiving treatment

as Medicaid recipients, who later may lose their beneficiary

states, and who, a few months later, may become eligible for

Medicaid by virtue of being unemployed once again. Particularly

where a child's illness may require extensive hospital care,

the one-month "grace" period would not offer a suitable amount

of time for proper treatment. Again, children's hospitals would

be faced with providing increasingly high levels of non-reim-

bursable care. Concurrently, the financial integrity of the

hospitals would be undermined.

Optional Services

Included in the FY 1983 budget is a proposal to reduce the

federal matching rate by 3 percent for "optional" services

(e.g., intermediate care facility services, prescription drugs,

eyeglasses, dental care, clinic services, physical therapy,

occupational therapy, and speech and hearing therapy) provided

to categorically needy beneficiaries and for services provided,

at the state's option,.to all medically needy families. While
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the'Administration appears to be reconsidering this proposal,

CACH would like to comment on the adverse impact it would have

on children's hospitals.

Although a state now may provide categorically needy

recipients with certain "optional" services as well as maintain

a medically needy plan, the proposed cutback would force states

to reduce drastically or to discontinue completely these ser-..

vices to Medicaid beneficiaries. And yet, in terms of need,

these "optional" services may be absolutely necessary for poor

mothers and children. For example, receiving prenatal care

from a neighborhood clinic is not "optional" for a pregnant

mother. This care is absolutely essential to prevent more

costly complications at the time of delivery and for the

mother's unborn child. For a diabetic child, getting an insu-

lin prescription is not "optional". And, for a handicapped

child who can walk only with the aid of braces, getting the

braces is not "optional". These services are absolutely

necessary for the-health of these children.

For children's hospitals, the potential elimination of

"optional" services covered under a state's plan or the poten-

tial discontinuation of a state's medically needy program would

pose severe financial hardships. As noted above, children's

hospitals no longer can cost shift to private patient revenues.

If the hospitals attempt to absorb these additional cutbacks in

Medicaid funding, and continue to maintain a high ratio of free



424

- 12 -

care, the result would be a disastrous shortfall in available

revenue for the hospitals' operations. Financial insolvency

would be the sure consequence of these further budget

reductions.

MATERNAL AND CHILD HEALTH SERVICES BLOCK GRANT TITLE V OF THE
SOCIAL SECU91TY ACT

Since 1935, the Maternal and Child Health and Crippled

Children's Services programs -6 authorized originally by

Title V of the Social Security Act -- have been the major

federal health initiative aimed specifically at needy mothers,

infants, and handicapped children. In 1980, alone, nearly 15

million poor mothers, infants, and children received services

ranging from basic prenatal care for mothers and immunizations

for children to-the most sophisticated medical treatment for

crippled children and intensive care for newborn infants.

Emphasizing prevention, early detection, and specialized treat-

ment, these programs have been successful over the last 45 years

in reducing infant mortality, decreasing the incidence of mental

retardation, treating crippled children, and improving the over-

all health of mothers and children.

Through the Maternal and Child Health (MCH) block grant

established by the 1981 Budget Act, this national commitment to

improve child health has been promoted through a streamlined
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partnership between the federal and state governments. States

have been afforded greater authority to address their own par-

ticular needs in the coordination.of the Maternal and Child

Health and Crippled Children's program; the Supplemental Secu-

rity Income Program for Disabled Children; the Leadzbased Paint

--Poisoning Prevention program; the Voluntary Testing and Coun-

seling Programs for Genetic Diseasesp the Sudden Infant Death

Syndrome program; the Hemophilia Diagnosis and Treatment Cen-

ters program; and the Adolescent Pregnancy program.

However, the FY 1982 appropriations level of $347.5 million,

as included in the current Continuing Resolution, represents a

24 percent reduction from the FY 1981 appropriations for these

programs. For states, this cutback has meant that fewer mater-

nal and child health projects have been financed this year.

Across the country, children's clinics have been closed, crip-

pled children's services have been reduced, family planning

programs have been eliminated, and fewer staff have been

employed to manage quality and cost-effective MCH projects.

For organizations like children's hospitals, the consolida-

tion of more programs within the MCH block grant at a reduced

funding level has meant greater competition among more interest

groups for fewer dollars. Some of the projects affected by

--this cutback are those funded through the California Children's

Service centers located within the children's hospitals. These
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programs include-treatment for children with cardiac problems,

congenital spine and other crippling diseases, genetic disor-

ders, endocrine metabolic diseases, hemophilia, and cystic

fibrosis.

For the FY 1983 budget, the Administration is proposing to

merge two additional programs -- the Special Supplemental Food

program for Womenr Infants, and Children (WIC) and the Commodity

Supplemental Foods Program (CSFP) -- into the Maternal and Child

Health (MCH) block grant. Without any adjustment for inflation,

the Administration's proposed FY 1983 authorization for this

new block grant at $1 billion would represent a further reduc-

tion of 22 percent from the FY 1982 appropriations levels for

all three programs.

First and foremost, CACH believes that no sound basis

exists for merging a nutrition program with a health services

program. Each program serves a separate, distinct function

subject to different administrative requirements. For this

reason, we believe each program should maintain a separate

fiscal identity.

Second, this Congress must be aware that the proposed

cutback in federal funds would result in a substantial reduc-

tion in maternal and child health care services. Faced with an

increasing reduction in federal assistance for various-programs,

states would not be able to compensate for this further cut in

federal outlays for the new MCH block grant. For our children's
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hospitals, an additional reduction in funds for MCH grants would

mean that many handicapped children would not receive needed

hospitalization and surgical care. Moreover, the gains achieved

over the pas"5 years ibxeducing mental retardation and infant

mortality rates would be eroded due to unavoidable cutbacks in

prenatal services and intensive care for infants. Ultimately,

the target population -- low-income mothers, infants and child-

ren -- would go-without necessary health and nutrition services.

