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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. .

I(;rgsex:lt: 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. Rainei. 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 7T. CLOUD, M.D., PRESIDENT, AMERICAN
MEDICAL ASSOCIATION, CHICAGO, ILL.

Dr. CLoup. 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 Mpractice 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
opﬁ)rtunity 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 darograms.

We have been asked to appear today to comment on changes in
the medicare program as proposed by the administration designed

(1)
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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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Mr. Chairman and Members of the Coumittee:

My name is Daniel T. Cloud, M.D. I am a pediatric surgeon in
practice in Phoenix, Arfzona, and President of the American Medical
Association. With me i{s 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 Legislat{on. “

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 1is
1ncreasin§. 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.



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 citizems.

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 {nterest rates.

However, in recent years the expansion of entitlement programs by the
federal government has led to the situation where Congress has littl;
control over the major portions of the federal budget. Now that other
program changes are in place, Congress should turn its attention to
teform of entitlement programs.

The Administration has proposed numerous changes in the Medicare and
Medicaid programs designed to generate approximately $5.5 billion in
federaI‘Budget gavings. 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. N

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 governﬁent 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 Medical Association will take the initiative {n this
area. There i{s 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, Mr. Chairman, there should be no sacred programa; A
primary goal should be to meet the needs through governmental resources
for those not able Eo pro;ide for themselves.

Mr. Chairman, health care is too important to reside within a Cabinet
Department that has a major share of its activity devoted to welfare.
Health care matters should belong within a disti{nct Department of Health,
both at the federal and state levels.

i Today we have not spoken about certain program provisions that
specifically address prévidet 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
agside individual self interest and join us in evaluating the overall
gituation 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 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.

Lét ne make»it clear'that this statement is ;>signal from the
American Medical Aasociation\zﬁat 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. CLoup. 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 determined-about 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 not injure the quality of care. One that we can
afford. It appears to us that while you may be able to reduce costs
in some specilic areas, that the cost even alter 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. CLoup. 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 Jocations. 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, |
should be able to charge less.

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

Mr. RaINEY. | was going to extend that a little bit. 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 Lo 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 u
about 19 percent. We are talking about hospitals. But they don’t
p};xt people in hospitals, the doctors do so you get a little credit for
that. -

Dr. CLoup. 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 wf‘(y we think that a simplistic aEproach
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 CHAaIRMAN. 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
engull 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. CLoup. 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. Croup. Well, Mr. Chairman, 1 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-tegether
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
som]ehow 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.
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Senator DURENBERGER. And | 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 & 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
palziing l{mtients as a result of Medicare and Medicaid cuts.

r. 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 know—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, | 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

"that would be wrong. I think we are placing the problem on the
back of the wrong individual if you Klace 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 the

ieces of evidence cited the other day in the testimony of Secretary

hweiker 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 ﬁxe times what you pay for a similar service for a private pa-
tient?

Dr. CLoup. 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 unlike(liy. 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? - A

Dr. RAiNEY. | 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 1
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
bl:xryigg 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 B’iue 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-
ninoitted 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 office
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 effort and professional judgment to treat. That patient

is 2 medicare recipient. | 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. They don’t have anything.
_Senator CHAFEE. 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. Croup. 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. CLoup. 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 elsé is 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 effort 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
swegt 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. CLoup. Senator Chafee, if I could respond to that.

Senator CHAFEE. Yes.

Dr. CLoup. 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. Croup. 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. Croup. 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. (}?loud, how do physicians make these important financial deci-
sions?

Dr. CrLoup. 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 inmrthe selection of the payment for and the eval-
uation of his or her own ctare—and 1 hope will avoid, because of

rice consciousness, will avoid excesses and abuses in the system. I

ope 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
ﬁrovitgrf to everyone who needs that technology the opportunity to

ave 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 $118 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.

92-616 O0—82—2 -
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'I‘]he CHAIRMAN. We assumed that at_the 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. Croubp. If you need a good pediatric surgeon, Senator.

The CHAIRMAN. Well, we're working on that, too, but——

D]r. Croup. 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. Croup. Thank you very much, sir.

Dr. RAiNgy. 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. CarpweLL. 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-
hv, I think they are going to take us another step toward a basic

istortion 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.
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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 (it 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 rtns 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-
{;)ra;gting who will have to administer it, it is the right approach, we

elieve.

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-
nershig between the Government and the medicare contractors is
in doubt.

Thank you.

- . [The prepared statement follows:]
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StAaTEMENT 1Y BLuk Cross AND BLUE SHIELD ASSOCIATIONS

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 fur 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, unionsrand insurers to individual citizens who buy

insurance or who self-insure.

Mr. Chairman, we understand and share the cause of constraining the
Federal budget. 0ne~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 efficieq} management of the
Madicare program. But, we believe that the process must be carried out
within a phblic 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:

1) Their effect on the basic objectives of Medicare: how
. N -
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 influéhce 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.

o First, limits and caps impesed 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 consigtent 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 exampie,
after years of deferring increases in the Medicare deductibles
the 1982 budget 1né1uded an abrupt increase -- an increase

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

beneficiaries, but also their Medigap premiums.

The 1list 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 rigk. For example,

-

the 1983 cuts would ~--

) 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 eligibiliey.
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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.

o Establish a 5 percent coinsurance for home health benefits --

another increase in beneficiary out-of-pocket costs.

o Delay updating physiclian 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

i{s 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\Program to a second class

program. -

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

I would like to comment on briefly ia 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 contractbr
operations intermediaries and carriers have, at the direction of the
Health Care Financing Administration, had to terminate or curtail a
number of functfons which control the expenditure of benefit dollars.
Medical and uti{izaéion review, which is the best front-line defense
against program abuse and fraud, has been virtually eliminated. Audit
activities, which yielded a 26 to 1 éavings 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 hav; 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. BURTON, SENIOR VICE PRESIDENT,
AETNA LIFE & CASUALTY CO., ON BEIALF OF THE HEALTIH IN-
SURANCE ASSOCIATION OF AMERICA, WASHINGTON, D.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 recommendations. )

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 is7approved.

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’s_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 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.



23

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, provided 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 CHalRMAN. Yes.

Mr. BurTtoN. Also, Mr. Chairman, insofar as the proposals for a
change in medicare responsibilities for the working aged, we think
the proposal has merit. Qur 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 exceptioﬁ 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.n the practice

of cost-shifting from the public to the private sector.
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This is how it works. Under thé'ﬁayment 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 replaéé-
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 ”hoséital 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
thgt 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
athntion to the man who drowned in the river which was only one
foot deep -- on the average;

w; 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 situatior is growing worse, not better. From 1975 to
1979, the differential rose from $12 to $41 per adjusted p&éient
day, an incfease 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 té&uéiion ih 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/ Nadicaid payments is cost-shifting to private patients,
not cost containment.

These grbwing 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/nedicaid-cost-reimbursement patients have extraordinary
shortfalls and differentials. At these hospitals, there are fewer
patients who pay fulf-charges, and the hospitals are unable to
shiét their ibssea 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\g?e dilemma to us this way:

“Today, at-Greater Southeast Community Hospital (in Washington, ~e-
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. o

"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
govérnment 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 retréspective
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. 1Is it any
wonder that Medicare/Medicaid expenditures began to outstrip

general inflation in the economy?
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What of solutions? The Congress made a beginning last year
wﬁen 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 urder
Section 222 of the Social Security Amendments of 1972. This
gection 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

92-818 0—82——38
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these systems providé positive incentives for reducing overall
haspital 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 are encouraged to achieve savings by
increasing their operating efficiency. By reducing operating
below approved revenue levels, a hospital can produce a suéblus
that can be used at its discretion. It can be applied to new
programs, services, or simply contributed to the hosp;tal'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-
ﬁent 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
Medicaiad 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. 09r support
for cost containment measures in the health field has been second

to none. Most recently, in January of this year, the HIAA joined
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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
statemen£~ca11ing fo;‘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% a;ross—the-board reduction in Federal reimbursements to hospitals
for the care of Medicare patients, as well as any other arbitr{ry
cuts in payments to providers which do not in reality represent
true program cost redﬁctions,but are merely the shifting of present
costs to othef 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 Eéir for the ésvernment 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 qhality. It is using naked economic power th7t comes

from the hospital's dependence on government patients and the full
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power of government to arbitrarily reduce its expenses across the
boﬁrd. take it or.leave it. -

Nor is the proposal cost containmeﬁt, 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 Q;y 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. i/

There are, on the other hand, practical séeps 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 demaﬁds 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, d;ctors, 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
perfqrmed 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 gserves 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. 1In 1972 it cost 3.4 percent
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‘ofrthe total program for administration. Today that figure has
been cut in half. Our record for consistently lowering the costd
of claims administration despite inflation and increasing work-~
loads is clear. .

However, the budgets for Medicare Cogtractors for FY 1981,
1982, and now proposed for 1983 are so seriously under-funded that
they jeopardize the partnership built Qo carefully over 15 years.

The tail is wagging the dog. Budget cuts have forced us to give
up the traine&'professional personnel we need to adequately super-
vigse 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 pohnd 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. T 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’t 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. BurTOoN. I'm sorry.

The CHairmMAN. Fiscal year 1983, for example?

Mr. BurTtoN. 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. CArRbpWELL. 1 have to be very frank with you. I don’t think
you ‘could set an effect of grospective reimbursement system in
lace in time to help the 1983 budget. Maybe the very outer edge of
i;te at best. But, I still think it’s the thing to do, and the sooner the
tter. : :
On your basic- ?uestion 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, A

Mr. CArpwELL. 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 spokesiman.

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 Fassed 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

roblems. 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. CArbwELL. Well, I think some of the changes that are before
you will have the consequence of taking money out of the hands of
goor people. Others won't. The idea of changing the month of eligi-

ility 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 have
“private 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 the
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. CArpwELL. 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. CArpWELL. I will have to say to you that every savings item
' E\;ou have got on that list is exaggerated. And I say that from a

ackground of having myself exaggerated similar estimates.
[Laughter.]D

Senator DURENBERGER. 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
n'ln'e;dicare, the John Heinz proposal, or the administration’s propos-
a

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
.thati{ 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
i[;)ilans----is froth with difficulty, and unlikely to achieve the objec-

ves. .

Senator DURENBERGER. All right. We have now addressed two of
the major long-term proposals that have been suﬁported 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;

ou 0ppose choice; you oppose competition; you oppose capitation.
hat’s the Health Insurance Association of America’s answer to
the high cost of health care?

Mr. BurTtoNn. 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 DURENBERGER. Well, I have just given you some long-
term fu?ndamental 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 responsibilitly. 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 1put more cosharing and co-
payment arrangements into insurance plans.

nsurance 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. CaArDWELL. 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 dof’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 underwriting 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 President, 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 Senator Long. -

Senator CHAFEE. Mr. Cardwell, you say on page 6 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
pull 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 goingb 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 patients in Caljfornia, 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 céuntry. I asked them
what rewards they fgot 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-
everNbecguse 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. | think there are some incentives.
~ Senator CHAFEE. What? . B

Mr. CArpwELL. 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 alone puts the contractor under considerable pressure to im-
fp.rove his performance and to improve his efficiency. That’s the

irst 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
cagacity to carry on their general business.

enator 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-
ive.

Senator CHAFEE. Yes, but do people lose the business? When was
the last fiscal intermediary knocked out?

Mr. CArpwELL. 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. CArRDWELL. I guess the last one I would give you would be
Memphis, Tenn., in medicare. :

Senator CHAFEE. Thank you.

The CHAIRMAN. Senator Long.

Senator LoNag. I'd just like to say a couple of things. One of them
is that this 2-percent solution standing alone, in 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 ﬁercent 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 timeé 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 1s 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 we, that a tax on the sick is
about as illogical as anything that we can conceive of? A tax on
being-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 probabl
has ‘more experience than any of you. But it seems to me the ad-

.__mipistration 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 nothini.

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-
:als could be useful. I just wondered what your thought is about

at. -

— Mr. CArRDWELL. I think that would be a question better put to the
An}llexiican Hospital Assoeiation. 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 your broad experience you would have an
opinion. [Laughter.]

Ser;ator Byrp. 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 ByYRD. In excess of what?

Mr. CARDWELL. I think it probably runs in excess of $200 a day. I
haven't tracked it lately.

Senator BYrp. Well, I would think that your organization would
be right on top of that figure. )

Mr. CArRDWELL. 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.

Senator BYrRD. The Secretary of HHS said a couple of days ago
that it is $245 a day. -

Mr. CARDWELL. That's probably right.

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

r. CARDWELL. As a matter of fact, it will go up. Yes.

Senator Byrp. 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. CArpweLL. Yes. I thought we suggested that prospective re-
imbursement and improved utilization review would both help.

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

Mr. CArRDWELL. 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 Byrp. 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
to put some counter pressures on that. But I can’t be sure.

enator Byrp. 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 Grassley. A ;

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. CarpweLL. We will be glad to consult if you want us to
during gour process. We will be glad to try to help. A

The CHAIRMAN. Because we do have a short-term problem, and 1
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.. i

Mr. CArRpwELL. 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, PRI';SIDENT,
AMERICAN HOSPITAL ASSOCIATION, CHICAGO; ILL.

Mr. McMaAHON. 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
an{how.

"It seems to me. that we have to address, and I am ready 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 worklng 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 t6 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 famlly 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 testimiony, 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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STATEMENT OF THE AMERICAN BOSPITAL ASSOCIATION
T0 THE COMOTIEE ON FINANCE
UNITED STATES SENATR
ON THE ADMINISTRATION'S BUDGET PROPOSALS
FOR FISCAL YEAR 1983

March 12, 1982

Mr. Chairman, I am John Alexander McMahon, President of the American Hospital
Association (AHA). The ABA, vhich represents over 6,100 member hospitals and
health care institutions, as well as more than 30,000 personal aembers, is
plessed to have this opportunity to proscnt'ito viewvs on President Reagan's
Fiscal Year 1983Abu§sct proposals as they would-ntf;ct the programs under the
jurisdiction of the Finance Committes.

It is important to note at the outset that my testimony today provides only a
preliminary reaction to some of the Msdicare, Medicaid and revenus propoo;la
recommended by Prasident Resgan for Fiscal Year 1983. Detailed comments aust
awvait release of the Administration's proposed legislation and s clearer
statement of its regulatory initiatives. I hope the Committee will provide us
with an oppor:uniﬁy to provide comments on actual legislative proposals before

they are considerad.



MEDICARE

Background -

N
The FY 1983 Medicare proposalb 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 hao-_
proved ‘to be ineffective and couaterproductive.
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, whicﬁ we understand ;111 be announced shortly.
AHA has encouraged further consideration of consumer choice plans and we have
provided advice and assistance to the Adn;ﬁicttation and to Congressional

sponsors of such legislation.

AHA also is encouraging closer attention to the possidility 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 AEA stands ready to provide whatever assistance is

requested.

Hospitals, for their part, share the concern of the Administration and nanj tn"
Congress over the continugd 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
Revievw 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'becpne ineffective and therefore needlessly burdensome
did hospitals call for their re;enl. Hogpitals also have worked among them—
selves to restrain costs, responding to a challenge in 1977 from the House
Ways and ﬁ;sna Committee's chairman to estabiish, alonglwith 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 inftiative in
voluntary cost containment--~locally-based coalitions of business, labor,
insurefs; providers and other interested parties working together to enable

=

hospitals to restrain cost growth more effectively.

But despite hospitals' own efforts, déspite 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 othori and jeopardizing some insti-
tutions'’ viubiltiy. Yet hospitals are expected to meet increasing demand for
health care services under an 1n;uflnca system, governmental and private,
vhich by providing colprehenaivo health insurance encourages that demand to
grow. The Committee shouléﬁbe reminded that federal and state law combine
with community expectations to require that hospitals render care to those who
ask for it. As lbng 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 wust 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 Medicareé Costs: The Reagan Administration

proposes to reduce Medicare reimbursement to all hospitals by 2 percent. In
addition, hospitals would be prohibited froam billing beneficiaries for these
unreimburged costs. The Administration justifies this provision by saying
that the proposal would affect all hospitals equally and would be

administratively easy to implement.

AHA strongly opposes the 2 percent across~the-board reduction. This proposal
nefther recognizes the efficient hospital nor spreads the burden equally--two

goals of this Administration. It actually would penalize those hospitals that
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have been uoit active in controlling Medicare costs. Under the proposal, no
matter how coft efficient a hospital actually is, it would etill 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 somevwhat ironic that, under the
Administration's budget proposal, the more committed a hospital ie 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 th;ir costs
to other payers. Yet for many hospitals with high Medicare patient ldadc,
which also are likely to have high Medicaid and medically indigent loagp,
there are few, 1f 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 g?lélz Tax to Federal

Employen 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. AﬁA
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 theé financial stability of the Hospital Insurance fund.
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Reimburse Radiologists-and Pathologists at 80 Percunt of Charges: Wille
reserving judgment on this proposal, 1 must point out the impact which would

result. The 20 percent coinsursuce which would be instituted for these
ssrvices would be borne by Medicare beneficiaries. For hospitals which have
contractual agreements with medical np;cialictn, the shortfall in
reimbursement would necessitate that a hocpitul bill the patfent 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 le;;ices in large neasure to overcome complicated billing p;ocedurca

which this proposal would reinstate.

Establish a Single Reimbursement Limit for Skilled Nursing Facilities and Home

Bealth Agencies (SNF/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 freestanding home health agencies.

AHA 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
leverelylill 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 ggrvices.
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Eliminate Waiver of Liahility: This proposal would eliminate the waiver of

l4ability 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 ABA»believes there is no reason to penalize hospitals which have made
efforts in good faith to provide needed services--services dfdered by physi-
cians and other professionals. There 1s no evidence that hospitals have
abused this waiver authority. Rapeq}ing it would only increase existing bad
debt problems, and force hospica;a to take measures to asgsure that their

gérvices 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 exce;; of $300 million are anticipated. One facet merits comment
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 curreant arrangement, which has proved to be workable and which
allowe the Health Care Financing Administration to overturn the providers'
nominations {f they are unacceptable. Provider-intermediary relatfonships are
crucial to the smooth operation of the Medicare program, with its myriad rules
and procedures, and the constant.flow of program éhanges which affect reim-

bursement. 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 disruﬁtié; of the day-to~day
operation of the Medicare program. '
~—
Expand Section 223 Limits: -Although not included in th; Adminietration's FY
1983 budget tdébuiondation¢1'expnnoion of controls under Section 223 (of
P.L.92-603)* {s under active preparation at HHS and ve understand is being
considered by some on this Committes. These new controls would apply to total
Medicara hospital costs on a per edmission basis with the possibility of some

type of hospital case mix adjustment factor.

The AHA is quite alarmed over the pglalblc extension of these limits to total
costs. We view extension of Section 223 authority as merely a mechanisa to

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

The Dapartment of Health and Hu-nn Services has had difficulty in developing
an equitable and workable uethodology for this type of regulation. Since wve
do not know the details of what HES or this Co-Lttcn is considering wve tsake
the opportunity today only to raise the issue and request further discussions

with you.

Medicare Coucluuiqn

Mr, Chairman, the Administration’'s FY 1983 Medicare proposals contain both
encouraging and discouraging elements. To the extent these proposals move
#Section 223 provides broad authority to the Department of Health and Human

Services to impose limits on Medicare reimbursement to hocpttalg\nnd some
other providers.
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toward addressing fundamentsl questions of restructuring health care financ-
ing, AHA recommends furthsr 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 the growth of health care expen-
ditures. We cannot accept mere tinkering that imposes the wrong incentives on .
Medicare pstients and providers. We look forward to working with you onn fun-

damental c&nge.
= MEDICAID

Mr. Chairman, the AHA would now turn to those FY 1983 budget proposals
affecting the Mediceid program. I would preface our remarks on apec_ific
upeefs of those proposals by commenting that we have viewed with great

' interest the President's state~of-the-union comments suggesting a federal
assunption of the Medicaid program. While there are many aspects of such a
shift of program responsibility which we find worthy of additional discussion,
ve also recognize that that shift would render unne.cuury 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 eavironment.



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 may well
achieve short-run savings in PY 1983. But we fear that the Ions—tern
consequences og such an action will serve only to tnet;ale the nation's
overall health care bill in future years. Reduction of the federal match at a
time vhen states are themselves experiencing fiscal stress V11iwinev1tnb1y
result in a greater portion of the bill foruoetvicol provided to the indigent
being ablorbed by hospitals as bad debts. Shifting the cost of such services
to hospitals, particularly té public institutions and other hospitals with

high Medicaid patient loads, would further damage these already financially

distressed institutions.

We are concerned also that dany of the health services provided in the
optional category fall in the preventive category. As we all know, deferral
of preventive treatmenit will in the long term result in greater expenditures
on tllnilsea which mfght have been prevented. BEspecially in instances in
which states such as New York and California provide a full range of
"discretionary services, ve fear that excessive health care burdens will be

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

matching rate is reduced.



Copayments

AHA generally supports incentives for more respoasible use of health care

resources by beneficiaries. We question, however, whether nominal copayments
pfor Medicaid services is the most appropriate way to achieve that goal. We
fear that the Administration's proposal would only increase hospital bad
debte. Hospitals will be reluctant to -force collection of such small sums,
espccially_uince‘the Medicaid identification card does not distinguish between

~}:ategoricany and medically eligible beneficiarieas.

~ B%tor Rate hnduction

We regard a phase~in full state responsibility for any erroneous payments
under Medicaid as entirely inappropriate. Given a federal p;;Era- as
extenéiverand c;nplex aa>Hed1cnid, and given the constant movement of
individuals in and out of the program as their gligibilicy changes, it is
unreasonable to expect stat;s to achieve error-free administration.

Bligibili€y Extension

E_ggé_g;go must oppose a reduction to one month in the sutomatic 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

v

~~
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require a transitional period before private insurance hcncflgo are provided.
One month is simply insufficient for that transition. I1f the Committee does,
howvever, feel some action is necessary in this area, AHA recommends two

months, instead of the curreat fout; as a more appropriate transitional period,

PSRO/UTILIZATION REVIEW —
The Administration has proposed izﬁeal of the Professional Standards Review
Organization érsxoz'progran in 4ts FY 1983 budget. AHA fully endorses thia
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 hind(rcd adaptation to local needs. And the program has
unsuccegsfully 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 1£f fedgfal mandates are removed. The private sector, voluntary
organizations, and local sovirnnentc will 1n1t1;te and fund these review
sctivities where they believe they areiﬁeeded. 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 AHA House of Delegates resolution last year calling for repeal of the PSRO

law also declared that PSRO repeal shoyld 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 progranms.

-

The AHA supports voluntary utilization review by héspital-. There are ~
numerous incentives for hospitals to'perforn utilization review. _Ehe Joint
Commission on Accreditation of Hospitals (JCAH), which accredits 5,000
institutions, requires both utilization review and quality assurance standards

in its criteria for accreditation.

The AHA 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 probléems were federal

-~

requirements-for review committee composition, inconsistent review

requirements for Medicare and Medicaid, and confidcnf:nlity of review data.
A 197§>court action enjoineéd portions of the regulations, leaving the program

requirements confusing and incomplete. New final regulations have not bean

issued.
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In a recently released draft Intermediary Letter, HCFA has proposed that, in
.tho absence of PSROs, Medicare fiscal intermediaries be allowed to perform
medical reviews of inpatient hospital services in whatever manner they choose
80 long as federally determined "benefit savings targets” are met or
exceeded. AHA believes that such an approach should not be tied to
predetermined cost savings targets. HCFA proposes a system of fixed
dollar-amount savings, wvhich can only be labelled an arbitrary quota system.
Such~a system fails to recognize those hospitals already performing ofé;ctivc
revievs and could result in unfair denisl of payments to hospitals.