In addition to the 22 percent cutback in funding for the

MCH block grant, the Administration has proposed a waiver of

the current state matching requirement.-This proposal directly

contradicts a basic provision supported by CACH during the

debate on the 1981 Budget Act and included in the public law.

Specifically, this proposal would eliminate the statutory

requirement that for eacl $4 in federal funds received by a

state under the MCH block grant, the state must spend $3 of its

own funds on MCH services.

Without this matching requirement, states no longer would

be obligated to commit a definite amount of money to MCH proj-

ects. In effect, this proposal would afford states the oppor-

tunity to channel funds away from MCH projects, including those

treatment programs funded in children's hospitals. Clearly, the

shortfall in revenue for these programs could not be absorbed

by our children's hospitals which currently are operating an

restricted budgets.
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Finally, the Administration is proposing to eliminate

another basic provision fought for by children's hospitals and

included in the- 1981 Budget Act. The provision currently/pro-

tects funds for MCH projects by stipulating that-these funds

cannot be used for purposes -other than the provision or the

purchase of maternal and child health and crippled children's

services. Merging the mammoth WIC program with the MCH block

grant would undercut the financial support for the more limited

MCH projects. The various interest groups would have no option

but to compete for the limited funds, albeit reduced funds,

previously guaranteed only for MCH projects. Eliminating the

statutory protection of these funds for maternal and child

health and crippled children's services would mandate this

design. CACH cannot support this further erosion of a fiscal

commitment to MCH projects.

To support this nation's long-standing dedication to promote

maternal and child health and crippled children's services, we

urge this Congress to maintain funding at least at the FY 1982

authorization level of $373 million. We also recommend that

you reject the proposed WIC/MCH merger and retain the present

matching rate requirement to insure that states will commit

these funds to maternal and child health and crippled children's

services. Finally, we request that Congress, in recognition of

the special vulnerability of children, insure that funding is
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-authorized specifically for the provision or the purchase of

maternal and child health and crippled children's services.

CONCLUSION

Because of the health care programs avai-lable through

c14Ildrebts hospitals, hundreds of thousands of infants and

children, who would have died a decade ago, now survive to live

completely normal and productive lives. Yet, nearly 10 million

_children still have no known source of regular health care

this country. Recognizing this Administration's desire to

address the adverse consequences of a high budget deficit, we

nevertheless urge this Congress to realize that the Administra-

tion's proposed budget request would jeopardize health care

services for thousands more children -- including children with

special needs -- and high-risk pregnant mothers who have no

means of paying private doctors, hospitals, or clinics.

Today, children's hospitals barely are withstanding severe

cutbacks in their operating expenses due to reductions autho-

rized by the 1981 Budget Act. These institutions simply cannot

absorb further budget reductions, remain fiscally responsible,

- and continue to serve the health care needs of the community.

We urge this Congress to ensure that the vital and unique

health care programs available through children's hospitals are

not endangered by additional budget cuts.
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The American Dental Association is pleased to have this

opportunity to express its views on the impact of the President's

budget proposals on the Medicaid program. Adult dental services

currently are covered under Medicaid as an optional benefit. Den-

tal benefits are mandated for Medicaid eligible children under the

Early and Periodic Screening, Diagnosis and Treatment program.

Because dental services are an integral part of overall health

care, the Association believes that they should be a mandated ser-

vice which is made available to all Medicaid beneficiaries. Given

the current optional status of adult dental care under the law it

is improper to exert further pressures on the states to reduce or

perhaps totally eliminate this benefit.

According to preliminary responses to a survey of state Medicaid

agencies which now is being conducted by the Association, 38 states
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currently provide some level of dental services for Medicaid

eligible adults. This figure is brought-Into perspective, how-

ever, by the fact that in only 14 of these states is the coverage

for adults equal to that available to children under EPSDT. Under

the vast majority of these state plans coverage is limited to such

services as emergency care and the provision of denturb s. It also

should be noted that dental care is largely excluded from coverage

under Medicare.

Only last year 21 states provided dental care for adults which

was comparable to that provided under the EPSDT program. The re-

duction in adult dental benefits which has occurred in the last

year can be directly attributed to changes in the Medicaid law

which reduced federal matching assistance to the states by 4% in

fiscal year 1983. A 4.5% reduction already is called for during

fiscal year 1984.

As shown by the above statistics, the ability of the states to

provide dental care is continually being eroded. President Reagan

has proposed a further reduction of 3% in the federal matching

level to the states under the Medicaid program for all services

which are provided to the medically needy and for optional services

provided to the categorically needy. The result of this proposal

if enacted will be either to require already financially overburdened

states to incur even more expenditures for the payment of Medicaid

services or, as is mort"likely, cause the states to reduce benefits,
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redd'6 eligibility or both. In particular a further 3% reduction

in support for those aspects of the program which authorize coverage

for dental care will only assure that dental services will become

less and less available.

Very bluntly it must be pointed out that these reductions will

almost guarantee that low income individuals in this country will

no longer be able to receive even the limited dental benefits which

currently have been made available.

The dental profession is generally in support of efforts to

control federal spending as a means of reviving the nation's

economy. The profession has absorbed its share and more of these

cuts. Nevertheless, the Association must object at this time be-

cause of the very severe consequences which will be felt by low

income individuals as a result of enactment of this proposal. Many

programs including Medicaid already have faced significant reductions.

There probably are areas where further cuts can be made. But in

the interest of the health of more than 10 million low income adults

these additional Medicaid cuts should not be enacted.

Thank you for your consideration of our views.
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