PSRO/Utilization Review Conclusion

The Administration propossl would ultimately set at odds those cost-efficiency
and quality of care considerations that are inhereant in the utilization review
concept. - AHA urges that medical qualifications of staff performing medical
revievw for the fiscal 1nt:rledtnrios be comparable to the qualifications of
staff performing that function in the institution, or a nutuaily agreed upon

level of qualification.

TAX-EXEMPT BONDS

On the revenue side of the Administration's budget, one element of great
concern to AHA is the Treasury Department's proposal to impose restrictions on

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

~
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. What we know of the proposal is derived from Secretary Regan's testimony
before this Committee on February 23 and a detailed statement issued by the
Treasury Departaent on February 26. As we understand it, Qctual legislation
has not yet been transmitted to Congress.

Based on available information, AHA is etrongly opposed to the application of )
these conditions to hospital use ofAt:x-exenpt 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 governnent_il 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 nuniéipal 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~exeapt bonds
meet a public need. By including hospitals in its proposal, the Treasury
Department reveals its shortsighted concentration on revenue enhancement, to
thg exclusion of another crucial public policy 1§§ue--heq}th care costs.
Moreover, the Department has revealad 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—exenpl

financing plays in hoaspital projects.
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Tax-exenpt financing is vitally important to minimizing the cost of hospital
capital projects. From 1971 through 1981, the value of hospital bonds issued
grev from $0.26 billion to $5.04 billion. 1In 1981, hospital bonds accounted
for 11 percent of the totnlklons-terl. tax-exempt volume of $45.7 billion. In
general, the interest rate for tax-exempt bonds is about 3 percentage points
lower than conpnrable—taxnble obligations. During part of 1981, there was as
nuch as a 30 percent differential between interest rates for tax—exempt and

taxable bonds.

It {s not true, as some have conternded,-that the growing use of tax-exempt
financing by hospitals has contributed to a growth in capital expenditures.

In fact; there is no demonstrated relationship. During t;; period 1973A“
through 1979, when the proportion of hospital construction financed with
tax~exenpt bonds ross from 21 percent to 49 percent, private hospital
construction spending was relatively stable, riaing’fron $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~exeapt financing is restricted, hospitals will turn to yet other
sources, primarily the taxable market, thch are more costly. The markets
view nonprofit hospitals as a less desirable long~term risk, besluse of the
increasing revenue shortfalls caused by government policies; thus, hospitals

pay a preaium in higher interest rates and eho}ter terms.



60

Under the Department's proposal, eight conditions would have to be met, in
addition to those now in law, for the use of tax-exempt financing by nonpug;ic
entities. 7Two of these conditions clearly are inasppropriately applied to

hospitals and would seriously impede access to *sx-exempt financing:

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

elected unit of government or by referendum; and

~-=the tuquireibnt that, after 1985, the unit of government issuing
the bond contribute 1 percent of the project cost, either diraetli-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 exigting combination of government oversight, can there be any doubt
that an approved hospital capital project ue;to every conceivable local, state

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

inappropriate because:

=~by federal and state law, 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

S~

-

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

construction assistance under the Hill-Burton progza;.

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.

92-616 0—82—5
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Financisl Contributiom

By requiring a substantial financial contribution from the unit of government
1ssuing the bond, the Treasury Department's proposal effectively would
rec;tict hospital tax-exempt financing to localities vﬁich can afford to
contributaf and deny it in those areas wher; governments are under severe
Afiucal con.tfnintl, despite the demonstrated need for the hospital capital

. project. This federal rationing of tax-exeapt financing would bear no valid.
relationship to “"public purpo;o.' Hospitals, whether public or private, are
important community resources, with a significant--and sometimes exclusive--
réle, in meeting public health care needu- This is particularly true in rural
.and inner city areas in which financially strapped governments quld 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 wvould increase
health care costs. The proposal also would r.:.éé 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 AHA does not disagree with the Department's goal of tracking sele of

bonds for tax purposes, it must be pointed out that bond users (e,

N~
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hospitals) commonly are required to pay any registration costs, which can be
significant. The committee should consider whethere the value of registration

outweighs the added costs to hospital capital projects.

Arbitrage Limit

Since the details of the proposal are not available, it 1s difficult to make a
definitive comment. However, we must point out that Medicare curreatly
imposes an arbitrage rule, which may make the Treasury Departaent'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-Exenpt Bonds Conclusion

AHA recommends that the Treasury Department's proposed limits not be applied
to hospital use of tax-exempt financing. At a minimum, 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. .

Erom 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
area. 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 discussions 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 you to 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
mclaasures, 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 to get 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. B

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 and 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 health plan,
albeit a very conservative, limited [)lan. hile others had talked of
plans costing $100 billion or $30 billion, the Financé 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 ive back of a portion, say 10 percent of
any savings l)l:ou proposed 1 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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our budget line by line, but be a partner with the State, county,
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 12,01982

Mr. Chairman, Members of the Committee, I am Dr. Jim
Mongan.'ExecuciVE Difgctor 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 citlies, )

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.

+ -1 appreciate the opportuniti, as.a'former member of

:Le professional staff of this Committee, to return to

this room I know so well, sit on the othex 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'lo

" years, I fully apprecliate the cost and budgetary issues

this Commitcée must wrestle with and the hard decisions

which must oftemr—be made.
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1 believe I can also now speak for the "troops" in
the public hospital field who recognize the hard decisions
you_must make, for as local governmental entities we must  --
routinely make sensitive and difficult decisions ourselves.
And it is precisely that shared séﬁsitivfﬁy which impels
me to caution you to make your current decisions with a
view towards the special peril faced today by public
ho;pitals a&E-Othrwhbspitals serving the poor.

I.ASuch hospitals are caught today in deadly pincéfs --
" "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 indiéent and uninsured patients as a resulzhbf tﬁ;
wofgg;;;gﬁzéonomy. )

1 would lige to acgomp;ish three things in the brief
time we have this morning: ‘ B

-- 0 Give you a bit of background on public hospitals

/—=tr~general and our hospital in particular; —_—

o Flesh out for you our current financial plight; —
7——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-tailored 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 of many of our special problems.

We provide a broad range of expensive specialty
services which ;érve 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 alcoholism _service and large outpatient clinies,

In major urban areas, public hospitals represent
just 1.6% of the hospitals, yet provide almost

25% of the outpatient clinic services.

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,

We serve the sickest patients, ranging from high-risk —
pregnant teenagers, to the infirm aged poor (who

often rely on both Medicare and Medicaid), to the

victims of éevere accidents and‘injuries. You find

few patients in our hospitals with simple uncomplicated

diagnoses.

——

Finally, we are financed in a fashion very different
than standard community hospitals., We tend to have .
high §;sts. 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“acuté hbspital in
Eastern Jackson County, and ; large 208-bed skilled
‘nursing facilty adjacent té the smaller hospital.

We employ. just under 2,000 people, which makes us )
the twentieth largest ;hployer 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.

) 1 just spent a few minutes emphasizing how public
hospitals are different -- let me underscore that by

some specifics from our facility.

o 1 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 -- n&t Medicare, not Medicaid, and not private

insurance. Parenthetically, Mr, Chairman, 1 well
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remenber 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 humber, 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 fiil 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 facllity to meet them. The abstract

discussion has fast become a reality for me,

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 ser;ices_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 Departmené, 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. .gr. Chairman, I had been in my new position
for 2 weeks last summer when I saw vividly what this
service means to a community. The Hyatt Regency
Rotel 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 theré. I hope for the community's sake that

that level of service can be maintained.

I said public hospitals are financed differently
than standard community hospitals. An average
hospital may receive some 60% of its revenue from
private 1nsﬁrance. 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% Erom private insurance and
private pay, and ioz from grants and University

money. This leaves aboﬁt 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 cﬁrrent fiscal year we have been faced
with two serious cuts fn 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 ;etiously: 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 }rimarily from three State Medicaid changes:
a ceiling on per diem payments, arbitrary length of stay
limitations which do not take 1nto-account-comp1ex cases,
and cuts in general relief éoverage for indigent patients.
.Please note that not one of these changes has resulted in
a redgéﬁian 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, 1 have never seen a large institution
without some fat in it, and we cut that fat. But f-can
recognize'bone and weiiegan 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 rehabilitation proéram.
We have had tonréduce some ;ervice; in our pharmacy, ‘We
were getting close to having £o 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 Washington, 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 fesult 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
_p;oportion 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 reductionswproposed by the Adminisf;acion
this year. ) -

Mr. Chairman, we run a superb hospital and provide

medical care of the highest quality, We will not let



- 77

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 1f we are to

continue to do so.

RECOMMENDATIONS

~——

My first recommendation would be to avoid, if possible,.
"further cuts in health gpending 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 de§astating
to the national health.

1f you find you mugf cut further this year, tﬁere

are a few recommendations I would make:

o Stop cutting Médicaid 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 abso;$ reduced matchiﬁg rates for
certain services or beneficiaries. At best, they
pass ‘t on through arbitrary reductioqf in povments.

At worst, people lose eligibility altogether --

- 92-615 0—82—§
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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.

Mandate that the Department clarify and vigorous1y
enforce the provision in last year's Recénciliation ‘
Act that instructs the State to givé:speqial consideration
to those hospitals which serve disproportionate numbers
of low income pati;nts. 1f 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.

Finally - I have a modest proposal. 1It's been only

two years since I sat before this Committee workinfsé—_\‘
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 carefgl 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 talk;pg‘abbut cutting sums of that magnitude
from Medicare and Medicaid. But if you fina you ‘
must do so, you ﬁay want to consider doing so in -
a Way that leaves our ﬁealth 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.a proportion of what ever you feel you must

T ~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 d;éigned to provide
institutional suoport 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,
1nstitutions‘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 1line by line -- but be 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. Mr. Chairman, I may blow any opportunity I have
for office in the American Hospital Association by too much direct
comment on that. I 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. L

Mr. McMaHON. You are right that costs 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. McMaAHON. 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 Erospec-
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.

-

-~



81 -

The CHAIRMAN. And [ 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 §6me 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 prospectivé 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 doinn'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. McMaAHON. 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. B

Mr. McMAHON. Absolutely. '

The CHAIRMAN. You've been here many, many 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. N

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, too. 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. The
didn't believe that we should make additional cuts, even thou,
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 tyour entire statement and other statements will be made
a part of the record in full although you have summarized them.

nator Durenberger.

DURENBERGER. In light of the unique natureé 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 hayve spoken of a stronger State role in containin
costs. Obviously, public hospitals have an essential State and loca -
role in caring. for 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-
~ ministration to give you the answers. Don’t wait for Congress to
give you the answers. You are the people that are dealing with it

Zevery day. 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. - R

1 agree that a federalized medicaid program itself again changes

Z 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. 1 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

_; _ passed first.
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Senator DURENBERGER. Alex? .

Mr. McMaHoON. 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 [l)ayment 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,
Erevious health conditions, and community cost. But I am told we

ave a substantial problem when we try to apply prospective reim-
bursement to the neady because of eligibility status and differences
in age, sex, and family size. \ o

“How do you apply dyour recommendations for prospective reim-
bursement to medicaid or to the needy part of this system?

Mr. McMaAHoON. 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 mone
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 describéd earlier.
Then you have to drop some things that maybe have a lower 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. McMaHoON. I agree.

The CHAIRMAN. Senator Long.

Senator LoNG. You are fairly familiar, I believe, with my -views
toward putting Keople to work rather than just pa'yinlg 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 care 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 makini no contribution. : A ‘

Now, in 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? -

e _

-
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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 proi)losed 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 paR' the money directli 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 statf, 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 ﬁaiy 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.
'I‘haht’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 te 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-
allg sympathetic. - .

enator 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 Eick, 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 Feneral-
ity that a lot of this money that is going into the unem[})lo ment
insurance. It’s one thing to pagr 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 Yaying 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 LoNGg. 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 smk
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, Washmgton, 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. HERMELIN. 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 relatlons
and public policy.

The Amerlcan 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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STATEMENT 8Y DR. THoMAS G. BELL, ExecuTive Vick PrResipeENT, AMERICAN [HEALTH
CARE ASSOCIATION

Mr cnaié-an and Kenbers of the Committse:

Eho American Health Care Association, the nation's largest

organization of long term care facilities with nearly 8,000
-Aprop;totlry and non-proprietary facilities which serve f;o.ooo
‘ convalescent and chronically {11 of all ages, 1is pleagsed to

Present our recommendations for Fiscal Year 1983 Medicare and

Medicaid budgets and gome long term care related matters. I

am Dr. Thomes '6. Bell, AHCA Bxecutlve_Viqo President, and with
me is Gary P. Capistrant, our Diregtor of Congressional Relations
and Public Poliocy. ’

Pirst, I want to indicate our appreciation for the efforts
of this Committee last year to draft a set of roasonnb}e and
ro-pogaiblo reforms for.. Medicaid and Medicare in light of the
budget directives. The 1981 Medicaid and Medicare paokaqg_nininizodl
the adverse impact of significant budget reductions on recipients,
services, and providers. There is recognition of your interest
to ingstitute policies which encourage more efficient and effective
provision of health sorvicgs to the elderly and poor.

I wiil tocgs on other opportunities for-lnstitutinq cogt-effec—
tive Medicaid and Medicare long term care policies. AHCA urges
the Conmittee to reject ‘proposala which norel§ shitt federal
costs to others or which have severe impacts on certain types
of recipients, services or providers. With the Administration’s

coamitment to soon dring forth two fundamental changes in federal

health care involvement == a competitive health program ind ~

federalization of Medicaid ~— it is particularly an inappropriate
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timckto consider disparate and potentially counterproductive
spending cuts. N
If the Congress insists on deep cuta in these two programs,
we suggest that there is greater opportu;;ty to achieve savings
in Medicare. ™ It 1is our experience that most state Medicaid
programs have been much more aggressive and dnnovative in cost
containment, using such things as prospective payment methods,
. competitive bidding for services and medical items, group health
plan enroliment and utilization safeguards on heavy users of
servicesgs. Furthermore, it should be noted that sugh state efforts
will continue because ot.state budget problems independent of
any further federxral actions.

~—

Prospective Payment System_for Medicare SNFs

-
.

. AHCA recommends_that the Medicare program can_achieve signifi-
cant savings and enhable beneficiaries to _receive the appropriate

services in the leagt cost setting by implementing a prospective

reimburgement system _for skilled nursin facilities SNFsg).

The prospective payment system must include incentives for efficiency
and cost containment.

There 1is a serioﬁs probhlem with the lack of participation
by long ter& care facilities in the Medicare progran. As a
Xxesult, many Medicare beneficiaries in need of SNF .care are
not able to receive the appropriate cafe and are *"backed~-up?

in expensive hospitals longer than necesé;ry awaiting SNF place-
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ment., MNedicare's inappropriate payment systen is the major
reason for the 1lack of participation by SKFs in Medicare. If
Medicare adopted a prospective payment system more SNFs would
participate, —

- beneficiaries would be able to receive needed SNF care more
promptly, and.the Hedicare proqrai would achieve long run savings
by paying for SNF care in lieu of hospital care and by providing
incentives for gi!ioioncy,ghd cost containment. An independent

. #study funded Dby .AHCA, *"Medicare and the Nursing Home Patientt
The High Cost of the Shortage of Medicare-~Certified Skilled
Nursing. Home Beds", which elaborates on many of the points we
yill raise and is available to the Comittee.

At any given time there are 19,000 Medicare henciiciariol
*backed-up” waiting for a SNP bed and Medicare doliars are being

wasted. A national survey undertaken in 1980 Dby the American

Association of Professional Standards Review Organizationn indicated

that Medicare wvas paytnqlzor sore than 6 million days ot hoaﬁital
care per year for patients for whom a bed in an SNF could not
be found. A recent study by the Urdan Institute confirms these
estinates. The study found that because Oof the 1imited access
to nursing home beds, Medicare and Medicaid pay for an estimated
1 to 9.2 nilfzon‘gbspital days per year for patients unable
to £ind a nursing home bed. '
Last year the House Select Committe on Aging reported that
"cutbacks in the Méedicare nursing home program _have resulted

in keeping thousands of older Americans 4in hospitals longer

~



90

than necessary at four times the average daily cost.” The Conmittee.
estipated that “retaining patients in hospitals longer than
necessary 1is costing Medicarde and the nation s1.5 billion a
year.”®
Betfore addressin;» the prospective payment system 1t 4s

girst hg}ptul to review some relevant facts and developments
concerning Medicare and nursing homes. ﬁﬁrstng ~home sgervices
are a small compohsent of Medicare. Less than two percent of
Medicare cost is for nursing homes. Similarly, Medicare accounts
for only g very small proportion, approximately two percent,
of total payments for nq;sinq Nomes. National nursing home
costs are primarily paid by Medicaid (SO percent) and g:rsonal
resourges/tamily support (42 percent).

-~ The nursing home component of Medicare has been steadily
decreasing dboth in terms of coveredhdays (per thousaga\a rollees)“

and in the growth in nursing home .expenditures as compared

hospital expenditures. Nursing home days per thousand enrollees
dropped ;Qer 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 availble. In 1980, Congress was concerned about the 3inadequate
access of Medicare patients to SNFs and instructed HCFA to
study the causes and the extent to which laws and regulations
d;scouraqe Medicare participation. In response,. HCFA funded

a study by the Urban 1Institute which was recently completed-
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*Medicare and Medicaid Patients' Access to Skilled Nureing Facil-
ities. The HCFA report was due in Dcconber, 1981,

The Urdban Institute study snpporti the finding thgé Medicare
patients do not have adequate access to SNF beds lecause of
providers' reluctance to participate in the program and/or adait
Medicare patients.

Some of the findings and conclusions of the study aret

° Medicare and Medicaid patients have problems obtaining

the nursing home care to which they are entitled.

-] Becaugse of limited access to beds, Medicare and Medicaia

pay for an estimated 1 - 9.2 ni;lgpn hospital days

.- . per year, for patients unable to find -a nursing home

bed. ~

o One-third of the skilled nursing taci;tios participating
in Medicaid do not participate in Medicare.

<o Participating homes may avoid billing Medicare - instead
billing patients direcﬁly or billing Medicaid -~ where
Medicare coverage is uncertain or difficult to acquire.

-] Greater uniformity i4in adminigstration of Medicare’s

nursing home benefit would assure Medicare beneficiaries

® equal access to.the coverags the law provides.

ecotive payment system, more '

o I Medicare us

increa

homes would participate in Medicare,
nunber of beds available to Medicare patientswy
The eroding nursing home -benefit under Medicare must be . ;

__ restored from the perspective of both the baneficiary and the
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. programe. Medicare beneficiaries are entitled to SNP care and
belieQe they will receive this care.. However, because the progranm
does nqp provide suttioienﬁ’acce;s to nursihig homes many benefi-
ciarjes are forced ‘to go without the care they need or are forced
to remain in hospitals, When Dbeneficiaries remain backed-up
in hospitals they are not receiving the appropriate care needed.
A hospital does not provide many of the sergices guch as activity
services and group dining services that Fre appropriate for
patients in need of SNF care. Thus, & patient is maintained
in an {inappropriate, more confined setting than would be best
for the patient's needs.. It should be noted tha£ an increase
in Medicare participation of nursing homes is not an expanéion

of benefits but rather an increase in beneficiary'’s access to

existing benefits. .

Pr&m the prodram's perspective, increasing beneficiary
acciss to nursing homss 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
hogpitais are such that significant savings will not result

from that approach. This is confirmed by the.. Urbar "Institute

o study.

P

e e i

-

The SNF benetits were intended by Congress to be a substitute

——

for more costly hospita)l ‘care in the course of treating an acute

ilfhess..wHQWever. the result of limited nursing home services

S

—~D
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and existing inappropriate policies has been to reduce the elderly'’s
access to covered _care and to escalate Medicare expenditures

for unnecessgary and costly hospital stays. Medicare 43 “penny

vtc,. dollar foolish® in the coverage and accessibility of post-
hogpital extended care services.
" The major reason for tqzelov participation t-‘*thi Medicarie
reimbursement system. The current retrospective reimbursement
systen is unsatisfactory becauss it i1is dinflationary, ocontains
no incentives for ezfioiency. and no financial incentives for
SNP; to participate. A reimdbursement method that allows nursing
homes simply ¢to pass costs through the system without providing
then with any real incentive to cut those costs must be conqiqor.d
inflationary. Hugﬁ of the dAramatic increase in costs for all
health services over the ia-t ten years can b;*;tttgbutod to
tno'usa of retrospective cost reimbursement. When costs are
rotgospecttvoly detorntneqi“ nursing homes caanot detornind at
any‘houont what they will reimbursed and hence 1link the level
of ocare being provided with the reimbursement..they will roc.ivd;
Under such conditions, setting budgets and monitoring partornaiéo
is dAigficult. A nursing home that contains costs and increases
ottictonci‘is penalized by having its reimburement level reduced
by ;ho size ci the saving. Cost reductions only reduce {ncome.
The use of a prospective payment system for nureing homes
i8 not a .-new, untried idea. The virtues of prospective r;lubnrlo-
ment are known. Over two-thirds of the State Medicaid prograns

— Py

have successfully exployed prospective payment systems for nursing ‘ —

. - —
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homes for several years. The experience of states is-that pro-
spective reimbursenent has proven to reduce the growth {n costs
because of provider advantages to nore efficient performances.
One study (Robert Buchanan) California State College) found
that bhetween 1976 and 1977, Medicaid SNF payments inoreased
29 percent less in states that had prospective rate setting
prograns.

Prospective payment rates will instill market forces into
the system. Providers would not have to deal with retroactive
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 protit
if its costs would be kept lover than the rate.

Congrens and tha Administration have continually indicated
that Medicare should adopt a prosepctive payment system. Addition-
ally, the White House Conference on Aging recently recommended
éhat a prospsctive reimbursement system be used under Medicars.
The need, 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
vajluable aexperience to the program and Congress. Since the
expenditures for the SNF component under Medicare are a=inimal
compared to the hospital component, the financial risk to Medicare

and s8killed nursing providers in making a change is much lessg
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than for hospitals.

The next aspect we will address are some of the specifics
of establishing a prospective payment systes. The system must
result in prospective rates that contain incentives for o!!tcioncy;
provide for the adequate reimbursement of property costs, and
alluw owners the opportunity to make a fair return. Additionally,
the systens should reduce adminigtrative ®"red tape," reduce unnec-
essary paperwork, &nd be easy to administer, in contrast to
the ocurrent system vwhich is coaplicated and burdensome for the
provider and the program.

Unlike the existiag payment system, the prospective methodology
nugt provide incentives for efficient operation in order to
restrain the growth in costs. 'Bitictonoy would be encouraged
through the ﬁ;e of pre—-determined rates. Providers able to
Xeed their costs oelow the prospective rate or a target level
would retain the savings tor operating efficiently. Cconversely,
providers unablg to keep tﬁstr costs below the prospective rate
should be responsible for 4ncuring the 1loss. Additionally,
as 4i{n any viable business, an opportunity for adequate return
on investment and fair recognition of property costs are noodﬁd
for renovation, upkeep, and future development. Such fundamentals
sust be part of the Medicare payment system.

Theée 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 vwhereby a ceiling or target
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rate is estadblished. Based on a facility's costs a projected
prospective rate is calculated, If the projected rate {s less
than the target/ceiling a profit factor would be added to the
facility's rate as a reward and incentive for operating efticilently.
The sum would result in the prospsctive rate. The rates ({n
this system would thus be established Sa-od on each facility's
costs.

The second is a flat fee schedule or rate chart approach.
Under this approach Medicare would estadlish 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 gsince . the rate would bé
established independent-.y of their particular costs. In composing
the prospective rate for a geographical area, ho¥WevVer, thes progran
would need to buila 1n.the fundapentals of an opportunity for
profgit, fair recognition of-property costs, and incentives for
efficiency.

In summary, WwWe Dbelisve 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 SNPs 4n
Medicare, reduce the back-up of Medicare patients 1in hospitals,
and reduce the Frowth of provider costs. Thus, Medicare patients
would ba able to receive the medically appropriate 1level of

care in the least costly setting. Moreover, the use of prospective
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paylents for nursing homes would enhable the program to instill
market forcoes into the payment system and gain valuable experiencs
before applying such a system to the more costly hospital cosponent

of the program.

Medicmid Reduction tiona ices an iona) Recipient
-AHCA_ _stro () e __Admini :

to _states for coverage of optional services apd _optional droups

of 4individuals. Long term health care services to the elderly

poor, mentally retarded and other low income Anericans would

be severely harmed by this proposal which would be a 8600 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 its budget recommendations,
leaves the impression that ®optional® is synonymous with “unnec-
essary® or "less than esstential.” In several instances this
is clearly not the cato.' Indeed, {t can be perguasively argued
that many of the optional recipients and optional services are
of a higher priority than some of the required coverages. Sone
services in fact are 1ife sustaining. The fact is that while
they are statutorily "optional,® every state provides ohe 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 tera health care, the 1largest optional
recipient group 18 the “"medically.. needy® who are individuals
with income too high for welfare but who have dncurred 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 4in 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 doth severe and inequitable. The states would
have to increase_spending _for ogtigna; services _and__optional
recipients by 9.8 percent to 26.4 percent just to offset the

proposed 3 percent reducton in (federal cuts in nwmatching 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 sState
the following: 1) the peicentaqe 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 Omnihus Budget Reconciliation Act. An appendix

to the statement provides & breakout for each state of federal
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Medicaid spending for each opéional long term care service and
long term care services for optional groups of recipients.
Both sets of data were prepared Dby .AHCA Dbased on unpublished

FY79 Medicaia statisgtics.

Medicare Skilled Nursing Care Definition ~

One of the major ways for Medicare to provide mors economical
and appropriate services is to allow SNFP coverage for a broader
range of patient needs. Medicare narrowly 1limits coverage to
patients who require daily nursing care or have rehabilitation
potential. A difficult and common situation for nursing home
administrators i3 to have to explain to Medicare patients and
their families the realities of the restricted extended care
coverage. The Hediqare p;oqran has not adapted its SNFP coverage
for the past ten Years to take better advantage of the services
which can be provided in today's long term health care tacilteies.
In particular, . AHCA recommends that Medicare a;iow SNFP_coverage
for care of the terminalliy {11.

We are aware of the Chairman's bill ~to provide Medicars

coverage for hospice care.

We urge consideration be given to the immediate opportunity
to make substanial progress by making this cost-effective expansion
in SNF coverage. Long term health care facilities d4o have,
unfortunately, much experience in care of the dyinq: But Medicare

does not recognize this as a sufficient patient need for SNP.
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coverage. Yet SNFs are often a more appropriate- setting sand
certainly nsuch 1less costly alternative to hospitals in which
most of the Medicare terminal care is currently provided.

Terminally 111 Nedicare patients, the Hospital Insurance
Trust Pund, and skilled nursing facilities could receive inmedi~
ate benefit from the utilization of existing providers, even
with the ocurrent 100 day limit and patient co-insurance, until
the major complex issues about hospice c¢ost c¢ontrols, provider
requirements, and service packages are resolved.

Another cost~ef fective opportunity utilizing 1long term
health care facilities AHCA recosnends is for Medicare patients
receiving chesotherapy or radiation therapy to stay in non-hospital
settings. Skilled nursing and intermediate care facilities
would be well suited to handle the nursing and convalescent

needs of such cancer patients.

Kedicare SNP Prior Hospitalization Requirement

. AHCA _recommends _the elimination of the minimum three day
pPrior  hospitalization _reguirement for Medicare SNF coverage

28 __pProposed 2 1754 3 n nd_ei n :
This change would provide Medicare DbDenetficiaries with ¢greater

flexibility <n their long term ocare coverage and result in lowering
overall costs for both the patient and the Medicare program.
The removal of the requiresent would recognize the legitimate

needs of 4individuals who require only skilled nursing services.
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Because the cost of Medicare services in an SNF 418 far less
than {n Q\ hogpital, the potential for Medicare cost savings
is obvtous-<\

The most thorough, objective examination to date on this
issue {8 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 eéelimination of the requirement. We kxnow of
no Bthor 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 vwho are otherwise eligidble
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 sﬁr.
with Medicare eligibility. There ars also those who “game”
the pro;ram by arranging for unnecessary (and costly) hospital
stayg in order to become eligible for Medicare SNF Dbenefits.
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 recorads,
treatment plan) and the financial disincentives (e.g., ho cost
sharing i3 required. after the hospital deductible until the
6lst 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 such as physician certification and
concurrent utilization review can provide the necessary assurance

and satistatorily replace the expensive hospital “gatekeepers.”

edicare "Spell of Iliness® Deginition

- AHCA recommends e)iminating inconsistencgies _in the "spel]l
of _illness” definition go that a "spoll” ends whep a beneficiary
is_neither upder Medicaxe inpatjent hospital nor SNF . goverade
followed Dby the reguisite time pericd. In general, the Medicare

progran linitl‘ﬁho duration of covered services to the vperiod
between the beginning and ending of a "gpell of illness® Under
present law,a Medicare beneficiary must remain for 60 consecutive
days out of a hospital or SNFP in order to renew Medicare eligibility
for these benefits.

There are 1nconsts€encion in the SNFP criteria used to start
and end a gpell of illness. For purposes of starting a spell
of 1illness and receiving benafits, the beneficiary must be in
a facility which i8 licensed as an SNF, certified under Medicare
as a SNP, and meets all of the program’s requirements for participa-
tion as a SNF. However, for purposes of "classifying® tacilities
to determine if a patient gp no 1longer 4in a %*skilled nursing
facility® and §§us ending a spell of illness, the program uses
an overly broad definition which encompasses many facilities
not certitied 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 NMedicare spell og i{lnoss. As
a result, a bonet}ciary placed in a facility licensed ag an
ICF but which {8 classified by Medicare as providing— skilled
nurgsing care for spell of 1illness purposes will not receive
Medicare coverage when he needs 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 ICF standards
high enough that the residents of these facilities are not able
to end a Medicare “spell of illness® and therefore renew their
eligibility for Heaicar; inpatient coverage to which they are
otherwise entitled. . ’

A similar HCPFA policy adversely affects beneficiary coverage
for durable medical equipment (e.g., oxygen therapy, alternating
“pressurs natt;essas. ana paceggkér monitors). Th; durable medical
equipment {s available to beneficiarieg at home or in an institﬁtion,

other than those meeting the broad definition of SNF. AHCA

reconmends_the Part B __durable medical _equipment _coverage_ _le

available to a_beneficiary who is neither under Medicare inpatient

hospital noxr SNP coverage.
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Hedicare daiver of Liability

AHCA recommends_that the Medicare waiver of liability provision
be_ _retained _ag__an_ _essential element for provider relations.

The vavier of liability for _ providers aoting in *good faith®
is vorking adeguately and should be left alone.

Under the waiver of 1ibility provision, payment 26r services
may be made even if payment would othervise be disallowed 1if
both the provider and Dbeneficiary did not know, and could not
have been reasonadly expected to know that the services would
not be covered.

The Urban 1Institute report, discussed earlier, found one
of the reasons for low Hodiéiro participation of SNFs 4is the
uncertainty and financial risk in accepting Medicare patients.
They concluded the :ollovtnqz-

Medicare deternines coverage retroactively, makes coverage

for other than clearly-defined procedures contingent upon

observed changes 4in a patient’s condition, and extends
coverage for relatively short periods. ?urthornore;

Kedicare evaluates the appropriateness of nursing homes'

clain submissions, and penalizes homes for sgubmitting

claims that are ultinately denied.
In addition, they found widely varying and. often inconsistent

intermediary dintepretations of patient eligiblity based on their

medical condition.
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Many SNFs gave up Medicare participation about ten Yyears
ago because of massive retroactive denials of claims. The vaiver
of liability provision was established to extend to providers
acting 4in "good taith® gome minimal protections. This provision
is not wasteful but only covers situations where it would De
unreasonable to hold the provider responsidble for the clais
being deénied. TJf this protection is replaced, many of the remaining

providers will also be forced out of Medicare.

Medicaid Payment for Long Term Care Fagilities

AHCA recoppends_that in setting Medicaid nurging homs payments
1) states should be required to publicly disclose their Dback-up

data_and _anglyses and 2) the cumbersome limitation of rates
to Nedicars pvments be elisinated.

States have been given greater flexibility in establishing
payment rates. The regulations, hovwever, inappropriately estadblish
a4 process which will enble states to receive approval of plan
amendments with only ainimal 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 bDe required to disclose certain
data and information they have compiled and analyses they have

performed to make a *"finding® that the rates meet tha 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 wminimum, it is necessary that providers and
other outside interested parties have an opportunity ¢€o bring
to the states attention any factual errors in their data.

FPinally, the Medicare upper 1limit should Dbe eliminated
because it is unnecessary and inappropriate when applied to
state's prospective payment systens. With tightening state
budgets and increasing fiscal restraint, states will not bDe
paying excessive rates to long term care facilities. In fact,
.t;tes will(bo using payment systems which enhcourage effticient
operations and cost containment, in order to restrain the growth
of costs. Over two-thirds of the states use prospective iaynent
gsystems which provide incentives ¢gor efficient operations and
- cost containment and almost all gtates include efficiency 4incen~
tives. The application of an upper limit based on the Medicare
retrospective system to the states’ prospective syatems is i:napp—
ropriate, discourages prospective systems, and ignores the benefits

of prospective rateg and efficiency incentives.

Pamily Responsibiity for Medicaid Long Term Care Costs

. AHGA recommendg that states be provided with ingreased
flexibility to implement measures for families to have some
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financial responsibility for the cost of Medicaid nurging howme

services to their elderly membersg.
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 a{tord to pay for the
ma;y recipients in need of long term care services, then states
should be gLVen maximum flexibility to develop apptopriat; 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 scope and should be expanded to provide the
Secretary authority to grant states a waiver to implement "family
responsibility*” prodrama.' This waiver authority would provide
states flexibility to a develop program tailored to the circum-

stances in their particullr state.

Medicaid Copayment Requirements

- AHCA _recommends that_any Medicaid copayment, under existing
state authority or proposals for new _authority, not apply to
cipients in nursing homes.

Medicaid recipients in nursing homes are Permitted to keedp

I3

4 nominal amount (e.g. 825) of their monthly income but must
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gontribute the remainder of,  their income toward the cost of
nursing home care. Thus the program already imposes substantial
cost sharing requirements on recipients in nursing homes.

The Administration has proposed requiring copayments for
gservices by phaysicians, clinics, and hospital ocutpatient depart-—
aents. Individuals 4n nursing homes are vigited regularly Dby

—“_~bhyltc£ana and sometimes receive services from a hospital outpatient
departments. We reconmend that recipients in nursing homes
who also receive these services be exempted from an additional
cost sharing. If these copayments were applied to recipients
‘1n nursing homes, the recipient would have to pay the copayment
out of the nominal personal needs dllowance. since all of the
recipients remaining income is contributed to the cost of nursing
home care. The funds from the monthly personal needs allowance
i intended for personal comfort items and other purchases,
not medical services. Requiring 4institutionalized 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 unwarrented even

in these times of fiscal constraint.

92-616 O0—-82—8
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Medicare_and_ Medicaid Utirization of Physician Assistants _and

Federally financed demonstrations have proven that physician
agsistants and nurse practitioners caﬂ' 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 i1if major medical

problems develop.

Congress has already recognized the value of physician
assistangs and nurse practitioners to augment physicians ™4p
rural clinics. Long Eern health care faiclities are also apprcpria?e
setéinqs for their utilization.

The Medicare and Medicaid programs require periodic physician
visits of 1long term care patiénts and periodic recertification
of éﬂeir continued need for care. Congress permitted 4{n the
1981 omnibus Budget Reconciliation Act that Medicaid recercitica-
tions could be made by physician extenders, under the supervision
of a physician. AHCA ggggggggﬁs that physician assistant and

nurse practitioners, acting under the supervision of a physician

and within the scope of their license, be allowed to conduct

Medicare and Medicaid required visits and Medicare recertifications.
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Medicaid Pergodig Recortification

-

Tﬂbro 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 logét at that frequency.
Physicians recognize this rdility and 80 their involvement “.
often one of “"paper compliance.” It should be noted that although
the facility is held responsibie for timely recertiftication,
the facility 18 not able to enforce this federal requirement
on physicians. ’

Lonqér recertifications periods, based on aciual patient
conditions, are medically reasonable and administratively appro-
priate. Longer recefiitications would be an effective way of
reducing costs since t;ey would eliminate unnecessary plysician
vigits while maintaining quality of care.

Congress, in last year's reconciliation act, mnade soﬁo
progress 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=—

Tmends_that_the duration of Medicaid recertifigations be _based
hysician Jjudqement _of indfvidual _patient gonditions

and ermit or_up to 12 months.

E
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Medicaid Waivers for Home and_ Community-—Based cCare

- AHCA recommends some cost 2and patient safequards to _the
recently enacted provision for states to seek waiver of certain
federal requirements _so as t rovide ome _and mnunity-based

Services to Medicaid recipients in need of long term care.

° Determinations of average per capita expenditures

under a waiver should includ? 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 25 for personal
allowance), food stamps, housing assistance, and social
services. Limiting cost comparisons to Medicaid services
only is not gfiscally prudent. ‘ '

o States should be required to specify for each type
of servico' covefed their 1requirements 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 4individual such as
a physi?ian, registered nurse, or;licéfsed staff member —
of a 1oqq‘term care facility or home health agency.
Patient assessments should 4include an assessment of
the total needs of a person, notably medical, social,and

functional needs.
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gt gl ;§l€1°n Review

Utijization review, thé process _designed to assure that

Ratients receive the appropriate amount and level of care,
- AHCA recompends De revised. The seemingly straightforward

provisions 1861(j)(8) and (k) cause paperwork, administration
;and professional hurdens that we believe cannot be justified.

‘'Some of the problems includel

+« 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 facilty H;dicare
patients, the concept is adopted by Medicaid

wvhere it constitutes an impractical demand.

« Review by committee or group of physicians
has proven to be an unaffordable and uncessary
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 1861l(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 utilié&tion review program, but -
the Medicare program retains the utilization
roview committee structure. Th;s necegsitates -

the {nposition 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 prdcedure for each provider,

no matter what federzl program is involved.

There are three issues related to long term care and within

the Committee’s jurisdiction we wish to discuss dbriefly.

Pass Through of Supplemental Security Income Cost of Living
Ingreases

AHCA is opposed_to the Administration’s proposal to ~

liminate the mandatory pass_through of federal cost_of

P

living increases 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 meet the cost of 1iving in the state

The pass through requirement in effect prevents states
from éeduoinb state payments when federxal payments increase.
There is a good reason to believe that if the requirement
is lifted, states will resume the practice of .negating the
federal increases. The SSI recipient would receive the same
combined federal and state benefit they were receiving h’ioro
the increase, but would not receive the additional money provided
by the cost of living increase. .

Many residents depend on SSI benefits to purchase
the care providod‘by licensed residential care facilities,
such as homes for the aq;d and retirement homes. The
overhead costs of the facilities will continue to rise.
These costs must po paid by the recipients of the care
if the homes #ro to contin;e to operate. Inadequate SSI
payments will not allow beneficiaries to purchase the care
ﬁrovided by licensed facilities. The result will be their
exodus to unlicensed, substandard homes which are unsatfe

and provide inadequate or no care.

Industrd velopment Bondsg

AHCA 48 deeply concerned over recent proposals to eliminate
or severely restrict 1Industrial Development Bonds _(IDBs) and

othor forms of tax—-exempt bonds. . AHCA recommends that cCongress

the us tax- t IDB 1t ingtitution
,\
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restrrigtions.
Industrial Development Bond; are extremely important to

such _as nursing homes and _exclude hursing homes from any new

nursing home providers and the milions of elderly, chronically
111, and convalescent Americans who need long term health care.
The use of 1IDBs by our members has grown in recent years. The
need for this form of financing will increase 4n thé coming
. years and the importance that IDBs will Play in the availability
of health care services cannot be overlooked. o
- 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-
ualslin need of care. ‘The capital demand to construct these
needed beds will be enormous and IBDs are a critical source
of the.capit;i- withbut Ihdustrtal Development Bonds, the potential
exists for a severe shortage of capital for developing the n?cssaary
nursing hﬁme beds ana serQices because the finarcial community
will not provide sufficient capital. Thus, eliminating or restrain-
ing IDBs 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 incfZasee, because

IDBs are no longer available, the costs of the Medicaid and
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Nedicare programs ©of purchasing these services will also increase.
Therefore, the potential exists that not only will needed long

term care services not be avajilable becaase of inadequate g¢growth

in the industry, Ddut also the cost of services to the Medicaiad

and Medi.are programs will increase Dbecause a more expensive
financing method would have to bed used in lieu of IDBs.

We “;acoqnizo that there have been abuses in the use oi
Industrial DQvg;opmont Bonds dy some commercial firms. -_aowovor.
rathexr than totally eliminating or restricting IDBs for all
tirme, Congress should target its efforts at the specific abuses.
Nursing homes and other health care institutions are appropriate
nc;rs of IDBs and should not be penalized along with firms which
havg abused this benefit. Health care institutions, and nursing

homes in particular, exist for the public good, provide necessary

and oritical services which Dbenefit the community, stimulate

the local economy., and create & significant number of jobs.

Tax Incentives for Family Contribution to Elderly Hei;eb Payments

.naspite Medicare and Medicaid, more than one~third of the
oldar{x'n pealtb expenses are paid from private sources, usually
personal out-of-pocket expenses. This situation will worsen
as a result ozméovornnone 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

2
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care expenditurs for the elderly was 8747 per capita. Of that
total 8279, or 37 percent, went for nursing. home care.'fwkalt

of all catastrophic health . costs are incurred by nursing home

patients.

AHCA recommends_that tax incentives be provided to encourage

ing help _families contribute to this private cost burden until

public benefits are _expan . Consideration should be given
to such proposals allowing the dedidction of nursing home and’

home-health care expenses paid by families on behalf of their

relatives.
~

Thank Yyou for the opportunity to present;ARdA‘s budget
recommendations, for Medicare and Medicaid. We appreciated your
willingness to work with " us last year to enact cost-effective

Medicare and Medicaid policies. ;Tther€;>ara' opportunities for

new policies which would conserve program spending, improve _
service to your congstituents, and enhance the provision of 1long
term care services. We 1look forward to working with you to

enact them this- year.
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Service _Needy  Categ. Nesdy _Tomal = _\ - Bscipients
e $ 883 $ 2,25 § 3,133 31.6 760,762
P T A
ICF-MR
1 -8 10 ’
Other 1,519 2,368 3,887 39.2
Total  $2,973 $ 6,951 $9,92¢ 100%
ALABAMA
I FYT9
Catag. + Narber of
Service _Needy  Categ. Needy _Total = _ % Recipients
1cF $21,77¢ . $ 36,97 $ 58,750  49.5 12,144
F * 30,189 30,189  25.4 8,030
ICP-MB - - - _— ———
X : R 74.9 20,174
Total  $46,080 s 72,679 $118,759  100%
ALASKA
$_(in thousands) - FYs -
. . " Muber of
- + m
Service _Needy - Cated. Needy _Toml  _3_ Recipients
o $3,12 § . $ 3,182 54.0 854
SF * . T ‘- a " - 200
. 2,037 34.6
I 2,026 u ’ i n ;054
Other* * 516 ___ 158 674 11.4 -
Total §5,724 s 169 §5.893 1008
- no data reported
* mandatory service

1 Categ. Nadymtwumlyeptmulm Medically Needy + Opt.

amount

Needy all services
e 9‘:3;«3{6 State Tables Pi.scal You' 1979 (HCFA : Unpublished)
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ARKANSAS
. $ (in - ' Y79
Cataqg. + q;unux 1 Namber of
Service _Nesdy  Gateq. Neehy _Towml  _\_ Racipiones
1cr $34,319 $ 47,341 $ 81,660 57.6 17,014
o . . 19,129 19,129 13.5 4,792
la_m - - - . - - -
1 ’IOI si'm
Other 23,403 17,491 40,894 28.9 :
Total §$57,722 s 83,961 §141,683 1008
M CALIFORNIA
3 thousands) = FY79 ’ 0
Qatag. + Nurber of
Servica _Needy Cateq. Needy _Total N | Becivients
nr $ 16,360 $ 18,049 $ 4,409 2.8 9,668
Nr . . 420,183 420,193 u.7 80,560
M - - . . - -
1 7.8 90,228
Othar 7 . _amy,80) 758,060 _62,8 .
. Total  $294,ST7 g 918,078 $1212,652 1008
- COLORADO S
3 g!n-!'huu\dsa - Y79 FY?9
Cateq. + Cpticnal - Naber of
Servics _Needy  (Catag. Needy _Total = _1 Racipients __ °
e s - s - s - - 9,508
s . - - - -
R - - - —_— 1,610
Oﬁm:" - - - -
Total $ $ - $ - 100%
CONNECTICUT
' $ (in_ﬂmsandss - FY19 _Frm
Catag. + W : - Narber of
Sexrvicea _ Needv Categ. Needy _Total = 8 feciolents
cy $ 439 $ 15,4983 $ 15,92 6.9 4,297
”—m -9 - m.g;; m,g; 6.3 23,910
= ' win T
1 a ' . .
Othex 17,784 67,457 85,241 36,7
Total  §18,232 § 214,03 $ 232,269 1008
no data reportad .
mandatory servics : .
Categ. Needy smount represents cnly cptional sexvices) Msdically Needy + Cpt.

- Cateqg. Needy amount reprasants all
: caid Stats Tables Fiscal Year 1979 (HCFA : mpubus_md) ’
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DELAWARE
Categ. + : Nuber of
Iavics Moty G teed _Towd . 3 Reciplents
3,918 7,336 1,251 $1.1
P-4 s Y 'm $m 1.3 119
”* 3!“‘ 20“’ 5,515 15.5 “
1 w7y I.'H;
Othex 3,499 1,364 4,963 2.1
Toeal  $10,900 s 11,026 $ 22,006 100%
PLORIDA
ed L
Catag. + Number of
Sxvice ._& categ, Needvy _Total . 8 Regiplents
ey 01,517  $ 48,65 $60,168 3.6 16,264
ow . . 38,797 38,757 . 10,201
P 5637 2,59 8,27 ﬁ-ﬁ%———-
oher? 40,580 18,268 5,846 34.9 ’
Total 357,738 $102,263 139,908 1008 °
GEORGIA
- Q;. " +¢Cptiocal - . Nunber of o
Sepvice Categ. Weedy __TOtAl W 8 Recipients.
~r 325.237 ’ 67,63. ‘ 92.975 ‘001 20'”2
e - 40,733 40,733 17.8 - 11,14
Cr-MR 2,400 25,238 . 27,638 12,1 - 1,559
oher! 4,926 22,204 67,130  29.4 ’
Total $72,563 § 155,933 §228,496 100%
HAWAII
. X g -

‘ Categ. + ﬁ : Nurber of
Sesvice _& Qateg, Weedy _Towal 8 Becipients
= $ 5,528 $ 10,080 ‘'$ 18,578 27.9 1,732
o N . 11,129 17, .6 2,043
m ‘ - - « - - -

" W

othae! 10,572 12,618 23,190  aL.8 '

Total  $16,097 s 39,7 $55.894 1008

no data reportad
mandatory sexvice .
Catag. Neady axcunt only optional services; Medically Needy + Opt.
. Heady amaunt represents all ssrvices

Source Stats Tables Fiscal Year 1979 (HCFA : Unpublished)
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N IDAHO
s (g_%s_______- £Y79 - ~D -
. Cateq. + Opticnal Narber of
Sarvice _N_:_gz Categ. Needy _Total . _ A Recipients
e $ 268 ©§ 10,74 $ 11,002 32.4 2,342
o . . 7,388 7,388 a.7 1,640
ICF-MR 7 6,920 - 6,994 206
X 4.7 4,448
Othar 2,752 5,873 8,625 25,3
Total  $3,094 § 30,918 §$ 34,009 100%
: ILLINOIS
in thousands) - FY79 - JO » 71
Gateg. + Opticnal Nurber of
Servics _Nesky  Cated. Needy _Toml | _\_ Reciolents
cr $ 47,916 $ 166,230 $ 214,146 1.8 56,033
ST . 64,999 64,999 10.3 17,948
IR - - - ——
4 } 4.1 73,981
116,873 _237,833 384,706  _55.9 .
Total  $164,789  § 469,062 $633,851  100%
INDIANA -
$ (in thousands) - FY79 : FY79
iE. iw; . °
Categ: + Optional - : Nuober of .
Servics _ Needy  (Catag. Needy Total -\ _§ Recipients
28,448 92,558 121,006 52.0 ) .
= . % 30,560 0060 131 e
ICMR . 9,240 11,828 - 21,068 9.0 1,881
. ] ] . " -
Other 18,986 41,331 60,317 25.9 - )
Total  §56,674 s 176,217 $ 232,951 1008
IOWA
$ (in thousands) -~ FY79 YD
Cataqg. . + Opticnal ' R Nurber of ’
Sexrvice _ Needv Catag. Needy Total s . Recipients
14,340 70,421 84,761 55.9 i 20,403
pov SN0 % L S 1 8. 458
- 20,853 12,301 - 33,154 21.9 1,685
1 - 788 22,546
Othax 17,238 15,242 32,480 ., _21.4 .
Total  §$52,431 $ 99,215  §151,646 1008
no data reportad ,
Categ. Needy amcunt represents only opticnal services; Medically Needy + Opt.

Catag.
3 Medd

[ T

Needy amount represants all saxvices
ca:ic‘! Stats Tables Fiscal Yeir 1979 (KCFA : Unpublished)
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KANSAS
_M%_ﬂ__; . » o1 B
Categ. - + Optional Nuber of
Service _Nesdy  Categ. Needy _Toal = _% "Bacipients
©r $13,366 $ 6,171 §$ 59,837 4.0 14,626
s < 1,19 1,751 1.3 934
T 21,074 8,030 29,104  2Ls P - S
s 66.9 19,234
Other 0,75 344 44,939, Ad2
Toral  $45,218 $ 90,136 §135,351  100% “
e KENTUCKY
$ (4n %5; Y79 B « o
Catary. + Cpticnal : Nxber of
Sexvice __Neady Catag, Needy _Total = % - Ppecipients
o $22,967 $ 41,267 $64,234 2.4 14,411
e . . 17,477 17,477 11.6 4,541
b ¥ 11,128 3,748 14,873 9.4 —832 e
1 - 63.8 19,584
Other 20,203 26,609 54,902 '
Toeal  $62,388 $ 89,09 $151,486  100%
LOUSSLANA
in thousands) .- FY79 " _roy
Gateg.  + Cptional _ Nunber of
Service _lNeedy .. Categ, Needy Total =~ _ 8 Recipients
e . $ 43,612 § 78,397 $122,060 - 50.0 26,440
vl » . 2,903 2,803 1.2 -
PR 38,464 15,337 - 53,800 _22.0 4,065
Otherl — 46,678 18,752 65,430  26.8 !
Total  §$128,814 $ 115,289 $ 244,103 100%
MAINE
’ $ (in mg - FY79 £Y79
Qtag.. ~+ Qpticnal : Nunber of
I $9,92 $ 43,101 $53,063 64.3 9,575
s * . 2,462 2,462 3.0 $30
IR - - : - - -
hact 67.3 10,
m—- M - m -33.3-. e
Total  $19,493 $ 63,038 $g92,528 1008
no data w
randatoey service
Categ. Mmemuauym a:vicu; M-dianymny+ope

.“”."3“‘.“.‘5“

i

_ amaRmt

represents all servicss
'h.blu !’hctl \'u: 1979 (m g mushod)

e C OISV A EAN ahe s s e fat s

-
2
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el

Scéurce 3 Medicaid

MARYLANO
$ {in thousands) - FY79 FY79
. + Opticnal’ ) Nurber of
Sorvice tesh  cieel el _Towl % Pecipients .
18,941  § 71,161 $ 90,102 64,5 14,587
e Y e 2,40 1.7 793
ICF-R - - - = o
Other? 15,916 31,270 47,186 33.8 ~
motal  $M.857 g 104N §139,628 1004 B
- MASSACHUSETTS
$ (in thousands) - S o v/ S
Catag. + Opdaul. . - Nurber of
cr $22,860 - § 83,439 $106,299 3.8 29,583
T * - 75,343 75,343 21.9 -
TR 17,699 29,308 - 47,007 116
L 66.3 34,418
Other 4,156 72,163 116,319 337 .
‘Total  $84,715 $ 260,253 $344,968 1008
MICHIGAN
- v . P———
- $ (in m::ua -9 FY79
Categ. -~ + O;:iunl - Narber of
- Service _ Needy - Categ, Needy Total - ;Mﬂp_isp__.
c? $ 30,716 s 91,338 $122,054 22.2 24,008
aF pe 116,072 116,072, 21,1 22,374
Py 71,408 38,466 - 109,871 19.9 1
Other? 109,571 93,410 202,981  36.8
Total $211,692 s 339,286 $550,978 1008
MINNESOTA
' $ (in ﬁv;asandsa - Y79 Y79
Gatag. + Opticnal - Nurber of
Servica __Needy  Catag, Needy _Total - % Recipients
wr $21,921- § 69,724 $ 91,645 24.9 23,251
F * . 117,49 117,496 1.9 19,673
ICF-MR 18,961 33,383 - 72,344 19.6 11,453
1 76.4 4,
Other 26,734 60,093 86,827 23.6 .
Total §87,616 $ 280,696 $368,312 100%
no data rsportad
mandatexy awieo .
Catag. Needy amnoun enly cptional services; Medically Needy + Cpt.
Cateq. mﬂy amamt represants all services

snm ‘X’abhl Fisq&l Yeu' 1979 (HG'A : u'xpubl.shod)



gndnmnxvia
Categ. Needy

[ N |

~~

B arount represents all sexvices
Swmamiqﬂsutgmlu Fiscal Year 1979 (HCTA : Unpublished)

92-616 0~—82——9

MISSISSIPPL
- I « v SN
Categ. + Opticnal’ - . Nuber of
Sarvice _tesdy  Cated Needy _omal | 8 Recipiets
©r $ 5,690 $ 8,136 $ 13,826 16.5 3,652
v . . 250 24,2%0 29.0 p
ICP-R 2,670 4,142 6,812 _A.2
3 $3.7 10,215
ower! 2,201 _1s.408 38,699
Total  $31,651 $ 51,936 $93,587 1008
MISSOURI
R ! lg ms - m’l—_ ——&——-—
- + Opticnal - Rxber of
Servics _tesly Qimg Seedy - _Towml % Recipiens
40,936 33,655 $74,591 4“.8 16,297
per AR v 1,052 .6 "$2s
r-MR - 17,9% - 17,956 ,_s_:m‘s S L. S
. 18'330
Other?® 26,229 46,736 72,98  43.8
Total 867,165  § 99,419 $166,%84 1008
/
.. MONTANA
s in %5,%55 - FY79 Y79
©oCateg. |+ qa:lmn : . Nuber of .
Sexvices __Needy Catag. Needy Total . T Recipients
3,690 $ 19,087 2,m 55.9 4,881
= MRS i 43 '930
PR 2,%8 1,510 - 3,018 _9.4 s
L §9.6 6,126
Other 3762 __8,61 12,436 =
Total  $9,760 $ 31,016 $40,776 1008
NEBRASKA
A - FY79 Y79
Categ. + Optional : Nunber of
- gervice _ Nesdy Catag. Needy Ml S Reciplents
e~ 4 13,186 $ 26,338 $39,52 85,2 9,267
aw . . 4,200 4,200 5.9 838
ICF-MR 7,138 2,884 - 10,019 H
1 . 10,913
Other 8,239 9,560 17,799 24.9
Total  $28,560 g 42,979 $71,539  100%
no data Teportad

arount represants only opticnal ssxvices; Medically Needy + Cpt.

. - “
- RCA
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NEVADA
) $ _(in_thousands) - FY79 I ' N
Qateq. + Opticnal - Nurber of
Secvice _leedv  Catag, Needy Total = _ % Recipients
1,224 12,108 $ 13,329  50.8 2,060
o M St "974 33 ‘563
IR 7 2,550 - 2,622 9.9 168
64.1 '
Othex 1.300 2,159 9,469 35,9
Total  $2,59 $ 23,798 " $ 26,394 1008
NEW HAMPSHIRE R
$ (in emsandse - FY19 JIR » 1 S
Categ. + Opticnal : Nurbar of
Savics _Nesky  Cated Nesdy _Toml  _A_ Recioients
¥ $1,17% $ 32,47 $13,73 70,0 4,706 -
b » . 1,116 1,116 2.3 423
1CP-MR . 47 2,859 - -\21905 6:1 j;%
Othar?® 3,059 7,359 10,418 21.6
Total  $ 4,202 $ 4,881 $ 43,163 100%
" NEW JERSEY -
S {in thousands) - FY79 FY79 ’
Categ. ‘+ Optional : ’ )
Servicea _Needv Cateq. Total L) Recivients
o3 $ 53,680 §$ 210,71 $ 264,451 56.8 30,978
: srzg - . 9,792 9,792 2.1 2,813
-MR - - - - -
1 8. B 7))
Other 68,519 123,010 191,529 41.1
Total $ 122,199 ¢ 343,573 $ 465,772 100%
~—
- NEW MEXICO
) $ (in thousands) = FY79 Y79
Giteg. + Cptional - Nurbar of
Service _ Needvy Categ. Needy Total L Recioients
(>3 $ 4,53 $ 9,510 $ 14,040 47.7 2,986
ar * . $37 837 1.8 - 250 :
ICFR 3,843 1,184 - 5,027 17.1 460
1 66.6 3,696
Other 2,227 2,594 9,827 33.4 )
Total $ 15,600 $ 13,828 $ 29,425 100% -
« no data reported

1&1:3;. Needy amount represents cnly opticnal sexvices; Medically Needy + Og:

Needy amount reprasents all

services
souxvo 3 mmm Stata Tables Fiscal Year 1979 (m :t’:\pubnshed)
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NEW YORK

[k N ]

Qteg. + Cptional - Ngpber of -
Service _Needy  Catsg, Needy _Total = _ % Recipients
or s - s - s - - 78,012
-4 oz - - 16,548
1 - - +560
m nd - R ERR——
Total §$ - s - s - 1008
NOATH CABRQLINA -
- = S » 1 IR
. + Opticnal : Ruber of
tuvies ek Cufitey _mml v Mecipises
xr $13,993 $ 43,40 $ 57,433 25.6 12,910
T . - 37,546 37,546  16.7 9,581
e ban 13,289 - 32,50 4 1}‘%;_
. ’
Other! 42,900 4,082 96,982  43.2
. Toml  $76,165 8 148,327 $ 224,492 100%
NORTH DAKOTA .
$ Un %E - F079 2 14)
Gateg. ~ 4 Optdonal - Nuber of
©r $1,320 $ 6,90 $ 8,280 2.3 1,769
or * . 12,99 12,994 3.7 2,690
7R - - - - -
. . <%y
Othez! 2,436 8,994 11,430 35.0 '
Total  § 3,756 s 28,948 § 32,704 1008
OHI0
{in - FY79
Categ. + Opticnal - Nunber of
e $ 29 5 84,207 S 8,26 167 17,837
sr * - 150,800 150,800  30.0 " 27,914
IR % 62,000 - 62,026 _12.3 3,869
1 ’ .50 5,820
Other’ 34,046 172,660, 206,706 _41.0
Total $ 34,100 0§ 469,707 $ 503,808 3008
no data reportad ‘ -
mandateey service
Categ. Nesdy mmaﬂywmvmyw+m

represants all sexvices
mamausnummmcuvmms ﬂm:mpubudnd)

e g



‘OKLAHOMA
$ Un ﬂmsandss - FY19 U » ¢ SRS
Catag. + o;:ugal : Nurbexr of
Servics _Needy  Catsg. Needy Total . I Recipients
o $n00 0§ 39,904 $ 11,24 53,8 23,207
aF . - - - -
ICP-MR 204 32,065 32,269
1 69.0 25,128
Other 3,04 __ 39,320 _64,43 3.0
dotal § 96,628 § 111,289 § 207,917 100%
OREGON
thousands) - FY79 ¥¥79
C * R Nuzbar of
Sarvicy  _teedy el ooy _mwl 3 Reciptems
1cr $ouso % a6 $ 45,696 38.8 11,19
d . : 4,886 4,886 4.2 1,434
o ] 1,473 31 vs41 33,014 -
1 7.0 14,924
Other Josale.,  _—2a2m 345 290
Total  § 20,837 § .96,874 " $ 117,711 100%
PENNSYLYANIA
S Ungeumds) o r £Y79
Catag. + Opticnal Naber of ,
Servics _ Needy Catag, Needy Total . Pecipients
©r $ 20,91 $§ 71,14 $ 92,035 10.5 20,674
s® » . 160,137 160,137  18.2 29,837
IR 81,860 96,703 - 178,563  20.3 %1,s4g .
1 ; 2.0 »0!
Other 122,636 325,576 448,212 51.0
Total . § 225,397 ¢ 653,550 "¢ 878,947 1008
- RHODE ISLAND
T $ (in thousands) ~ FY79 FY79
" Categ. + O;nicnal . . Narber of
Sarvica _ lNeedy [+ L L) Recioients
1cr $ 7,026 § 36,315 $ 43,441 45.1 7,166
= 9493 11;3; a0 1o '
IR . :
. ) o €T 8,761
Other 13,148 18,995 32,143 33.3
rotal  $29,767  § 66,556 $ 96,323 100%

= no data reported
[ ] nﬁ.tm “n'j“
ameunt represents cnly optional uwicu: Medically Needy + 09:

Needy amount represents all
Sou:eo :Zicaid suu ‘!‘ablu Piscal Yu: 1979 (HQ‘A t u\pubnshd)

‘1 Categ. Needy
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SOUTH CAROLINA
‘_;__u%_-_w__ o, S
_ Categ. + Opticnal’ - ’ Nuber of
or . 27,662 277,662 22,8 ,658
ITF-MR 4,707 10,%61 - . 18,268 0 2
Othes? 2,918 10,440 32,388 26,7 e
Total  $33,999 $ @7,27% $121,274 1008
SOUTH DAKOTA
' - .
" Catag. + ﬁ Nuber of
r $ 5,980 3 15 192 $a,1m2 s 4,658
ar . 2,258 2,258 6.1 687
R 5,804~ 4,316 - 10,120 221
1 90.0 6,157
, Other <1920 179 C -l 20,0
Total  $13,704 ©  § 23,587 $ 37,261 100%
TENNESSEE
in thousands) ~ s
Categ. + Optional - ' Nuber of 4
Secvica _Needy  Categ, Needy Total = _ % Reciplents
©r $30,20 $ 83,04 $us, 24 . %0.1 21,31
s R . 3,148 3148 1.4 2,121
pre 27,340 13,373 40,913 128 . .
3 69.3 28,676
Other 39,893 30,938 ~J0.633 30,7,
Total $97,675 § 132,293 $ 229,968 100%
TEXAS
s un ﬁ%e - Y79 Y79
Catag. + Cptimmal : Nuber of
Sexrvics _Needy  Categ. Needy __Total = _ 8 Beciplents
xr $112,827 § 243,761 $ 3%6,588  s%9.2 81,882
s . . 26,976 6,976 4.4 8,249
re 2T 92,79 39,401 - 132,199 2LA.
1 8.2 101,202
Othex 56722 30,208 26,927 158,
Total  $272,347  $ 340,343 $ 612,690 100%
no data reportad .
tory service ’

mandal . -
Catag. Needy amount represents cnly cptional sexvices; Msdically Needy + Opt.
m:mu all services
‘hbln Ptml Yu: !.979 ttm t u\publwudl

C AN e g -
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- UTAH
s (in %3 - 9 21k)
. . Ca . + W Narber of
£ $ 6,5 s 13,213 $ 19,716 3.8 $,471 , -
se » - 9,029 - 3,029 12‘9 . 2'5‘7
I3 6,708 8,609 - 15,314 2.7 _
other? 6,000 13,029 19,09 0.8 '
Total  § 19,208 s 42,880 . g 62,088 1008
. VERMQNT
thousands) - FY79 SO + ¢} B,
// . + . - d
Sevica  _Nesdy  Cater. Needy _Total A |- fecivients »
1 $ 2,769 S 13,73 ¥ 16,508 433 2,939 -
or . . 697 697 1.8
Cr-R 4,918 . 2,420 ° 7,338 -::.:— -
other®  _4476 __9.0m TICTTR.
Total  $12,163 $ 25,926 §$ 33,089 100%
VIRGINIA
in thousands) - FY79 " FY19
. . Categ. + Optional - ) Nurber of
Sexvice __N.:gz . Gatsg. Needy _Total = 8 Recipients
bl $30,200 § 76,749 $ 106,953  $3.3 15,739
sw * . 3,880 3,880 1.9 1,552
ICF-R 16,200 9,859 - 26,059 1.0
1 20,247
Cther 27,656 36,124 __63,780 31.9 :
Total § 74,060 § 126,612 $ 200,672 100% -
WASHINGTON
$ (in thousands) - FY79 FY79
Gteg. + Optional - Nurbar of
Sarvice _1& cateq. Needy _Total & % Recinients
7 $ 3,342 $ 10,770 $ 34,112 16.6 6,038
sF . - 63,728 63,725  31.0 14,418
ISR 35,701 - 38,701 124, :
- 65.0 22,835
Total~ $70,284  § 135,043 $205,327 1008 /

~

= no data reportad -
L[] nM.t“Y "M“ .
"1 Catag. Needy amount represents only enal services; Medically Needy + Opt.
Categ. Needy amount represents services
sou:e‘ ' wmd suu ‘rables risul Year 1979 (HCSA : uspubushod)

-
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WEST VIRGINIA
\‘ - / .-L
» Catag. + Opticnal - . Nurber of
Seivice Gaveg, Needy _Toml A Racipients -
"°r $ 23‘.'505 $ u $ 23,619 $7.6 4,478
ram - - - —_— -
. ~ 57.6 4TS
omer® 16,085 _1,20 298 a4 )
_motal $39,69. s 1,310 $ 41,000 Y00V
=T
- WISCONSIN .
- ¥Y79 PR » 7 M
‘ . + Optional - Nuber of -
Suvica _Neady  Cataq Geedy _Toal _3_
r $34,217 s 28,038 $ 62,255 18,7 8,588
ST . 195,004 - 195,004  49.1 3,
KT8 14,460 4759 19,219 4
89. ]
omer! 4603 _20.997 12L07 -
Total  $94,707  § 302,788 $397,495 1008
YYQMING
- o
Categ. + Opticnal . Nuobar of
Sexvice Qateq. Needy _Total ==~ A Racipiants
- T - oo 2
- - - - e =
892
other? - - - = ?
Total § - s - s - 1008
~N
- nodauupu-ed o -

*

‘1th Mmtmumlyopumum:muyw+m

aﬁz t represents all services
source cw! State 'mblu !‘hcu Year 1919 (l'm 3 !hwbunh-d)

:g/
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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 o%portunities to
achieve savings in medicare. It is our experience that most State
medicaid programs have been very aﬁ.'gressive 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 ?ayments for optional services
- and optional groups of individuals. I call your attention to a table
following page 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-

lementing a grospective reimbursement system for skilled rrursing

acilities, SNF's.

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 SNE care are not able to receive
the appropriate cdre, and they are backed up in expensive hospi-
tals awaiting SNF placement.

Medicare’s inappropriate ggyment 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
as 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 hogpital 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,
a%proximately 2 percent, of total payments for nursing homes.
About one-third of the 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-
'tan‘ce to participate in the program and/or admit medicare pa-

ients.

~ 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 empioyed
%rosp_ective payment systems for nursing homes for several years.

he experience is that prospective reimbursement has proven to
reduce the growth in cost. I think much less leadtime would be nec-
essary to implement a prosépective system for nursing homes than
hospitals. A fiscal year 1983 pr?posal along this line for nursing
homes I think would be entirely feasible for implementation. :
~ There are, obviously, various ways for constructing a prospective
,g:yment system. And we would be happy to consult with the mem-

rs 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 would be severely harmed
' _bg 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 “optional” 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 oEtional, 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. S

With regard to long-term care the lariest optional group is the

medically needy. They are individuals whose income is fust 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. - - i ‘
The primary optional service is that provided by intermediate
care facilities or ICF’s. Each and everyone of the 49 states partici-
‘pating in the medicaid program i’iclude 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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spendin% 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 gxercent 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. You did a very g 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
ex&anding the supply to meet the current demand?

r. 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. CarisTRANT, Well, I would say the most obvious is the medic-
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- :.oxzfropriate, 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
toer. CaArISTRANT. I am not sure I understand the question, Sena-

) 48 . -

- 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 S;())rovxders are
rewarded for operating efficiently and economically. So I 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 DurkNsrrRGER. Why aren't the other 20 States imple-
menting prospective reimbursement? Is it because of the optional
nature of the services? )



-~ . -

136

Mr. CarisTRANT. First of all, the States 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-
ald 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 img{lementation 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 prosFective 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
{aw, section 249(b), would be too limited of an approach to the prob-
em. -

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?

r. 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 80 little in terms of what it might be, in terms of eligibility, in
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 lonﬁ‘term care.

Senator DURENBERGER. I think people are faced with the prospect
of having to make that decision fairly quickly. Thus, it would be
_ very helpful to me if you would supply me with the questions you
“have raised and recommendations you have made about the feder-

~
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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. h

Mr. SAMuUELs. 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 dyear 1983 concerning
Government health programs. And 1 would like to specifically
direct my remarks to that proposal which would mandate coverage
of all Federal workers under the medicare system. B

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 dplan‘s 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



137

sector and thereby qualify for social security or medicare. This
year, work was only 32 quarters or 8 years of covered-employment .
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-

Theé 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
eithertrave 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

I econom%_both for the health care system and for beleaguered
agency budgets. And should be rejected by this coimmittee. 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 liorced, 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 administra-
tion, would place yet another burden on the incomes of Federal em-
pl%yees and annuitants. :

- For example, the President’s budget calls for a 5-percent pay cap
on the annual comparability adjustment 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 lowerend 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 percéntage
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:]

i
Ve
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_ JERRY D. KLepNER, DiRECTOR OF LEGISLATION, NATIONAL TREASURY EMPLOYEES

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 agenties.

We appreciate this opportunity to present our views orl 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. o

Let us indicate at the outset that our union is firmly opposed to the
adoption of the so-cqlled 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 ofayillions of Americans.

We are fully aware that the Medicare system is under a financial strain.
N;;Ertheless. we submit- that placing Federal workers under the program is
not a viable selution.

Under the Administration's proposal, Federal employees would pay
1.3 percent of their earnings, to the current social security maximum of
332.&60. to finance a universal Medicare coverage plan. This program wolld
entitle government workers, with a required number of years of service, to
qualify for Medicare at age 65. Currently, only thgose 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 o% spouse earnings or periods of
emplovment in the private sector even though they did not pay the Medicare
tax for the majority of their careers. According to the_Administration,

universal Medicare coverage would improve the solvency of the Health
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Ingsurance (HI) Trust Fund, which finances the system, and would constitute _
more ;qu1Cab1e treatment of Federal workers.

While these contentions appear reasonable at first blpsh they will not
withstand further scrutiny. Federal employees have not been included under
Medicare for sound and well advised reasons. 1In 1959, Congress created the
Federal Employees Health Benefit Program- (FEHBP). This system provides
comprehensive health care to both active and retired government workers.
Uniike 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 Administragion is now seeking to reverse this long-;;anding policy
on the grounds that the vast majority of government retirees will receive
Medicare without having paid the payroll tax. Tﬁe 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.i

In 1965, when Medicare was created, virtually all individuals who were
age 65 and older gained coverage, including former government workers.
Because over 15 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 réceixe benefits pursuant to the strict quidelines of
the Medicarg and social security laws. Accordiné 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 requirgments in the next few years, the
social ;Ecurity system is itself réﬁucing 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 ys;?s~o£ covered employment to receive Medicare beneftté.
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 Med{care 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 difficulcries of the system. In reality, however,
tneluding 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 miliidn 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 $390 million.

Moreover, Federal salarfes, upon which the 1.3 percent tax would be

-~
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based, are rising at less than one-half the rate of Medicare cost increases.
For phE‘period between 1978 and 1980, thce collar salaries rose 12 percent,
while the Medicare benefit coscé increased by 27 percent. The disparity
between revenue and outlays will only grow as the Medicare tax tecomes
increasingly 1nadequ§:e 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 SOciaIVSecurity. During this same period, Federal retirees
will -be drawing more from the Medicare system than they will be contributing
on an annual ﬁésls. Rather‘éhan moving the HI Trust Fund toward solvency,
the Administration's pro§0331 would exacerbate its difficulties.

As we mentioned eurlier; 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 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 efither have to be increased or vital programs would have
to be slashed. 1In an obvious case of '"robbing Peter to pay Paul" universal
medié%re coverage would drive up.}he cost of domestic programs or hamper the
delivery of vital government services.

"0off budget' agencies, such as the U.S., Postal Service, would be particu-
larly hard-hit by the Administration's proposal. f;e 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
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Internal Revenue Service where our union represents virtually all the
employees. - The IRS employer contribution would amount to a $24 million
annual expense. Already suffering from 4 severe budget reduction, the
-agency could be forced to cutback on the enforcement of our tax laws or
even fdifher curtail taxpayer services. In either instance, the U.S.
Treasury would be denied vitally needed revenué’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 false 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
rétirement 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

veported in the private sector. In addition, premiums costs under the
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Federal Employees Health Benefit Program have been increased by as much as
30 percent. The addition of the 1.3 percent Medicare payroll tax would
virtually éiiminace 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 ptopoaal.
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
loﬁer-paid employees. 'ﬁe urge the Committee to remember” that approximately
one-quarter of the Federal work force earns an income whizh the Bureau of
Labor Statistics deems to be at or below the minimum budget for an urban
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 adépted. Congress would be taktdﬁ the first
step towards universal social ;ecurity coverage. As you know, a special
commission {s 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 }act. we believe that it would be premature to
implement an aspect c¢f universal coverage before the issue has been
carefully studied.

In conclusion, we disputre the Administration’s claim that universal
Medicare would improve the solvercs of the health care system and would
also rectify past inequities. Anyr {nitial infusion of funds into the system
would only be cancelled by future liaSilities. We therefore urgeé 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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B ATTACHMENT A 3
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 CQLA 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, th; Reagan Administration began a massive reduction-in-

force resulting in thousands of Federal employees losing their jobs.

P

In 1981, as the first aet of his administration, President Reagan
announced a retroactive hiring_freeze'which took promised govern-

ment jobs awav from hundreds of individuals.
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ATTACHMENT A (Con’t)

* In 1982, the Reagah 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

MEDICARE TAX

$ 122,
133.
149,
167.
207.
253.
306.
367.
421.
421.
421.

GS-GRADE

WNUN SN

11
12
*13
*14
*15

* Maximum taxable earnings $32,400.00

00
00
00
00
00
00

< 7
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ATTACRMENT €

IMPACT OF A 5N PAY RAISE AND
UEDIOARE COVERAGE OF BMPLOYZES

ASSUMPPIONS: October 1982 Pay Increass 5%
Medicare Tex 1.3% on Pay up to $35,400, (1983)
Health Benefit Premium Increase 25%
BC/BS Pamily High Option
Pederal Taxes 3 Exemptions
State Taxes Virginia ~ -

$10,235 to $10,747 - - : INCREASE - $ 512 0SS 2
Increase R.B. Premiums $ 272
» Retirement 36
" Life Ins. 0
" Federal Taxes 94
" State Taxes 22
" Medicare 140
N N $ 564
$12,854 to $13,497 INCREASE § 643 NET GAIN § 22
Increase H.B. Premiuns §- 272
" Retirement 45
" Life Ins, 6
" Pederal Taxes 94
" State Taxes 29
" Medicare 175
$ 621
815,922 to 816,718 INCREASE $ 796 NET 10SS 8§ 19
Increase H.B. Premiuns § 272
n Retirement 56
" Life Ins. 6
" ' Federal Taxes 218
" State Taxes 46
" Medicars 217

$ 815

¥

P s



0S=9 $19,477 to $20,451
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Increase H.B. Premiume § 272

gS=-11 823,566 to $24,744

Retirement 68
Life Ins. ] -
Pederal Taxes 250
~ State Taxes 56
. Medicare 266
$ 918

. INCREASE $1178

Increase H.B. Premiuas $ 272 -

~
1
2 3 3

8S=12 $28,245 to $29,657

Retirement 82 -
Life Ins. 6
Federal Taxes 291
State Taxes 68
Medicare 322
$1041

INCREASE $1412

Increase H.B. Premiums § 272

GS-13 $33,586 to $35,265

Retirement 99
Life Ins. . 6
Federal Taxes 499
State Taxes 81
Medidare 386

’ $1343

INCREASE $1679

Increase H.B. Premiums § 272

”

Retirement 118
Life Ins. 12
Pederal Taxes 577
State Taxes 97
Medicare 458

$1534

INGREASE § 974



149

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 ariother 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. SamuEeLs. 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 system. 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. A

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

our opinion, Mr. Samuels, wouldn’t making medicare primary
elp to solve this problem?

Mr. SaAMuUELS. 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. SamuEeLs. That is true.

Senator DURENBERGER. And you would only disagree with the
fact that making medicare primary solves the problem?

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? o

Mr. SAmuEeLs. Well, right now medicare is the primary payer in -
the FEHB.. ' '

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 66 they would have a

- choicé. Either stay in FEHBP or make medicare primary. If they
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 'ever{body. '

- I would certainly appreciate your reaction to those proposals.

Mr. SamuEeLs. 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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The committee met, pursuant to notice, at 9:35 a.m., in room

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

premdmg
B Paesent Senators Dole, Chaf‘ee, Wallop, Symms, Grassley, and
yr
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 morni Ig 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-
in% 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_iOVELi;, 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 summarlze my

statement. -

I would 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 Un rtunately, 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
fiscal 1983, 10.6 million individuals will be paid an estimated $21
billion in benefits. n

In fiscal year 1982 all but a few States will trigger on 18 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 trig%c;r on this year.
~ A program of benefits beyond 39 weeks is unneceSsarI\;,egiven 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 $1.8 billion to
the 1988 deficit. '

Reversing last year’s reforms for unemployment compensation
for ex-servicemembers would establish inequities and would cost an
?ggitional $240 million in fiscal 1983 and another $240 million in

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. It
would worsen an already alarming insolvency problem and would
add $398 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 reaﬁlustment allowances [TRA).

Only 88,000 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 (frogram 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.- : -
[U%?((]). Unemployment compensation for ex-service members

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 in-
dividuals involuntarily discharged under honorable conditions but
whom the military does not wish to retain would not be eligible for
-unemployment compensation. ~ V

“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
gol}ar, the rounding down of that amount to the closest whole

ollar.
~ This proposal would apply to individuals whose benefit years
began after June 25, 1983. ,

That completes my statement, Mr. Chairman. I would be glad-to
answer any questions.

[The prepared statement follows:]
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STATEMENT OFf MALCOULM R. LOVELL, JR. -
‘UNDSR SECRETARY OF LABOR
BEZTFORE THED
COMMITTEE ON FINANCE

UNI'TED STATES SENATE
March 16, 1982

Mr. cﬁairman 5nd 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 Presideét‘s Economic Recovery Program. These
recommendations will build on the reforms initiated
last year in the Omnibus Budget Reconciliation Act of
1981,

The basic purposés of the 1981 amendments were
two-}olds (1) to improve_the equitable relationships
Vbeﬁyeen claimantgufpr regular unemploymentvébmpensatjon
and individuals receiving extended'bengfits, trade adjustment -
~assistance, and unemployment compensation for ex-services
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 wé engage in a dialogué on these important unemploy-
ment compensation issues, it is important to keep 1;
mind the four policy fundamentals of the Administration's

[

Economic Recovery plan:
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1. Lower tax rates +O stimulate savings, {nvesiment,
work incentives, and oroductivity, -
2. c?ntrol the growth of 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 poard is essential to the long-term
implementation of these fundamentals. In this regard, -
I would like to expreéé mxrabpreciation for the cooperation
demonstrated by the Congress last year in butting 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 fifst step in implementing
these policy fundamentalg.
' Within.these broad policies it is also appropriate
for me to réémphasize this year several themes that i}
guid; the Administration's approach to reforming entitlement
programs: - |
o Remove disincentiveé to work and introduce
incentives where possible.
o Eliminate inequitable treatment of people

in similar ciréumstances.
gy _

-~
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- 0 Reduce uniatended and excessive benefits to
recipients.
b} Target obenefits 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 teforms 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 unemplayment
compensation program to meet the needs of rising unemployment,
Unfortunately, unemployment -is high,\;nd 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 FY 1983, 10.6 million individuals will be
p;Ié $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 dutat104
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to 39 weeks in those States. In FY 1983, -we estimate
tﬁat 22 states will be paying extenééd”benefits.

In view of this large and flexible program now

in placé, Mr. Chairman, we do not need nor could we
support any fundamental and costly changes that are
being discussed. ~ .

(o] Reinstituting a national extended benefit
trigger is unnecessatﬁ. About 46 States will
‘trigger on this year, targéting the additional
benefits to high unemployment States where
and whén 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 prese;t 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_pe unwisei ayd would contribute
to a larger Federal deficit. Postponement
of one year would ;éd $1.3 billion to the

- FY 1983 deficit.

o Reversing last year's reforms for unemployment

compensation for ex-servicemembers (UCX) would

reestablish inequities, re-institute incentives

92-616 O0—82—11 -
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for penple %5 lz2ave the Arxed Forces, and
- would cost an additional $240 million in FY
1983 and $240 million in FY 1384,

o Removing the provision enacted by the Congress
last year that requires borrowiné States to
pay interest on ldoans would eliminate needed"
incentives for States to adopt sound financing
provisions in their State laws, would create
additional ineentives for States to borrow

B T from géneral revenue;) 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 benéfits) to workers whose unemployment
is linked to increased imports of foreign made products.
Our analysis of the program indicated that most workérs

eligible for trade adjustment assistance utilized only
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‘the cash benefits and made little use of tha training.

.or other adjustment‘benefits available to them. Of

" almost 1.3 million workers who recelVed trade adjustment

. allowances (TAA) from April 1975 through Magghaipal,
only 38,000, or less that 3 percent, entered training

‘ and 1.2 percent completed trafhing; one-third of one

percent received relocation allowances. Thus, the TAA

 has“become primarily an income @91ﬁtenance rathe than Co-
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

e shift, back to the ofiginal purposes-of the Trade Act

of 1974. Major emphasis is given to employment services,

w~ training, and job search and relocation services rather

* than income maintenance. '

_ To summarize, the problem with the 0ld TAA program

.~was that TRA in the form of cash benefits pt&?ided incentives

for ézolonging ‘the dutagion,of unemployment. In contrast,

last year's proposeqmchangéé provide incentives and

assistance for unemployed workers to actively search

for a new job. Thus, the TAA program uiil_yo:kuéo':educe,

-rather than 1nctedse, the unemployment in ‘some lndustrieé.‘
We propose additional stips in this dfrection.

_ Funds for adjustment assistance were raised to $25 million
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for the 1982 fiscal year. These funds will provide -
unemployed workers in 46 states with traiaing, job search
and relocation services, This level of funding is 3 N
times higher than funding levels in the last two years.

Under our legislative proposals, payment of cash
weekly TRA payments would be eliminated for iddivigpals
not actively engaged in a training program on July 1,
;9827 Those alreadQ in approved training would be permitted
to finish their training under the provisions of current
law, and would Feceive TRA weekly benefits and training
costs during their remaining periods of eligibility. -

Other training costs, and the cost of job search
and.relocétion 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 specizl
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 uﬂéer these provisions, additional funding

s
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would have to bew taken £rom the $2€0 milliss Included

in Title 11-B of the Job Training Act of 1982,
Eliminating the cash weekly denefits would save

$26 million for the remainder of FY 1382; $108 million

in FY 1983; and $81 million in FY 1984.

2. Unemployment Compensation for Ex~Servicemembers (UCX)
. One of th; reforms undertaken in the Omnibus Budget
+-Reconciliation Act of 1981 was to revise the eligibility
requirements for UCX, effective for separation® Efcom
the service beginning July 1, 1981, to deny payments
to individuals who separated from the military undet
honorable conditions and who had an opportunity to re-
enlist. While it was not intended, this change resulted -
in the-Zontinuance of eligibility for individuals who
were discharged under honorable conditions and whom
the military does not wish to retain, such as those ‘
with a recgrd 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
dischafged under honorable conditions but whom the milltary

does not wish to retain would not be eligible for unemploy-
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ment compensation: The legislation, effective for those
discharged on or after July 1, 1982, would reduce outlays
Sy $5 million in FY 1982, and bv $30 million in #¥ 1983,

3. Round Unemployment Comoensation Weekly Benefit

Amounts to the Lower Whole Dollar Amount

As part of the general reform of Federal entitlement
prog;ams, 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 aftg: 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 fo 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 entértain any questions you or
the Committee may have. '

- Thank you.
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The CHAIRMAN. Senator Chafee?

‘Senator CHAFEE. | have no questions, Senator. , o

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 re?ealing 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 compensatio&groérams. ,

ave you been contacted by these same representatives or are
you aware of the problem in Michigan? ’ '

Secretarg LoveELL. I am aware of the problem. I have not been
contacted by 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
wete made in the law, to encourage States to pay back moneys
they owe in a reasonably prompt way and to impose interest pay-
ments if they don'’t, on it reallg' 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. T

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
ghe;xil :g But we do not think at this time that any such action is
justified. - ‘ ,

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 for any immediate re-
covery. .

Secretary LovEeLL. 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. -

Dﬁ ?you have any sophisticated guess on how that program might
wor -

Secretary LOVELL. Yes. '

.NTh,t? 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

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 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
su{)port for the WIN program on this committee. :

also have some questions on the trade adjustment assistance
program which I will submit. -

‘Secretary LovELL. Fine. e

[The questions follow:] '

ResSPONSES r—gn RECORD TO QUESTIONS SUBMITTED BY SeNATOR RusseLL B. Lone

Question 1. The Administration, in proposing zero funding of WIN for fiscal 1983,
has nevertheless given the impression that the ‘grﬁgram 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. Althou%,
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 Communit;
Work Experience Program (CWEP) and job search-will be funded through the IV-
agencies. States will have the flexibility to direct resources to those programs and
activities which will produce the greatest return on the dollar expended.

Questioni 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 regional offices or the States to set aside a portion of the prés-
ent-year appropriation for such costs? Please detail any actions of this nature that
have been taken. ' -

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 {QFA), 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.

uestion 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 i)l‘
present law -(section 402(a)X19XA) of the Social Security Act) that all employable
AFDC applicants must register with the 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 res;ect‘to the acceptance of employment (sec-
tion 402(aX19Xf 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 pro Is in this area are now bein% developed by the Office_
%l',o II“Jamlly Assistance. D}{HS, and the Employment and raining Administration,

""inestion 5;~Whét was the cost in the most recent fiscal year of carrying out the
registration and work requirement enforcement functions discussed in the last two
ou 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-

1zed 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 Trainin

“to ad

funds to provide supportive services. In an{ event, we cannot compare WIN wit
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
conce(f , each area will have the flexibility it needs to direct its funds and services
ress the most urgent local needs. ,

. Question 7. In the past, employment and training programs (other than WIN)
have tended not to serve a large J)roportion of AFDC recipients. The Administra-
tion’s - new proposed program would make AFDC recipients one of two basic ellfibil- -
ity groups, but the legislation does not otherwise mandate that the funds actually be
directed at AFDC recipients, Would the Department of Labor be willinﬁlto 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 re-
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

-eligible population in the service area.

ResPoNSE FOR RECORD TO QUESTIONS SUBMITTED BY SENATOR LLoYD BENTSEN

- : ) WORK INCENTIVE PROGRAM (WIN) o
Question 1. Does the Administration plan to establish some quantitative criteria

- for evaluating its new Job Training Program (as pro 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 do plan to establish quantitative criteria for evaluating the new
Job Tmininggrogram. The Administration 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 eligible population in the service area. oo
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‘Question 2 How will the Administration determine that its intention to target
AFDC recipients for job training and placement has beert met? - - -~ -

Answer. The Private Industry Council (PIC) for each Servicé Delivery Area will
prepare a program plan to serve the AFDC population in its area. PIC plans will be -
réviewed by the State Job Training Councils, and the Govérnors will have overall

_responsibil tgefor assuring that plans meet the purposes.of the Act.’Perférmance
would then be measured against the plan and against performance standards estab-
lished by the State. Such performance standards must be consistent with perform-
ance standards established by the Secretary, which are planned to includé a mea-
surement of welfare savings. , o

-~ Question 3. If the Administration does not establish performance based critéria for
. measuring the effectiveness of its Job Training Pro%:am ‘on-the AFDC population,

will the retary ask Congress to do away with the statutory requirement that
AFDC recipients be assisted in finding employment? ‘ C

Answer. The Administration does rlan to establish performance standards. Plans
include using a fdctor to measure welfare savings. The Administration has no inten-

- tion of doing away with a requirement that A 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 pro
Community Work Experience Program (CWEP) are authorized under Title IV-A of
the Social Security 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 OF 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 employment of the elderly?

Question 2. If so, what proportion of funds will be set aside to continue these pro-
grams? By comfarison with previous years (1980 and 1981), how many job slots will
the fiscal year 1983 budget accommodate? '

Question 3. 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 waﬁs of meeting the employment and income requirements of
-the elderly in a responsible fashion. We regret that we are not able to give the Com-
mittee a' more definitive response at this time, but we are examining the various
options available and weighing the human concerns for the elderly population with
the overall demands placed on all of us for fiscal restraint.

- Question 4. In conjunction with reauthorization of the Older Americans Act last
year, the Congress 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 compl{ with that provision? _ ,, .

Answer. Under Public Law 97-92, the Continuing Appropriation Resolution, in
which forward funding for the SCSEP 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 pxjoiects.

-The CHAIRMAN. Again, interest in that program has been ex-
pressed by Senators Danforth and Moynihan. I think the questions
we have (Frep‘ared would address their interests. - . RO

We did appropriate money last year, as you know and you did
mention in your statement. . , R

On another unemployment issue, we are being advised that some
- Members. of Congress 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-—

- strictions::I guess the question is whether or not this is having any
impact on enlistments in the Armed Forces:. I can’t see that it
wotld, but maybe it does. NS -

-Secretary LoveELL. 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 equlctiy adjust-

- ments so that those people who are perhaps even less deserving

" 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-
pensation. That is 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-
‘nish us for the record? . o .

- Secretary LoveLL. 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 glad to give you a report.on it in
writing. o e , : S

‘[The information follows:] ( o

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 supﬁorted the tar-
geted jobs tax credit, have done it without much enthusiasm on the
theory that it was primarily for fast-food operations and didn't
really do much as far as meaningful employment for anyone, par-
. “ticularly-young people. - : T ' .
: ~ Secretary LoveLL. Well, it’s one of these things. |
The CHAIRMAN. Maybe you have some better ideas. o
: Secretary LoverL. Well, it’s got a lot of poténtial, and 1 don't
think the potential has been fully realized in our past efforts. ' -
~Senator CHAFEE. Mr. Lovell, I missed the discussion that Senator
Dole, the Chairman, was directing to you regarding a Michigan
groblem. What is that? Because whatever problem they have got I
elieve we well might have. C o ‘
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 in Michigan. ‘ -
. - 'The basic question is whether the requirements which come into
- effect ‘on Agril 1, in which interest is to be paid on the loan bal-'
.. :-ances, that have been borrowed from the Federal Treasury to pay
-~ unemployment compensation, should be postponed or delayed. = -
© --Senator CHAFER. I think the changes we made last year that’if
- - they had to go’back into:their borrowing and they weren’t able ta -
. repay that additional amount within a year, then they— . - . .
+ . " Secretary-LoveLL. They have to pay interest on it.- -+ -



RERNN

~ 168

Senator CHAFEE [continuing]. Then they pay interest. ‘
.Secretary LoveLL. Yes, at a maximum rate of 10 percent. -
Senator CHAFEE. 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 right; thank you.

The CHAIRMAN. There will be other questions in writing, and I
would appreciate it if you would 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
loans was 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 (b
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 new
fiscal year, October 1. Unlike the so-called “penalty” tax, which
emdployers in a-State with ‘u‘n_{)aid loans now are required to pay,
and which’is credited to the tate’s outstanding indebtedness, the

ayment of interest is made to the U.S. Treasury and is not cred=
ted 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 fund but must be provided from some other source. If a

tate does make {:yment of interest from its unemployment fund,
the Secretary of Labor is prohibited from certifying the State un-
employment com'xlgensation 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-
fensation tax as levied under the particular State law. Additional-

y, 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
ls)e xtneade between April 1 and September 30 of 1982 to the following

tates: - . ‘ , \

Arkansas, Delaware, Illinois, lowa, 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 T0 QUESTIONS SUBMITTED BY SENATOR LLoyD BENTSEN

Question 1. What training (or “retraining”) alternatives will be available to a
worker dia'Flaced‘b‘ 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-

Rsal is merely to phase out the cash benefits portion of the program by restricting
: a

de Readjustment Allowances (TRA) to those workers enrolled in training ag of
July ‘1;71982. Training, job search and relocation allowances would continue to be

" provided to eligible workers through September 80, 1983, when the program ls
scheduled to expire. - . ' - ‘ STt
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Our proposed elimination of the TRA cash benefits is consistent with our belief
that the regular Ul program with its extended benefits (EB) protection during peri-
ods of }&gh unemployment is an adequate wage loss compensation program for un-
employed American workers. The long range goal of this proposal is to have TAA
ceftifications occur within the statutory 60-day period and to have workers enter
approved training while they are still in a perod of Ul or EB eligiblity.

estion 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 competition with the United States, such as those in Japan, Germany, and

France? -

Answer. As you_may know, the General Accounting Office (GAQ) 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.

v

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
sgecial assistance. Inherent in the Administration’s trade policy is the premise that
‘these matters are best dealt with in the international competitive markets.

Secretary LovecLL. Thank you very much. ~

The CHAIRMAN. Unless there is some objection, I wonder if we
might make one minor aﬁf’ustment in the hearing schedule, if we
might have Jan Deering, Marian Edelman and Joyce Black. -

: At;le you all here? We will move you ahead of the next panel
isted. -

Senator CHAFEE. I don’t think Ms. Edelman is here, is she?

Ms. HorrMAN. 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 ] 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. DEeeriNG. 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 Ig/{ives; you a headstart with this committee,
if you are from-Wichita, Kans. {Laughter.] -

. DEERING. I am the public policy chairman for the Association
of Junior Leagues, which is an international worhen’s volunteer or-
ganization with 240 member leagues in the United States repre-
senting approximately 142,000 members. : |
- I really apKreciate 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 Adogtion 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 place it 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 ?roposes an authorization of $380 million
-~ for the new block grant for fiscal year 1983, a cut of at least 28
percent below the amount the administration estimates these pro--
ams will cost durinf this fiscal year and 46 percent below the
unding levels original g 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 Title 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 in
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 count?. , . :

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
authoritzed by Public Law 96-272 is allowed to continue as an enti-
ement. , o -

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 8 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, thouﬁh, 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. - " , - ' R

To comply with the requirements of Public Law 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 afgroval- by

* the House- of Representatives. And the three Junior:Leagues in

- Kansas, WO‘rkinF through their Public Affairs Committee, strongly
support this-legis! ‘ : o T

~
D

ation. .
= . Experiences with foster care review systems in other States indi:
- . cate that‘*r‘e’gulm reviews such as those mandated by Public Law
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- 96-272 result in 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. ‘ R

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 64.8 percent to 55
percent of the State’s median income. ‘ o S

According to rpost 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 homes 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. ’ o .

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. .




172

PREPARED STATEMENT OF THE ASSOCIATION OF JUNIOR LEAGUES, INC., BY JAN
DEERING, PusLiC PoLicy CHAIRMAN

I am Jan Deering of Wichita Kansas, Public Policy
Chairman ot t': . Asgociation 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 142,000 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 E@;st Junior Leagué was founded in New
York City in 1901. In the 1970's, the Association and
;1hdividu§1 Junior Leagues expanded their activities on
behalf of children to advocate for legislation gnd ad-
dinistrative éhanges directed at improving the systems and
. institutions which provide services to children and their

tamilies.

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 ye;t

ago today, I appeared before this committee to urge you to
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- preserve the Adoption Assistance‘ang.Child Welfare Act of
1980 (P.L. 96-272). Fortunately for our nation's chil-

»»dten, Congress-responded to the pleas of child advocates
“‘“to-save this landmark legislation and'réiused‘tB place it

in a Social Services Block Grant as requested by Pngsident

~Reagan.

1 now appeal to you to reject President Reagan's most
" recent proposal--to place child we;fare services (Title

IV-B of the Social Security Act),’fosteg_ca:e, adoption

assistance and child welfare training into a Child Welfare

Block Grant. The President’'s Sﬁdget proposes an authori-
zation of $380 million for the new block grant for Fiscal

f Year 1983, 5 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

' hrge you to reject further cuts in the Title XX Social
Services Block Grant and the Maternal and Child Health
Block giant. I would like to touch briefly'on‘the

Aasociatioh'a reasons for making these requests.

92-616 0—82—12
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. The Adogtlon Assistance and Child welfare Act of 1980
(P.L. 96- 272L

—~

The Adoption Assistance and Child Welfare Act of 1980
(P.L. 96-272) was passed in 1980 with strong bipartisan
bupport after almost five years of effort by child

‘—’advocates-—inside and outside of Congress--on behalf of

the teforms embodied in P.L. 96-272. Currently, some
500,000 children are in some type of foster caf? in this
country. .The Adoption Assistance and Child Welfare Act of
1980 was designed to.re£o§m this country's child welfare
system by prov{ging fiscal incentives for states to re-
direct their child welfare services from out-of-home care
to provideé 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_pf foster care into
a permanent adoptive home. P.L. 96-272 manégtes pro-
cedural reforms such as the development of case plans,
case reviews, including A dispositional hearing after a
child is in care 18 months, gﬁdvinventoriea of children in
foster care, and eétablishes a subsidized adoption program
for children with special needs--mental, physical or emo-

~“tional handicaps.

—



T " -
Demonqtrgtionﬂprojects across the country have shown - '

' that the reforms mandated by P.L. 96-572;ar9 cost-effec-
“tive and long-lastiné. For instance, in c#lifornia, the
results of two demonstration projects established by tﬁe
state's Family Protection Act proved that admissions to
out—of—hqme placement drop when services such as counsel--
ing, homemaker se;vfce and respite care are provided to

troubled families. ' N o

Bepgesentat{ges of the San Francisco and Palo Alto ‘

. _Juﬁior_Leagues, two of the eight Junior Leagues in Cali-iftfﬁwi>\
fornia that supported passage of the Family Protection
Act, served on the FPA Evaluation Committee .of the San

' “Mateo County Department of Health and Welfare's Family and

Children's Services Advisory Committee. The effects of
the demonstration pzojéct 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. Thig significant

drop came at a time when the reduction in out-of-home

~——

placementg statewide was only one percent. Most impor-

tantly, in 1975, before the project was initiated, 47
'petceht of tge children placed out-of-home that year were

still in placement two year§ later.

%
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The Child Welfare Block Grant p:opésed by President
Reagan would effectively destroy P.L. 96-@72 by eliminat-
.tng all fiscal incentives for states to institute_the
reforms it mandates. Thq proposed Child Welfare Block
Grant also would eliminate the entitlement nature of both
foster care and the adopti@n)gssistance program, P.L:
96-272 does not allow a cap to be placed on foster-care .
funding Qntil a certain amount of money has first be;n
appropriated under Title IV-B to provide for prevenpive
and reunification services. To cap foster care without
first providing funding for preventive ahdAreunitioagion
services, could lead to situations endangering the lives
of children. The entitlement status of the adoption
assistance program assures states thai funds will Se -
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 subsidi;ed 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 cont}nno

as an‘entitlement.
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For the tirst'time, ag a result of a permanency-
planning project initiated by the Kansas Department of
Bocial and Rehabilitative Services (SRS) in 1980, detailed
ltatisiics are available on the children in out-of-home
placement in my state.

According to a report issued by SRS in Novgmber/1981,
'5,;14 ochildren were in some fgrn of out-of-home placement
as of June 30, 1981, Two hundred and six of these chil-
dren had been in nine or more placementa.” Almost 1,500 of
them had been in care for more than three years. gllght{g
more than 450 of these children had been in care for more
than eight years. rurthérmore, the case plaﬂAfOt 68 of
the children who were in foster care for six years or more
still read, "return to parents.” 8Significantly, despite
the inauguration of €ho permanency-plinning project-in
Kansas, case plans still have not been devéloped to date

for more than 500 of the qhildren in out4o£-home care.

rofconply 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
mandating judicial review has passed the Kansas State

Senate and is awaiting approval by the State House of
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Representatives. The thkeé Junior Leagues in Kansas,
yorking through their Kansas State Public Affairs ch~’
mittee (sﬁhcjj'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 p;rmanency
for children ;1ther by reuniting families or, when this is
not possible, terminating parental rights, freeing the
child for ﬁdoption. We are certain that many ofrthoae‘
children who h#ve 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. 1In fact, caseworkers.
with whom I spoke mentiqned a "gtagnant p;phlation that -
was passed over ten years ago." As you are aware, ex-
penditures of moniés directed toward programs which‘pge-v ’
vent children from epteéing.fogtet-care and those.which
enable‘childreh to mévé from the foster care Bystém into
permanent adoptive homgs'aretéost-§££ect1ve. _ In Kansas,
the adoption support program is one of the 'most cost-
effegtive piograms we have due to its ability to reduce. .

the number of children ﬁho might be caught permanently in

"the foster care systenm. ' ‘ .
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Missouri Governor

" Kansas 15 not the only state that is changing its laws

R Chriatopher Bond has developed an Initiatives for Children

program in response to P.L. 96-272.

A“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

return home within six months of placement 50

percent of ail children entering foster care
or residential treatment by June 30, 1983
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

* place in adoptive homes, within twelve months

of termination, 65 percent of all children
whose parental-rights have been terminated by

June 1983

raise Missouri's current ranking for resident

“infant mortality from the bottom 20 states to

the top 20

The initiative is
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o 'teducé the percentage of uisﬁgq;i 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 bf‘ét. Louis wrote the

members of the Missoufi Congressional delegation that:

Missouri legislators have taken advan-
tage of these mandates [P.L. 96-272] by -
submitting several bills which would i
enact these policies in our state. Any
attempt to further cut federaluipcen-
tives would seriously hampef 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 kaepipg 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 ’

‘Welfa;é Block Grant for the next t}scal year is only
slightly less than the amount that is projected to be
spent on foster care alone in Fiscal vYear 1983, States
“already hgrd-pressed to fund existing needed programs will
have littlevincentive to develop new programs. Nor will -
tg:g be encouraged to establish subsidized adéption 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
neédiest children with permanent homes.‘

States are unlikely to begin to chgége old patterns .of
.behavior unless they can be certain that some type of fis-
c#l help will be‘torthcoming.;;om the federal government.
A8 a deleghte from the Junior League -of Wilmingtogl,nela-
 ware :epogted 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 précedg:al 7
guidelines and availability of funds in - )
deciding the validity of é;éposed leg~.

- islative reforms...

We need these procedural reforms to
;Ileviate foster-care 'drift', to stop
unnecessary and inappropriate place- .
ments, and to end the unnecessary years:
spent in care by hundreds of thousands

of foster children.

We need federal fiscal incentives for
states to ptovidé reunification-of-
fhmily‘services, programs emphasizing
prevention rather than crisis inter-
vention, ;éview and tracking systems,

. and adoption subsidies.
congress showed its determination to save P.L. 96-272 - -
- by refusing to place Title 1IV-B, foster care and adoption
x‘assistance, in a-social Sergices Block Grant during its ~
. last session. We urge you now to reject the President's
: szt 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.
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- pitle XX Social gervices Blbck Grant

—~—

. We also believe that 1€'gs imperative that Congreée>'
nét make any further cuts in the Title XX Social Sérvices
" Block Grant, the majdi federal funding program for social
services in this country. Many 6; the core se;vices
neeé;d to help families, such as protegéive gervices,.
homemaker service, daylcare.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 ieconé?liatibn Act of 1981 placed
ritle XX of the So¢ial Security Act in the Social Services
Bloc;(Grant along with Title XX training and social aerQ-
ices monies for the territories. Funding for the Social
Services Blo;k Grant was set at $2.4 billion, a cut of 23 
' percant from fge almost $3.1 billion funding sét by P.L.
96-272 for Fiscal Year 1982 for the programs included in

~

the block grant. -

v".Now, PresidenE'Reagan has requested that the Social N
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

— L

~%
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Omnibus Budget Reconciliation Act. We believe that such a -

>1itge qut coming directly on the heels of the substantial
.cut made for this fiscal year will throw social services
p:qgrqﬁsﬂacross‘éhé nation into chaos. It is still too
eazly‘in many cases to determine the type and extent of
the effects of this yea:;s cuts. ?o;‘this :easoq; we
believe that it would be unwise to m&ke 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‘;ork-
ing poor. 1In Kansas, for example, the Department of

.8ocial and Rehabilitative Seréices (SR8) has reduced the
day care slots it funds in the Wichita area from 800 to
260 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 APDC 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 loaf 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 homea or leaving them alone. A survey made of
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; _the 492 working families in Sedgwick County that were
""dliu(nated from the subsidized child-care programs !ounﬁ
‘that onli 20 of these families are using the c%ild-ca{e
vrdeduction. .Becauae of the new AFDC requirement for
retrospective budgeting, families will have to wait two.. -
months to receive reimbursement for their ch;l&-ca:e
" expénses, 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 ot the quality.provtgéd
™ 4in a Title XX Center, - -
"1 concur with the Director of the Wichita child Day
care Association, an organiéation that has received finan-
cial,support from the Junior League of Wichita, that we
are not really saving tax dollars by withdrawing financial
assistance for working parents. 1In addition t6 caring for
- children, good child care also provides a positive setting
and satisfactory role model for children that can produce

long-ranging bgneticigl results,

A similar situation regarding child care exists in
other parts of the country. In Pennsylvania, for in-

stance, the stato'govetnnent'rosponded to the federal

-
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- income., Before November, families in Pennsylvania whose

viquget cuts .by ;éducinéfche-eliéibility‘Iivels for subsi-
"dized child care in November, dropping the level from 1s

petcent to 90 percent of the atate's ngdlan income, and

requiriné thae every parent pay some fee :egatdleaa of .

incomes were 65 percent or less of the median 1ncéme could

" receive free child ca:e.,lnow every family must piy at

least $20 per uonth. As a result of these - ohanges,
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 n0w aze

" faced with paying $2,000 or more, “Twd hundred ot the

R 1,900 children receiving subsidized care in Allegheny

County wére eliminated from the program as a résult of the

changes. A survey done in Janua:y of 135 of . theae chil=

dten's parents showed that 45 percent of the pa:ents phad
not been able tg find subatitute care, - Forty-three per- -
cent.ot the parents who could not gind substitute care had
annual incomes of under $10,000 a year and almost three-

quarters of £h§h‘wete singldlwomen.

''1In Onondaga County, New York, the director of the

-~ onondaga Child Care Council, an organization whose Board

1ncludes.i representative:o! the Junior Léaguq;of,Syracuae,

reports that the county will have to_eliminat&.all child .

~
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care provided for low-income working parents by October 1
. unlqsa the state legislatuze passes a supplemental. tundlng e . ~:
“'x?bill ot 20 million dollars, . Without the supplementa}'funqs, | h
‘ T_child-care centers }g.dpondagi qungyrwill pavq”to_ehngg'
| patdﬁts the full cost of care, thus ending services to all
" children whose parents cannot pay the full fees. If Pre-_
, sident Reaqan's most recent proposals are accepted, Onondqga
- County still will have to eliminate the programs for low-
income working parents, even if the stgtersupﬁlemental
appropriations bill is passed. Similar situations exist in
several other New York counties. At least one county,
Monroe, already has‘eltminated child care for low-income
working barents. - \
The situatioh in New York, as in many states, is
| complicated by the fact that the state and Xhe counties
have different fiscal years than the federal government.
vror instance, the current federal fiscal year Began“
' October 1, 1981. . Onondaga County's fiscal year began
S January 1 and the State of New York will begin its new ‘ -
- ‘tiscazvyear April 1. Thie disparity in the beginning of
" the fiscal years makes it very difticult’ho gauge the

e!tcéts,ot the most_recent budget cuts at this time.

U
Cpe
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N, —~
nahy of those who supported thiﬁ!i:kt round of budget'

cutbacks also are requesfing a halt to further cuts in

social gervices. Por instance, in November 1981, the

Junior League of ‘St. Louis joined the National Council of

~ Jewish Women (St. Louis section) and the Missouri child

Cate(iiggbtéﬁlbn in writing to President Reagan to oppose

further cuts in the social services. In their viewxw\\\m\~uw

Th§ first round of cuts w;s difficult
but necessary, and our communities are
dealing with them in a spirit of co-
operation. The second round of cuts,
proposed-tor congressional action lffer
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 followlhg 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 Pamily counseling services will be substan-

tially reduced.
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0 Preventive child abuse and neglect services
will be eliminated. -

© Child abuse and neglect cases will be main-

tained for only one year.

0 Day care services will be reduced by 18
percent in addition to a 22 percent cut -
sustained in the first round.

0 Three group_homes for deflnquent children will

be closeé.

N
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-
sgtvicp-related budget cuts proéosed by President Reagan,”®

The difficulties the ﬁodt, especially the working
poor, are having in obtaining appropriate child care will

-

LS. 93618 O—82—18



| 190

be further ox;co:bgtcd it COhg:cns accepts President
Riagan'l proposal to eliminate funding for the Work _
Incentive Program (WIN).

Similar stories, I am sure, could be reported from all
parts of the céuntzy. We hope by the end of this fiscal
year to have more comprehensive reports of the effects of
the budget cuts on children's pxoqtafl. The Association
is collaborating with thé Children's Defense rund in
developing cn}id watch'tb monitor the effects of the
federal budget cuts on children's programs in four areas:
AFDC, child health, child welfare and child care. 8ix
Junior Leaéues} including the Junior League of'wlchtta,
are conducting child Watch projects in their communities.
Two Junior Leagues--Indianapolis, Indiana and Jackson-
ville, rlo:ida--will partticipate in the Public Expendi-
tures for Children project developed by the Poundation for
Child pevelopment to analyze the effect of the Administra-
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 th13~1n£o:nahlonfwlth

you.

-
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Maternal and child Health Block Grant

rinally, I would/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 Ch{id Health and Crippled Children's Programs)sy Sudden
Infant Death Syndrome (SIDS8); Hemophilia Diagnostic and
Treatment cghtozs: Supplemental Security Income (88I) 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 oelieve 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 g:oﬁbs 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 pcrbent from the funding
levels provided for the programs in the block grant for
Piscal Year 1981. Ths.third continuing resolution reduced
the funding for the MCH 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 appeaf before you

today.
/

f

Jan Deering
Public Policy Chairman

The Association of Junior Leagues, Inc.
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The CHAIRMAN. Let's see; do you have an order there?

Ms. Brack. 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, CHILD WELFARE
LEAGUE OF AMERICA, INC,, NEW YORK, N.Y.

Ms. BrLack. Thank you. This is a very short summary of my writ-
ten testimony. :

My name is Joyce Black, and I am %resident 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 gnd 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 toduy. 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 r%%arding programs and fundraising for agencies

ation’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 {)rograms. 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 pro 1 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 joh 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-granting 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. a

In addition, the league wants, as the legislation states, to move
children back;to 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
gf dollars in possible residential treatment care or detention facili-

ies.

For instance, the Maine Department of Human Resources re-
ports a 10-percent decline in the number of children in care last

ear because of increased family remunification and adoption serv-
ices. And the 1982 Foster Care Review Report from the Arizona Su-
preme Court states that it costs Arizona 5(1)0,000, 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
ll) 8%3 percent, and it is proposed to be cut by another 20 percent in

Since August of 1981 this would mean a 38-§>ercent 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 Social Services Block
Grants are expended on children and families. For instance, there
has been a 17-percent increase in abuse and neﬁlect 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 AMERICA, INC.

My name is Joyce Black, and 1 am the President of the Board of Directors of
the Child welfare League of America (CWLA). I have served on the Board of
OWLA since 1975. 1 have devoted my career to volunteer leadership activities,
and am currently serving on boards of local, state and national organizations.
1 am the Presicent 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/Big Sisters of America
(first woman trustee); member, New York State Banking Board (first woman
member); Co-Chairperson, Mayor's Voluntary Action Council; member, New York
State Temporary Commission on Cnild welfare; Trustee (first woman), New York
University Medical Center; Past Cnairperson, 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 Cnild 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, homemaxer services, emergency shelter care,
services for children in their own homes and services for cnildren and fami-
- 1ies under stress. The League is a privately supported organization comprised
of 400 child welfare agencies in Nortn America whose efforts-are directea 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 Omild Care Associations, the Child welfare League also represents
1,600 child care agencies affiliated with 30 State Child Care Associations.

I would like to tnank the Finance Committee for tne opportunity to appear be-
fore you today, on benalf of tne Child Welfare League of America, to express
our concerns regarding the Administration's Fiscal Year 1983 pudget proposals.

We as a Nation have always embraced oppressed people. Indeed, America is known
as the land of opportunity. vet it ls a sad, clear fact that the brunt of the
Administration's 1983 budget cuts will be borne by children, just as the FY
1982 buaget 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 1life?

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 rep-
resent only 18 percent of tne 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 sre cognizant that basic economic stabilization is a necessity for a strong

America. However, these additional cuts in human service prog

rams will not

leac to economic stability, but in tne long run will cause increased deficits

and human suffering.

The Aaministration's t proposals for FY 1983 recommend large reductions

in programs aimed at assisting the poor and disadvantaged.
this Administration.

Tne following
chart demonstrates certain program reductions enacted, and proposed, under

SUMMARY OF THE PRESIDENT'S BUDGET PROPOSALS

-

FY 1881

Chitd Welfare Block Grant $522 million
Title XX Social Services Biock Grant $2.9 billion
Aid to Families with Dependent Chitdren s{.o billion
Medicaid $16.8 billion
Food Stamps $10.5 billion
Child Nutrition $3.5 billion
Compensatory Education (Title I} $3.1 billion
Education for Handicapped Children $1.4 bitlion
Juvenile Justice $100 milion -
Comprehensive Emgloyrnent and Training Act (CETA) $7.6 biftion
Work Incentive (WIN) $365 mitlion
Head Start - $820 million
Runaway and Homeless Youth $10.9 million
Chitd Abuse $6.8 million

FY 1082
$460 million®
$2.4 bdillion
$7.1 billion
$17.8 billion
$10.6 billion
$2.8 billion
$2.9 billion
$783 million
$70 mitlion
$3 billion
$246 million
$912 million
$10.5 miltion
$6.7 million

FY 1883

$380 miilion
$1.9 bilhon
$5.7 biltion
$17 billion
$9.5 billion
$2.8 billion
$1.9 bitlion
Block Grant

0
3383 million
$912 millon .

$6.6 million
$4.6 million

*plus $46.9 million CBO estimates will be required in a supplemental appropriation to meet foster care expenditures.

N

Even a primitive analysis of last year's activity ang this year's proposals

Oy the Administration reveals that the poor are getting poorer, and that tne

working poor can find safety only in dropping oack to AFOC wnere they will be

guaranteed Medicaid protection for their children. America's poor are increa-
. s$ing in numdbers. Poverty may become a more permanent status as avenues for

upward mobility are eliminated, and children, the next generation, are be con-

signeo to poverty as they were in the 1950's. Clearly, cnildren and cnildren's

programs are suffering.

For instance, policy analysts predict that under tne proposed Fiscal Year 1983

cuts:

[} 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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e  AFDC will again be cut, eligibility will be tigntened, and struggling
children and their families 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 joo. —

(] one million school children will not receive meals in the Summer
Feeding Program, now slateg for elimination.

. Millions of children will have less medical attention.

[ Millions of children will have less to eat because of eligibflity
changes and reductions in the numoer 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 inal jobs will be
forced to stop working and exist on AFOC alone in order retain medical
coverage for their cnildren. Tnis fact was corrovorated 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 disposaple 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). - g

The effect of the Administration's new proposals ih the food stamp and Aid to
Familles with Dependent Cnildren (AFDC) 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 AFDC mothars) were able
to raise tneir disposable incomes to the poverty level in 29 states.
After last year's cuts, average AFDC working mothers were pushed be-
low the poverty line in every state. Under the new proposals, they
uguld be dropped to 85 percent of the poverty line or below in every
state.

° Incomes for working AFOC families would be reduced so much that pare-
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 includeo
in the study, the AFDC working mother earning average wages would end
wp with less dispoSable income than the AFUC mother who does not
work., In California, the working mother would have $82 a month (or
nearly $1,000 a yeat} less in disposable income than the mother who
goes 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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The 24 states where working parents would be worse off are Arizona;

" California; Colorado; Connecticut; Georgia; Illinois; Iowa; Kensas;

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 fromnga 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 1ncreasing 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 stamp benefits and increases in Social Security and payroll
taxes., -

Tnese extraordinarily high "combined 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 ind{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. -

Tnese features of the new Administration's proposals run counter to
statements made in prior years by David Stockman. In a 1978 article
in the Journal of the Institute of Socloeconomic Studies, Stockman
warned that welfare reciplents 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 AFOC
program also lose Medicaid coverage for themselves and their child-
ren. In these 20 states, Medicaid is restricted to those on AFOC or
SSI. wWhen 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 thése families.

As a result of last year's substantial reductions in federal Medicaid
funding, some of the remaining 30 states are alreacgy restricting or
even planning to drop medical coverage for the working poor. If this

AN
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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 teminahng 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 number 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
reizsulii: is that the costs of working go up, and the gains from working
d min Sh. had

Joe concludes by stating that the proposed cuts in entitlements will fail to
achieve anticipated savings. -

) 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 fgils to accept ‘'a job because of the
built-in disincentives, there i$§ 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 tnerefore 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 tne 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 woulda be
$279 a month next year. E£ach time an AFOC mother chooses not to work
because of the new disincentive features, federal costs to support
ner family are 47 pecent higner than if she had taken a joo.

Tne charts in Appendix I from Tom Joe's study show: 1) a comparison of tne
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
ATION CHILD WELFARE BLOCK GRANT PROPOSAL

s AMINIETR C

—

Description of Current Law

After five years of intensive work, the Adoption Assistance and Cnila welfare -
Act was signed into law on June 17, 1980. In this family support bill Cong-
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ress established the principle of permanency for all vulnerabie children in
America, children who in some cases have been in out-of-home placements for
years, or bouncing from foster 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 s$ix 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
re?ormeg, tongress placed new emphasis on Increasing federal Title 1v-8 child
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 IV-8 child welfare funds were
appropriated to provide these alternatives, and shifted to an advanced funding
basis, would a cap on federal expenditures for AFDC-foster care be imposed.
The law specifies that by Octovber 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 SSI special needs children be,
mandatory. Cmgress felt so strongly about this bill that it pecame drama-
tically bi-partisan -- enacted by a 402 to 2 vote in the House, and a unani-
mous vote in the Senate.

The Aoministration'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 tneir 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 unnhecessary separation of the children from the parent(s); improved
quality of care and services to children and their families; and permanency
ttlmrough 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 cnild 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
2{ protecting the law and its funding levels in the Omnious Budget Reconcilia-
m Mt‘ -

Although the law has not had the opportunity to be fully implemented yet, the
Agministration is once again proposing its elimination.” This time a new Title
1v-E (nild welfare Block Grant is proposed by the Administration which would -
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consolidate Title Iv-8 Cnild Welfare Services, Child welfare Training, Title
1V-A/E Foster Care, and the Title IV-€ Adoption Assistance program for special
needs children., Tnis proposal would eliminate the individual entitlement to
care for special needs adoptive and foster children, and 1t would eal the
Title Iv-8 ch welfare services program for vulnerable cnildren tha ress
enacted along with the Social Security Act back in 1935,

Tne authorization level for the block grant would only be $380 million for FY
1983 and thereafter. Since the program would only be authorized at that low
level, and since lesser sums could be requested by the Administration and ap-
propriated by Congress, States would nmever have a fimm federal commitment to
meet the most basic needs of our vulneraple 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

gen-end g%tion Assistance P%gram for AFOC and SSI eligible special needs
ren: clusion a block grant eliminates the entitlement, and the
incentive t6 move children out of foster care and into adoptive homes, by
capping the program and reducing the funding for tnis alternative to foster
care. Special needs children require additional specific asdoption 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 funding.would be limited, and

" from a single source. -

According to the National Study of Social Services to Cnildren and Tneir Fami-
lies (July 1978):

-~ Tnere were at least 100,000 children legally free for adoption
in 1?77, 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 fundira'g to implement the new child welfare reg#irements under the

e cl welfare services program: In he e child wel-
fare services program expenditures were approximately $800 million, 93 percent
of wnich were State and local funds. Yet the States were still 1ncapan§e of
Implementing the major reforms embodied in P.L. 96-272. The Federal share of
the 1V-8 program was only $56.5 million until passage of P.L. 96-272, which
tied specified increases in Federal funding under 1v-8 to the new program re-
quirements, ' Fedeial funds appropriated apove $56.5 milion 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,
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’

trigger a ceiling on the AFDC foster care progrsa. In FY '8l $163.5 nuuon\\
was ropriated for child welfare services. In FY '82, under the Continuing
Rasolution, $163.5 million was sppropriated with H.H.S. having the discretion
to cut up to 6 psrcent from the program. HHS reduced child welfare services
funding to $156 million for FY ‘82, Howsver, the Adainistration only requested
that $107.9 million be appropriated for FY '82 -~ an smount which would not
trigger the reforms in the law.

Title IV-B incentive funds above $141 million: Only those States that have
wiemented an inventory o oster care; a statewide management

information system; & case review system: a family reunification services prog-

ram; and, after appropriations of $266 m{1lion for two consecutive years, &

preventive services program, are eligible to draw down Federal funds in excess
of their share of $14l u\illion.~ Additionally, 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 thé State's share of Title
Iv-B funds will be reduced to its share of $56.5 million. Tnere would be no
incentive funds to encourage States to implement reforms in the block grant

aspproach.
fer of funds from Title IvV-E Foster Ca.
s it no o wien

Increased flexipoility through tra
of alterna s to 8r Ccare $ antic -that foster care expenditures
will decline. Therefore, for any fiscal year {n which funds appropriated un-
der Title IV-8 (hild uelf'are Services are insufficient to trigger a nationwide
ceiling on foster care funds, States have the opt of operating their foster
care program under a 1imitation (formula specifieo In P.L. 96-272). As an 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. The block grant proposal
cuts federal funding by 47 percent in FY '83 ang 50 pexcent by FY '84 as com-
pared to full implementation of tne provisions in P.L. 96-272 (see Appendix 11
for @ comparison of funding levels for child welfare programs). With only one
limitcd source of funding to mest 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 be hard pressed to move chil-
dren through the foster care system. The Congressional Budget Office (C80) es-
timates that $346 million will pe needed to fund just the AFDC foster care pro-
“gram in FY '82. Applying the Administration's inflation rate of 7.5 percent
to the AFOC foster care program provides & $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 1s requl% lﬁ order for States to draw down the 75 percent
Federal dollars for the Title 1v-8 child welfare services program. Inclusion -
in the block grant eliminates the State/local matching requirement, therepy

eroding program dollars further.
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Time and resources to implement reforms: Since States are at cifferent stages
of development toward these ch welfare reforms, under current law mandates
are not in place until a State draws down its share of Federal funds in excess
of $14l 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 sufficlent dollars and
time have been allowed to have the required services in place. The block grant
proposal dramatically cuts the resources ta _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 tne reforms
to receive 80 percent of their allotment plus the portion of the remainder of
tn:irigilotmcnt 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, without a family. Foster care is a sound program that has protected
many children from harm, 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 unavailaple. States
- must be able to provids a full complement of services, as‘contained 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 cnildren and their families, the Title XX Social Services Block Grant, the
cuts in AFOC 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 provicers, child advocates, and researchers.

The results are quite impressive.
Kansas .

- ~
Marjorie B. Morgan, Commissioner of Soclal Services in"the 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
pravent 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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sffective. 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,
~—.excluding 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 cnild

denied a permanent loving family.

A Special Report on Foster Care prepared by the Kansas Department of Social
an% ReFﬁEIIIEaEIon Services (January, 1982) shows the following data from the
SRS Onild Tracking System: . . .

.."......._.....0.'..._...‘.'...‘l.’.......ll.._...l"..l.U.C0.I............A...‘..DQ.O........‘

REASON FOR CLOSING OF CUSTODY CASES

It should be noted that cases are being closed at an increasing rateé as
permanency planning concepts for children have been 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. OData available in the child tracking system show that children are
remalning in the system for a shorter period of time.

Custody thild Custody
- -Returned  Reached Age Transferred Adoption
to Parents of Majority to Other  Finalized  Other* Totsl

1981 225 84 32 30 103 474

Ayg. 1981 189 78 36 31 105 439

Sept. 1981 167 45 25 18 63 318

. Oct. 1981 224 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 decreasind use of this
code reflects the agency's efforts at "cleaning-up" this new tracking system.

.......'ll....'.‘..,..l..‘li........0.llQ..'."'O.Q....'....l!......I.’.'...lﬁl....'....l..

92-616 O0—82—14
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Arizona

The 19682 Arizona Supreme Court Report and Recommendations regarding Foster
Care Review Boards shows the following cost effectiveness data of permanency .
provisions through adoption subsidy:

..’....‘.'l..............l‘..Ol...!.....'.'..............'...'...........l..............‘

Direct c_(%garative Cost: Foster Care vs. Subsidy
0 y [ hutnd Ice:

Average Cost of Average Cost of
Child in Foster Care Onild in Subsidy

rect cos Y

$7,014 a year ~ $1,600 a year

* wnen all costs, including administration and personnel are 1nvolvet'1, the
average cost exceeds $10,000 a year.
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. . - - . .

.. virginis ’ .
Loudon County Department of Soclal 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 working 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 savéis of ﬂ%ﬁ; ;EE ? foster care payments alone. The
salary for permanent planning worker during same period was
$32,000. The Loudon County Department of Social Services currently
nhas forty-five children in foster care placement. We have 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." . o~

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 childi‘gn wno 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-Delinquent Violations of Law) :
Parents Req.:ested to be Relieved of Custody 13 percent of children

Delinquency 3 percent of children
Reason Indeterminable from Automated 3 percent of cnildren
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-
saven percent of the children had mothers who needed services primarily to -

help them manage and care for their children.

As of June 1981, 50.5 percent of the children were white and 49.5 percent were
non-white 53 percent were male and 47 percent were female. Forty-one percent
of the cnildren in care had one or more physical, mental, or emotional handi-

cwl
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 3,353 children who
1eft care last year, 4/ percen% of them-were reEurned to their patehts and 16

percent were adopted.

Oregon

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: )

° special planning services were provided to an averege 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, inciuding, but not
limited to: homemaker, houselieeper, incest treatment, parent
training, supportive remedial dey care, and intensive family services
to address the increasing level of problem severity; -~

. from March 1980 until Decemoer 1980, 370 families were provided
intensive family services -- out of 193 children spproved for
supstitute care placement only 10 children required placement due to
the provision of intensive family services;

. during the same period (Harch 1980-Decemoer 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 nome, or be returned home, who
woulg have required out of home placement without the intensive
services;
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. cost effectiveness of permanency 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

o . .~ Fiscal Year 1979-80 _ .-
ALl Placements (557) (@) First 12 Months To Age 18
Board and Care Costs $1,696,452 . - - $18,430,65) .
Aid for Adoption Costs ~ 226,093 - 904,373 (0)
' SAVINGS: $1,470,359 $17,526,278
Placements Without AAC (398) 69.8% of Total
WIEEG,  Sege sgee
, SAVINGS: $1,140,064 $13,517,040
Placements With AAC ~(168) 30.2% of Total) 3
Board and Care Costs $ 556,388 $ 4,913,611
Aid for Adoption Costs - 226,093 .= 904,373
SAVINGS: $ 330,295 $ 4,009,238

(a) poes not include 31 out-of-county children placed with Los Angeles
County families for whom savings will accrue in the county from which they
were placed. - -

(b) gased on 4-year average period of subsidy.
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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. wWith a federal
funding ceiling of $2.5 billion and a 25 percent matching requirement, all
social service programs formerly under AFOC 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 grant 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. B
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 institutional care where
appropriate. g

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 progrem 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 tuts have strained the States' apility 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 lohger 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 been before Re-
conciliation.The Office of Human 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 E%e' 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 IR FY 1961 and $258 milllon in FY 1982, zero funding is requested for

FY 1983.

The Administration budget request of $1.974 pillion 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 I1I1).

In order for States to plan their programs rationally and expend resources in
a responsivole 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 the 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 sbuse and

neglect, family disorganization and juvenile deiingquency. T™his 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 puolic 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-
Hgg 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 & 17 percent increase in the need for protective services under a prog-
fgm suffering from a 38 percent reduction (enacted and proposed) since August

Let's look at the cuts in Title XX:

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 familles
were confirmed as apbusing/neglecting their children; an additional .
1,169 families were found to be at risk of future asbuse or neglect of
their children unless preventive services were available. Under
increasing stress, not only will there be more families who abuse and
neglect their chiidren. but the children and youth will be subjected
to .more severe abuse and greater neglect." (See Appendix IV for
incidence of child abuse/neglect in Kansas.)

Kansas sustained a cut of $6.9 million in FY 1982, and an additional
20 percent cut of $4.9 million is proposed for FY 1983.
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Oregon-sustained a $4.4 million cut in FY 1982, and an additionsl 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
70 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.

Rhode Island sustained a $2.9 cut in FY 1982, and an additional 20
percent cut of $2 million is proposed for FY 1983,

Pennsylvania sustained a $35.2 million cut in FY 1982, and an
aHﬂI‘t'iEn_a'I 20 percent cut of $24.7 million is proposed for RY 1983,

wzomlgg 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
comi in from corporate taxes and sales texes. If the economy does
t pick up, the shortfall will continue. Noot anticipates there
unl be a $1 pillion shortfall out of an $8 pillion budget. On top
of this are the reductions in Federal funds to Minnesota. Noot - -
estimates that, given the new regulations, Minnesota will loss $21.1
million in Federal AFDC funds and $8.3 million in Medicaid funas.

colorado sustained a $5 million cut in FY 1982, and an additional 20
rcent 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.

Jowa '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 adaitional
E percent cut of $8.7 million is proposed for FY 1983.

Vir inia sustained a $13.7 million cut in FY 1982, and an additional
20 percent cut of $11.6 million is proposed for FY 1983.

Jexas sustained a $27.8 million cut in FY 1982, and an additional 20
percent cut of $29.7 million is proposed for FY 1983.

Hawaii sustained a $2 million cut in FY 1982, and an additional 20
percent cut of $2 million is proposed for FY 1983.

New York sustained a $58.9 million cut in FY 1982, and an additional
20 peFEent cut of $36.7 miXlion is proposed for FY 1983.

N\
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(] Montana sustained a $2.7 million cut in FY 1982, and an additional 20
percent cut of $1.6 million is proposed for FY 1983.

° Oklahoma sustained a $7.2 million cut in FY 1982, and an additional
20 percent cut of $6.3 million is proposed for FY 1983.

®  New Jersey sustained a $21.7 million cut in FY 1982, and an
aEEItI'Gn_d 20 percent cut of $15.4_million is proposed for FY 1983,

. 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 Department of
Health and Human Resources by the American Fublic Welfare Association. The
states .were polled to obtain information about how they are dealing with
issues related to the implementation of the new social services block grant.
Thirty-three states completed the questiomaire. The study reports some
fascinating, if random, facts:

e  California has reduced the number of social service programs by 40
percent and has modified 30 percent of those remaining.

(] daho has identified three major service areas and plans to elminate
one its entirety rather than reduce services in each.

[ Colorado is transferring day care for employed AFOC recipients to
-A, and Rhode Island is considering such a shift.

] Jowa, New shire, and North Carolina plan to ut.ilize Title IV-8
Tonds Tor ?ﬂg XX service components.

] Providers in West virginia will be asked to sustain cuts
proportionate to ﬁartmentel cuts.

° On the other hand, Kentucky and North Carolina are cancelling many
service contracts. A

Random facts notwithstanding, 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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disentitling other groups. Thus AFDC, 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 revenuve philosophy -~ shift
costs elsewhere. TIME Magazine describes Senator Charles Percy (R-I111.) as
wondering whether the Administration's real commitment is to new federalism or
to budget-cutting; ne 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 uwp 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 ls unrealistic to expect us to fill what is not
ust a gap but a chasm." Corporate philanthropy gave- $2.3 billion in 1980.

f they double their giving to $4.6 billion, they will still be roughly $50
pillion short of what the Administration has cut.

Or hear Lindsay H. Clark, Jr. in the WALL STREET JOURNAL, 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 week 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 tneir eyes on their
cgrgora&e 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 Soclial 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 l...The natjon-must 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 vecome an
additional burden on what wlll already be an overtaxed generation.

In short, Pifer says that oo 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 Human Services in the '80'8"5. ‘ N

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.: :

Comofned 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-cnildren, 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 thes 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 JOURNAL'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 8ishop of Brooklyn said it
this way, "The poor have a right to have their minimum needs met before the
less basic desires 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 cnhildren, its fue-
ture? Did this nation not pass the Interstate Commerce Act in 1887 after
states had failed utterly to control- the sprawling railroads? .0id not the
government step in to protect the weak, elderly, young, homeless and unemployed
during the economic collapse of the 1930's? wWould we dream of scrapping our
centralized banking mechanism of the Federal Reserve System? Would we screp
our interstate highway system, our western water projects, TVA and protection
of basic civil rights? -

Tne 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. .

-

-~Is the only role of the Federal government tne 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 weaxkest from hostile economic and social conditions is being 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- s
erally supported water projects bind parts of the Southwest.

If states alone have to bear the costs of helping low-income families, now will -
they manage during perlods 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
successfuny pursued. It nhas been demonstrated tnat some social problems are

S0 gifﬂw that only the resources of the Federal government can have an im-
pact on

It is one thing for states to compete for a formlated share of Federal progam
dollars, but it is another matter to vigorously compete witnh 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 wpon its youngest citizens. »
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1418 R 1ELE V] CITIPTOYTITETIT UT TTE YN (]
Income® of AFDC Families: Comparison of
FY 1981, FY 1982, and FY 1883 APPERDIX 1-A
FY 1981 FY 1982 FY 1583

Prior 1o Budget Reconciliation Act Cunent Law Budgel Proposals

DISPOSABLE INCOME DISPOSABLE INCOME DISPOSABLE INCOME -

Non-Working] Working { Differsnce®® | Non-Working| Work Herance*® ﬂmnu"

Poumw r...'&' '"mhﬂ Par o ""r'm" v::?‘# o
$307 $408 $ 89 - 8307 $365 $ 59 $301 $347 $ 46
an “9 i) 70 374 4 383 358 -8
314 484 154 it 454 1 308 420 1"5
584 758 174 584 537 -47 561 a9 -82
468 601 133 458 an 9 4% 424 -1
563 731 168 563 534 -2 509 470 - 40
438 589 151 433 480 42 405 438 3
450 618 168 450 499 ) 427 453 28
an 49 14 an 402 25 368 an 10
382 453 N 382 388 8 351 347 -4
468 634 168 468 612 44 438 460 24
449 590 1“1 4“9 459 10 a8 420 -8
419 564 144 419 483 “" 398 42¢ 28
505 664 159 505 501 -4 458 450 -16
487 812 145 487 478 10 445 433 -13
a8 522 1) 376 470 4 354 432 78
388 449 83 8 k141 5 338 349 -1
462 640 187 4082 528 64 428 484 i
432. 500 158 432 485 54 408 443 3B
518 685 187 818 511 -8 ar8 459 -1
513 678 182 613 532 . 19 489 482 -6 -
673 742 169 573 537 -36 522 472 -50
287 504 218 287 442 154 m 410 131
409 570 161 a0 483 1] 393 442 49
A2 586 4 472 478 ] 31 423 -8
500 656 158 500 498 -2 480 4“7 -12
505 648 145 505 516 10 457 444 -13
500 661 162 500 97 -3 468 451 -15
a7 546 129 417 439 22 393 408 193
537 703 168 537 525 -12 508 488 -40
369 504 135 360 441 72 357 410 83
525 684 159 625 521 -4 464 484 0
422 543 121 422 430 8 403 393 =10
A3 587 152 34 488 U 415 430 15
462 628 168 482 498 3 441 451 10
465 631 168 485 501 » 439 455 16
~ L .
567 720 T~ 152 587 587 0 626 502 -24
334 495 181 U 453 19 318 418 102
478 633 185 478 489 12 1 448 4
322 456 134 322 438 <118 308 408 100
308 409 104 308 37 68 301 35 52
503 628 126 503 51 L} m 480 -1
596 768 172 596 543 -53 542 478 -84
a7 549 132 a7 439 2 398 407 10
551 713 181 854 . 545 -8 518 485 -3
380 493 112 380 404 24 366 378 12
579 - 750 m 579 537 - 42 539 467 -12
an 593 122 a7 479 8 a7 28 -10
$450 $595 $148 $450 s478 $28 $423 §432 $ 9

AFDC {amily inhat state.
«+ All numbets do not add due 10 rouding.

of each state represent
working famity in tha

the sum of eatnings, AFOC,
t state. Earnings are calculaled be.

Food Stamps, EITC, and energy assisiance
sed on the average eatnings for an



218 .

Rise in Federal Costs if Work Effort is Reduced APPENDIX I-
Federal Costs for 1 _ Federal Costs for famj)fes
Horking Families No Longer Working
FOOD . FOOD

AFDC STAMPS TOTAL AFDC  STAMPS  TOTAL
ALABAMA } 36.4  $160 $196.4 $ 72.8 $183  $255.8
ARIZONA $ 84,8  $138 $222.8 $109.7 $161  $270.7
ARKANSAS 6.5 ¥f14 $147.5 $ 76 $183 _$259.0
CALIFORNIA 172 $0 $172 $25) $55  $306.0
COLORADO . $105 $90 $195 $145 $122  $267.0
QOINECTICUT $143 $33 $176 $194 $83 . $277.0
DELA-PRE 4 76 $97 $173 ) $120 $139  $259.0
DIST. OF OOL } 81.5 $78 $159.5 $143 $127  $270.0
FLORIDA $ 66,6  $127 $193.6 ‘ $108.6 2159 267.6
GEDRGIA $76.9 $14 $217.9 $108.8 168 276.8
IDAHO $104.7 $65 $169.7 $179.8 $122  $301.8
NLDOIS $ 95.5 $91 $186.5 2145 $126 2Nn.0
DDIANA $73.2 $105 $178.2 124 $143 267.0
ICWA 118.4 $65 $183.4- ; - - $167 $106  $273.0
KANGAS $106.5 $83 $189.5 . $158 $117 $275.0
KENTUCKY $45.7 124 $169.7 $108.8 $166 s274.8
LOUISIANA $87.2 S142 $229.2 - $115.0 $166 $281.0
MAINE $134.6 $70 $204.6 $178.8 $127  $305.8
MARYLAND $73 $92 165 - " $126.5 $138 ° $264,5
MASSACHUSETTS 121.5 $49 $170.5 $176 $99 ' §275.0
MICHIGAN $143.5 $5¢ Q7.5 ! $192 494 $286.0
MINNESOTA 149 $23 $172 $205 $76 $281.0
MISSISSIPPI 55,3  $126 $181.3 $ 57.2 $183  $240.2
MISSOURIT $ 67.2 $97 $164.2 $133.2 $146  $278.2
MONTANA 149.4  $103 $252.4 $168.5 $125  $293.5
NEBRASKA 122.4 $69 $191.4° $I $116 $281.)
NEW HAMPSHIRE 126.8 $77 $203.8 $169,7 SN $280.7
NEW JERSEY ns $63 $178 $168.5 $106 $274.5
NgY MEXICO - 95,3 s $206.3 $145.5 $145  $290.5
NBW YORK ~$143 $40 $183 i $204.5 $84  $288.5
NORTH CAFOLINA . § 55,9  §126 $181.9 $117.5 $165 $281.5
NORTH DAKOTA 313473 $66 $200.3 | $177.8 $107  $284.8
CHID $86.2 $109 $195.2 $125,3 $140  5265.3
OKLAHOMA 92.1 $91 $183.1 $149.7 133  $282.7
CRBGON 92.5 $72 $164.5 $154 $120 / $274.0
PINNSYLVANIA } 94,1 $73 $167.1 $155.9 121 g276.9
RHODE ISLAND | $178.9  $40 $218.9 ' $226.7 $74  $300.7
SOUTH CAROLINA b 371 $134 in, i $ 741 $183 $257.1
SOUTH DAXOTA . $129.9  $79 $208.9 $189.4 $120  $309.4
TENNESSEE - © $15.6 _. $149 $164.6 $ 68.3 $183  $251.3
TEXAS 26.4  $159 $185.4 - ¢ 67.4 $183  $240.4
UTAH 176.2 $76 $252.2 $224,9 $104  §328.9
VERMONT $205.4 $4 $209.4 $286 $65  $351.0
VIRGINIA 79.5 108 $187.5 $125.7 $143  $268.7
WASHINGION §155.5 $40 $195.5 s21 $78  $289.0
WEST VIRGINIA } 79.8 5128 $207.8 $125.5  $160  $285.5
WISOONSIN $169.) s11 $180.1 © $240.1 $66  $306.1
WYOHING $11.5 $93 §204.5 $145 122 $2671.0

Average: $189.8 - Average: $279.4
1 Prior-to the Budget Reconciliation Act of 1981
2 Under the new FY 1983 proposals .
\
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: CHILD WELFARE SERVICES, FOSTER CARE, AND ADOPTION ASSISTANCE FUNDING LEVELS

§ (in witlions - some figures are rounded)

§ ' . . Percent Reduction

Title IV-8 . Title IV-E/A : Title IV-E . from P.L. 96-272
Servigs AFDC-Foster Care Mogtion A;’gistance Total Recommendations

P.L. 96-212 $163.55(2) $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 entitlegent

FY '81 appropriation S . P
P.L. 96-272 ' 220 ' 395 . 10 625 0
Expectation - C- advanced capped entitlement

FY '82 : funded 4

- . »n
P.L. 96-272 : 153.326(b) . 299 5. 460.326 263
Appropriation not advanced entitleuer(t entitlement . ()
FY ‘82 " funded " (385.9)(¢) ' (s04.226)¢) (sz)lc
P.L. 96-272 266 " 434.5 10 70.5 : 0
Expectation . advanced - ‘capped entitlement !
FY ‘83 funded ' . ,
Muinistration's REPLACED BY NEW TITLE IV-€ CHILO ELFARE BLOCK GRANT - 380.123 473
FY *83 Proposed ALSO INCLUDES CHILD WELFAR INING PROGRAM .
Child Welfare ’ :
Block Grant Repealed Amended Amended -
no entitiement no entitTement

(a) Iv-B funding scheduled Z shift to advanced -funding mechanism in FY *81 for FY ‘82, and thereafter, appropriations.

(b) K.H.S. has cut approximately 4% from IV-B appropriation level of $163.55 mitlion. -
(c) Supplemental appropriation will be required; CBO estimates $345.9 million will be needed to meet foster care expenditures.
(d) Child welfare trasning program funded at $5.2 million in FY *81 and $3.823 million in FY '82,

NOTE: FY *83 BLOCK GRANT PROPOSAL CUTS $124.103 MILLION (25%X) FROM FY °82 FUNDING LEVEL, BASED ON ENTITLEMENT. -

612



220 .

APPENDIX 11-B

cheifed wellfare E'ecsgue of arterices, trrc,

COMPARISON OF P.L. 96-272 FULL IMPLEMENTATﬁN FUNDING LEVELS WITH

= (In nillions - some Tigures are rounded)

Administretion's

P.L. 96-272 cnild welf Perce Dolla:

Expectation(l)  “glock grana:??) o d) ot (3)
FY '63 $710.5 $380 o $334.2
FY '84 $753.95 $380 s $377.6 .

1) Based on scheduled increases in IV-8 child welfare services; 1v-E foster
care at anticipated capped levels; sno assumed only $10 million for IV.E
adoption sssistance entitlement progrem, DOES NOT INCLUDE CHILD WELFARE
TRAINING PROGRAM. -

2) Authorization level; therefore, @ lesser amount could pe appropriated,
Cnild welfare training program included ($3.823 million in FY '82).

3) Cnild welfare training funds factored into cut, : _

Title Xx mﬁ?ﬂ%ﬁ“m Cumulative
Dollars Out Biock Grant Cut __Loss
Fy '83 $749 $334.2 $1,083.2
FY 's4 299 377.65 1,176.65
L~~~ "/ ]
CUMULATIVE LOSS OF FUNDING TO IMPLEMENT P.L. 96-272 REFDRMS
T
L
B _ In ONS - SOme Tigures are Iounce
Proposed Title XX Proposed Cnild Cumulative
Dollars Cut Since Welfare Block . .Dollar
August 1981« Grant Cut __Loss
Fy '83 $1,225 $334.2 $1,559.2
FY '84 1,325 377.65 1,702.65

* Does not include funding loss due to zero budget in FY '83 for WIN programs
whicn ma{ be provided under Title XX (WIN funded at $365 million in Fy '8},
$256 million in Fy '82). .
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' _ ~ APPENDIX ITI
chitd welfare league of america, ince.
TITLE XX BLOOK GRANT.FUNDING LEVELS* ’

(17 bi1lions - some figures are Tounded)

_ Statutory Ceilings in  Final FY'82 Budget

198(('.1?3'\?13 6:!;;8:3 Act Recg;cv:ﬁation Paacnent ma_llnars
‘FY 182 3,099 2.4 23% - 699
FY 183 3.199 . 2.45 2% 749
FY '84 3.299 2.5 . 26% - 799
FY '85 - 3.399 2.6 24% 799

* CBO FY '82 baseline data

© COMPARISON OF CURRENT TITLE XX FUNDING LEVELS
(inoII1Ions -~ some Tigures are rounded)

FY '82 Budget Recon- FY '83 Administre~  Percent  Dollars
ciliation Level tion Proposed Level# Cut Cut

Fy 183 $2.45 $1.974 26 $.476
FY '84 2.5 1976 . 21% 526
Fy '85 - 2.6 1.974 2% 626

* Assumes Administration would continue to fund et FY '83 level. However,
Administration is likely to propose futner cuts in the future.

NOTE: ADMINISTRATION PROPOSES THAT TITLE IV-C WORK INCENTIVE PROGRAMS (WIN)
OR WIN DEMONSTRATION PROGRAMS MAY BE PROVIDED FOR UNDER TITLE XX PROGRAM AL~
THOUGH NO ADDITIONAL REVENUES WOULD BE PROVIDED. WIN PROGRAM FUNDED AT $365
MILLION IN FY '81 AND $265 MILLION IN FY '82; FY '83 BUDGET REQUEST IS ZERO.
m
) " . CUMJLATIVE LOSS OF TITLE XX FUNDING SINCE AUGUST 1981

n pillions

FY 181 Fy '82 FY 183 Total Total
Statutory Statutory Adgministration Percent Dollars

Ceilings Ceilings Budget Cut. Out

Fy '83 $3,199 $2.45 $1.974 38% $1.225%
FY '84 3.299 2.5 Lo 408 1.325
FYy '85 3.399 2.6 1.974 ax 1.425

*+ Does not include funding luss due to zero ouoget for WIN programs in FY '83
and thereafter (WIN funced at $365 million in FY '81, $256 million in FY '82),

- 92-616 0—82—15
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- APPENDIX IV
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PREPARED STATEMENT oF Miss JANE RusseLL, FOUNDER, WarF, INC.

To tpé_nemoers of the Senate Finance Committee:

In the past year, I have met with several of you personally and corresponded
‘with most of you. I testified pbefore the House Subcomnittee on Public
Assistance and Unemployment Compensation last year regarding The Adoption
Assistance and Child Weifare Act, P.L. 96-272.
If there were any possible way that | could appear before you today, I would
be there. Some rather complicated and long-standing scheduling conflicts do
not,allou that to pbe the case. I am, therefore, gratéful 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 ['ve spent almost 30 years in another far

more rewarding career. 1 am a child advocate; I have three adopted children

" and 1 am“the Founder of WAIF, an organization dedicated 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 amy efforts to
_ preserve Public Law 96-272 and get kids back into families, WAIF and I work in
association with the Cnild Welfare League of America.

1wl !éave’the arguments about entitlements, acts and titles to the experts.
_I'm writing to argue for children's lives and the quality of those ifves. [
write on behalf of 500,000 kids now in foster care, many of whom are desper-
ately in need of permanent, loving families, "

WAIF 1s a non-prof it, voluntary Qfganization with thousands of .supporters in
every state across the country. We are completely financed by private dona-
tions, WAIF s not made up of professional social workers. we are concerned

©. volunteer citizens. WAIF seeks families for cnildren and not children for

' families. The child is our client. The child i{s 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 famtly because they are the victims of a child welfare system’
headed in the wrong direction.

] agree with President Reagan on the need to reduce the power of nameless,
faceless bureaucracies over our lives., 1 agree with the President that we
must do all we can to lower public spending. | agree with the President and
the Repudblican Party Platform that we should do everything in our power to
encourage and suppbrt the American family.

It s 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 1ike
all the other bits from the Washington alphabet soup. ,Spéll out the name --
The Adoption Assistance and Child wWelfare 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 snouidn't ve
tossed into the same meat grinder with all the other programs being cut back.
In 1962 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. 'N1neteen.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 pfoviaing 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 the f05tgr care
system by linking foster care funds to the dollars spent on services to kids
ana 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 suppoit because, instead of Jjust throwing wmoney 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 1imbo and
off the taxpayers back. -

One of the problems we've had in getting children released for adoption has
veen with the courts. Judges simply can't spend the time for an in-depth
examination 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 vack into limoo. In Arizona, my new home for the past two years,

_the judges and legislators recognized this prooiem and developed an amazingly

effective foster care review board. It, 1nc1dentally, is similar to the man-

datory review in P.U. 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
fn-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 vole in moving children
.through the system. Because of this success, Arizona serves as a model review
systen for the entire nation for finaing permanent placements for children,

It truly shows what can be accomplished with P.L. 96-272.
~ Do away with the Jaw 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. wWe throw what lit-
tle money we have in the general direction of the proolem 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 nappy with, a systea
that no one thinks works very well. wWhen what is being wasted is children,
the waste isn't simoly bad nusiness. it's crim1nal -
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 -- l'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 the 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. Tne states will not pbe able to reform their systems
without the money and the guidance of this legislation crucial to children.

1 am not against the concept of states’' rights. gut I'm more strongly in favor
of children's rights. Under the block system, those rights will never be ful-

© filled:

And let's look at the current state-run systems. The fact that 500:360 chilg-
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 96-272 and ade-
quate funding to implement it.

I veg 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; PRESIDENT; CHILDREN'S DEFENSE FUND, WASHINGTON,
LDC , ~ S

. Msl‘-HQFFMAN'. Thank you.

. Mr. 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. -

1 appreciate the opportunity to testify 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. We believe, and we have stated in our so-called
“Gréen Book” A Children’s Defense of the Budget: An Analysis of

the President’s Budget and Children, that the budget battleé 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. - . I T

‘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.

LV

which t

There are a broader range of programs affecting poor, handi- -
cagped 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.

‘1 would like to use my time this morning to ihake 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 leﬁislation which was enacted through this committee and
e 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 3% million adult recipients are primarily sole parents

liv,i,n% with children and single parent families. . o
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 rose by 5 percent,

while the amount of income that an aged or disabled adult c_oul(i

" have and still qualify rose by 26 percent.
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- We have found, in trying to assess the_impact of last year’s ciits-
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 160,000 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 ripf)le 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
dgé:ision to foreclose a sick child’s access to a doctor through medic-
aid. ‘ v _

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 -last year, and we have
choices again this year about the decision that we make. We are
very pleased that the Chairman 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 keeK 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 supportive of families and not stimulate more
dependency over the long run.

hank you. :
|The prepared statement of 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
‘_;he opportunity to testify this morning on a range of proposals
.for children's programsmiﬁ 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 éach instance, we have not only reported on the
succeres or failures of each program, but have also,sought'to
'develop a caraful and responsible agenda for reform that would
help redirect publicipolicies and public funds in a more effective
fashion. ~

The budget battle this year is a battle for a fair and
decant America. It is aubattle about whether we will continue
to invest federal dollars in the young; in families, in the
needy, gpd in working men and women or whether we will invest
in the rich and in more and more arms, whicﬁ leads us down the
path of economic and moral bankruptcy. It is a battle about
whether we invest in human capital--or whether we choose short-
tera 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 (CDF), .
based upon the unfair impact of the FY 1982 Budget and the faulty
premises underlying the FY 1983 Budget, that not another dime should
be taken from programs for poor, handicapped, sick, and homeléss
children or their families. Nor should another minute be
diverted into a "New Federalism" debate when 9-1/2 million Americans
are oﬁe of work and millions of others are going without the
basic necess;ties 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 flashed out. They should simply be rejected
as uniﬁst and unworkable. Their g;alvis not to help people or
to increase government effectiveness, but rather to cut dollars
without regard for human consequences.

Wa have just published Children's Defense Budget: An
Analysis of the Prasidene s _Budget and Children. In it we have
t:ied to assess the impace 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--childreh, the poor, minorities, the handicapped--
in our society.

We found that a group of critical children's programs were cut
by $10 biflion in FY 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 childrenr a
one~£ifth cnt 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.
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I1f 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 biliipn in rescissions from
enacted FY'1982 budget levols.4'(Attachments A and B summarize
theQ; cuts.,)
q;. chaitmhﬂ: 1'd like to use my time this morning by maging T
four key points:
i. Entitlement gglicz'decisions and budget cuts have a particularly
_severe impact on c ldren. . Sixty eight pexcent 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
rése by 26 percent.

2. The key programs on which children depend for survival-=z.

: AFDC, Food Stamps and Medicaid--were cut to the bone_last year.
$3.9 billlon 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

thess cuts created disincentives to work for families who want

to work; 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 famil
support services In your jurisdiction are inter-related and
create a ts. For eg&mp}e a decjsion to

tates,a decision to foreclose

14
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 programsg, 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 oepors haye
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 natféhnl
security. Many of these alternatives are tax measures and are
within the jurisdiction of this committee.

The rest of my written testimony cdh.ista of an analysis
of the effects of the FYB82 cuts and propoi&d FY83 cuéi on a
;ange of children's programs=baéaé, Medicaid, Child Welfare,
Foster Care and Adoption Assistance, and Social Services, par-

ticulariy child care. ~__
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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 Proéram on the
children and working families depeddinq 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 program's fallure 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. HRalf 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 depﬁnd on AFDC at some poiﬁ; 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 Eeneéits ofviess than $285 a month, (less than S0
percent of the po;egty line),~to a mother and two children with no
other income. In Mississippi, the average payment fbr a child
" is $.99 a day or $30 per month{ in Texas it is $1.19 per day
o; $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.

Acco;ding}to a recent report by the Center on Social

e Welfare Policy and Law, even when minimal AFDC benefits are

combined with Food Stamp benefits the levels in all states
Bﬁt‘Alalka fall short of even theAmeager poverty 1eve1; and
in over half the states they are less than 76 percent of the
poverty level. Only six states pzovide’AFDc benefits that
bring tﬁe combined AFDC/Food Stamp benefit level to 90 per-
cant 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 piyments have qené}ally not kept
pace with inflation. fhe average AFDC recipient now gets
$3.27 per day, a decrease from the comparable $3.85 per day
in 1976, when cost 6! living is taken into account. Between
1976 and 1980 the average AFDC child lost--in purchasing
power--over one dollar out of every eight réceived from AFDC.

Between 1975 and 1981, according to the same study by

N‘“—hthe Center on Social 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. . buring 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 higﬂlight disparities between
. increases 1n_bene£it 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, Virgjnia,
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 Food 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 trylng to Work thelr way out Of poverty.

Federal funds for the -§8 billion AFDC Program were slashed
by sliqhtl; over $1 billion in FY 1982, Combined with state
matéhingifunds, this resulted in a reduction of almost $2
"billion in money available for income s;pports to poor children
and their families. Congress adopted virtually all of the
Administration's propo;als for changes in the program, althoﬁgh
some proposals were made optional for states instead of mandatory.
The AFDC changes adopted 1qglude a number that jeopardize children
and penalize ghe working poor -- the very people the Administration
announced it wanted to help. -

The Department of Health and Human Services itself estimated
that at least 660,000 families, including over 1 million children,
waere 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 b;ginninq 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 ApcC
eligibility have had benefits denied. In Ohio, these famjlies,
like families in 19 other states who lose aApc, will also lose
their Medicaid eligibility. It is also pertinent that in Ohio,
a state faced with an increising unemployment rate, over '
25 percent of the terminations and reductions were attfibutable
‘to the ADC changes most 11keiy 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 }rom the AFDC rolls. Their 20,000
children have lost eligibility for Medicaid and are being
denied basic health services. 1In California it is estimated
that 122,000 casés,roften including a mother and two éhildren,
.will‘lose their AFDc‘banéfits, and 329,000 will receive reduced
benefits. Over half of those who are terminated will be cut -
off bacause their income exceeds iso percent of the state's
standard of need, $506 a month for a family of three with no

other income.
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The following specific changes are among those that have

resulted in hundreds of thousands of families nationwide being

cut from the rolls:

o

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. 1In fact, in many 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 bacause °
of the 150 percent cap.

Pirst 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 fixrst 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 hava chosen
to continue to assist these women pregnant for
the first time with state funds, others have
dropped coverage.

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 haa 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, inclnding ovar 100,000 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.

* 92-616. 0—82—16
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Third: - This year's proposed changes in the AFDC Program cut
deeper into the workin or, reduce state flexibility in adminis-
tergng WOTrk rgguirements, ané hit hardest -at the poorest of the -
poor.

We have three basic concerns about this year's proposed
changes:
-] they penalize the poorest of the poor;

0 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 en;uqh, 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
Sf state matching funds is included. - .

1. The changes proposed for FY 1983 hit hardest at the voorest

of the poor, removing any yestiges 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 levél of decency. Any
X \
extra need beyond a family's control =-- a high utility bill ip
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:

AN s
] eliminating the Emergency Assistance program. At
thelr option, states can currently provige emer-
gency assistance once a year to families in crisis
(for example, paying for replacement bedding if
the family has lost its furniture in a fire). Half

AN
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the states now participate. This program would be
abolished, and the only way states could provide
emargency assistance would be through a "broadened"
enerqgy assistance program -- which the Administration
proposes to cut by $565: million in FPY 1983.

o __gpiring that part of the value of low income energy
assistance grants be counted as income in deterxmining
a famlly's AFDC beneflts. Low lncome enexgy asgistance
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 théir 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
hasic 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 1s‘difficu1t to know
how AFDC families can meet family criées 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:
walfare families often share housing space precisely bacause
the current full grant for houﬁinq 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. 1In Dallas, for egample,
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Qhe average cost of a two~-bedroom apartment is $250 per month.
The maximum AFDC grant for a family of four in Te;as 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 Sfying to economize in one area in order
to stretch their check to meet children's needs in others --
for clothing, food, furniture, school suppli;s, or transportation.

Poor families have already given enough without being
forced to donate their safety net to this year's budget.

2. Even bu&get 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:

- ) requiring stateées to round benefits to the lowser
wﬁgle aoiIar. Presently, states can 'rround up,"
giving families the benefit of the doubt when

grant calculations come out to a dollar and
change. ‘

° rorating the first month's benefit based on date
of aggIIcaeIon.

o reducing federal matching funds for erroneous _
benefit 5a§ggnts. tates wi e penalized by
oss of federal

[ matching funds for errors in
excess of 3 percent of theiyr AFDC caseload. By
1986, they will be expected to have a zero error
rate.

o combining administrative costs for AFDC, Medicaid,
and Food Stamps.

While these savings are described as administrative, again

those who bear their brunt would be childreriand families.
Meager benefit levels would be severely threatened by fiscal

pressures on state budgets that would be caused by thase

proposed administrative changes. —
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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 tq_ga} benefits

' pa&k to the first day of the month of application. Under this
propdsal, 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 desperateiy nesaeds a full month's grant.

) 3.' The proposed cuts further penalize families struggling
| to work their wax‘;ﬁt of poverty. The Administration proposes

ﬂto mandate workfare programs rather than to leave implementation

‘of such prograﬁd to state option., At the same time, the
. Administration proposes to eliminate funding for the Work
iIhcentive Program (wxg), the only present source of job
.;counsplina, training, placement, and “support services for AFDC
'trecipients struggling to f;nd permanent employment. The work-
'( fare proposal limits states' flexibility to design work programs
iéh;c best meet their recipients' needs: 1;§t year's amend-
) mﬁﬂts gave states the option of choosing among three new work-
'relatgd options and the current WIN program. This proposal‘*
’wOuidtlimit that flexibility the'Administration thought s;
“important last year. - At the same time, it would do away with

ehé‘funding for sérviqgf many racipients need in order to become -

‘self-supporting. //
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HEALTH
This section addresses the proposed cuts in the Medicaid program,
vhich will have a substantial impacc on children, and the proposed
consolidation of the Supplementsl Food Program for Women, Infants,
and Children (WIC) with the Maternal and Child Hsalth Block Grant.

|

- MEDICAID

First: Every cut in the federal Medicaid budget is s dtrecc blov
to the 11 miliion chilaron who depend on Medicaid to pay

focx eloencta heaith services.

Children, more thcn'ahz'other agé group, rely on Medicaid to pai
their medical bills. Unlike oldar 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-

cald, which accountad 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 aloneiéap 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 disabied adult could have and still qualify for Medicaid rose
by 26 percent.

Although poor children rely on ghc Medicaid program to a dis-
proportionacte degree, the cost of that reliance is relatively
wodest. Childrenm cost the Medicaid program less :han‘any other
age group. Although they nako‘up almost half the réciplent popu-~
lation, only 19 percent of Medicaid expenditures goes for child
health. The average per year expenditure for a child under Medt-
caid is $318, and the rate of growth of federal child health
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spending is much 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 relacively 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 yaar's federal Medicaid budget reduc-
tions and a deepening racession, continue to sharpi? curtail their
Medicaid programs. By the end of Fiscal 1982, federal policy~
makers estimate that 661,000 ébildren will have lost Medicaid

coverage:

e Rawaii has eliminated Medicaid coverage of nost poor
children in two-parent families.

o Connecticut 1is considering eliminating from Medicaid all
medically needy children in two-parent working families
whe have not sought welfare assistance but who do need
help in providing health insurance protectioan for their
children.

¢ Six states ~-- Washington, Oregon, Missouri, Kentucky,
Iowa, and Utah -- have eliminated Medicaid for children
living at home wi:h parents who have lost or have no
job'u

e Virginia is proposing to stop Medicaid coverage complétely
for blind and disabled children under 18.

Some states are ending or severely limiting benefits:

o 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
liniting services for the medically needy.

o South Carolina is limiting the number of hospital days
for which Medicaid will pay to 10 days per year. Limics
of 20 days or fewer pexr year are also in effect in
Kentucky, Louisiana, Alabama, Mississippi, and New
Hampshire. Tennessee is proposing a hospital cap of 14
days per year. Arkansas, which has different ceilings

- on hospital stays for certain ctypes of jllness, reportedly
allows only 6 days of coverage per vear for certain pre-

~

\/
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mature infants. In Maryland, where a 20-day limit per spell
of 1llness was previously used, 30 percent of premature babias
needed to be hospitalized but their families had no way to pay.

The danger of dumping -- that i{s, refusing to admit.poorly
insured people for fear they won't be able to pay their
medical bills -~ is an increasing phenomenon. —

In addxﬁion, 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 Samith (not~"her real name) has three children and lives in
East Texas. From her part-time jodb she is able to earn

about $250 per month. But because her earnings are greater
than 150X of the standard of need in Texas for an AFDC

family of ~four, she recently lost her $25 a month AFDC

check and Medicaid card.

One of Mrs. Smith's children, l0-year-old Jamie, ha¥ 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 wmiles
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 111, she does not know_what she will do.

Secund: The Reagan Administration's implementation of the
Maedicaid provisions in the Omnibus Reconciliatfion Act

are comntrary to Congreasionai lntent and have resulced
in severe hardship for children and familjes:

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 certain 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 hav:'provided comprehensive medically needy
programs. Approximately 1 million children have received Medi-
caid as medically needy beneficiaries). (Congress stipulated,

A
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hovever, that any state with a medically needy program must
provide all med