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EXECUTIVE COMMITTEE MEETING
TUESDAY, SEPTEMBER 26, 1995
U.S. Senate

Committee on Finance
Washington, DC.

The meeting was convened, pursuant to notice, at

' 9:15 a.m., in room SH-216, Hart Senate Office Building,

Hon. William V. Roth, Jr., Chairman of the Committee,
presiding.

Also present: Senators Dole, Chafee, Grassley,

Hatch, Simpson, Pressler, D’Amato, Murkowski, Nickles,
Moynihan, Baucus, Bradley, Pryor, Rockefeller, Breaux;
Conrad, Graham, and Moseley-Braun.

Also present: Lindy L. Paull, Staff Director and

Chief Counsel; Joseph H. Gale, Minority Staff Director

and Chief Counsel; Julia James, Chief Health Analyst; Roy

Ramthun, Health Analyst; Susan Nestor, Health Analyst;
Brig Gulya, Tax Counsel; Kathy Tobin, Welfare and Income
Security Analyst; Joe Zummo, Professional Staff member;
Ken Kies, Chief of Staff, Joint Committee on Taxation:;
Leslie B. Samuels, Assistant Secretary for Tax Policy,

U.S. Treasury; and Dr. Alexander Vachon.

MOFFITT REPORTING ASSOCIATES
(301) 390-5150



3

A

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Senator Moynihan. I wonder if I might ask the
Committee to attend to a very happy occasion. We
replicate what took place in private on Friday, when we
met in closed session so that the proposals before us
today could be passed out and be readily available for
the weekend.

So I have the high honor and distinct privilege of
passing the gavel--informally, in the sense that it is
not mine to pass--to our new Chairman and our old
colleague. He and I have served 19 years together on
this Committee. |

The 36th Chairman of the Senate Committee on Finance
has lineage that goes back to the beginning of the
Republic, from the great members of the Senate.who have
served. For reasons I cannot understand, the only one
who comes to mind right now is John C. Calhoun. There
was Henry Clay. There were quite a number of fellows,
not all of whom will be as well known to history as
Senator Roth will be when he balances the budget of the
United States Government in 7 years flat.

With that, I have the great honor to turn it over to
my good friend and long-time companion.

Mr. Chairman? [Applause.]
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OPENING STATEMENT OF HON. WILLIAM V. ROTH, JR., A U.S.

SENATOR FROM DELAWARE, CHAIRMAN OF THE COMMITTEE

The Chairman. Well, thank you very much, Pat
Moynihan. I do succeed a number of distinguished
chairmen, among the best being yourself. And it will be
a great challenge to me to live up to the standard that
has been established by past chairmen.

You and I remember so well Russell Long. There is
only one Russell Long. Bob Dole has certainly served |
with great distinction as Chairman of this Committee.

Our good friend, Lloyd Bentsen, of course rose to even
greater stars when he became Secretary of Treasury.

Senator Moynihan. A parallel star, sir.

The Chairman. A parallel star. I stand corrected,
Senator Moynihan.

So it is with a great deal of humility, but priae,
that I accept this gavel from you.

You know this is certaiﬁly an historic moment. This
is a Committee with a distinguished past. And we are
about to embark upon a major review and reform of Federal
entitlement programs, programs that have grown so fast in
three decades that they now threaten the economic
security of our nation and the future of our families and
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children.

I am honored, as I said, by the opportunity to serve
as Chairman of this Committee. And, Pat, I look forward
to working in a bipartisan manner, to focus on the needs
of America’s future.

I know there will be times when it will be difficult
to work in a bipartisan spirit because of the nature of
the issue. But I do believe that the great strength of
this Committee in the past, with the several chairmen
that you and I have mentioned, has been to work for the
good of America in a bipartisan manner.

Let me begin by saying that I am optimistic about
our future. I believe that, with the right kind of
policies, our children can have a better life than lived
by their parents. And I believe that, with the right
kind of policies, our homes and communities, our schools,
and economic opportunities can indeed be strengthened.
Our families can be made more secure, our Government more
efficient, more effective, and much more responsive to
the real needs of America.

But as certain as I am about being optimistic, I
also believe that we cannot secure such a future with
blueprints prepared for the past. This is what we must
keep in mind as we look to accomplish historical reform,
to preserve, to strengthen the Medicare program, to give
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States much needed flexibility, slow the growth of
Medicaid, and to better focus the EITC on the working
poor with children.

Our emphasis is on restoring and strengthening these
programs, about returning them to healtﬁ, so they in turn
can meet the needs of succeeding generations.

We can save these programs, and work towards a
balanced budget, by allowing Medicare to grow at a rate
$270 billion less over the next 7 years than it is now
scheduled to grow. We can do it by allowing Medicaid to
grow at a rate $182 billion less than its current
schedule.

These are not cuts. We are simply controlling
growth. We can work towards a balanced budget by
focusing the earned income tax credit on the working poor
with children, by moving that entitlement back towards
its original intent of providing a buffer against the
sting of Federal taxation on low-income earners.

By reforming these three programs, along with
welfare, we can find $530 billion over the next 7 years,
$530 billion that will move us fowards a balanced budget.
This is what America wants. This is what our economy
needs. But, equally important, this is what each of
these programs needs.

Without reforming Medicare, the program will be
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bankrupt--bankrupt in the next 7 years. Without
reforming Medicaid, it will continue its economy-
threatening growth of some 10 percent a year. And,
without reforming the EITC, it will remain the fastest
growing entitlement, spinning away from its original
purpose.

The key to our Medicare reform is choice, giving our
senior citizens the freedom to choose the programs that
best meet their needs. Yes, they‘will be able to remain
in the current fee-for-service program, if that is what
they want. On the other hand, they will have the freedom
to move to other programs. They will be free to select a
plan that better fits their needs, whether it is managed
care, HMO, or some other plan, such as MediSave. |

Choice will result in competition and savings. In
fact, choice could work so well that our current
projections, projections that keep Medicare solvent
through 2007, could be understated.

Strengthening this program is critically important.
Medicare is important to beneficiaries, aé well as
providers. To strengthen the program, beneficiaries will
continue to pay 31.5 percent of the premium for Part B.
In 1997, we will phase out the taxpayer subsidy of the
affluent for Part B. We will also increase the
deductibles from $100 to $150, and then increase it $10
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every vear thereafter.

Savings will be made on the part of Medicare
providers, predominately through reductions in growth
rates and capital payments. Despite these restraints,
providers will continue to enjoy annual growth rates of
between 4 and 8 percent over the next 7 years.

I think the best way to understand our Medicare
proposal'is to look at this chart entitled "Medicare
Solvency Projections." The chart makes the issue
tangible and demonstrates why our efforts to reform the
system are so important. The top, or red line charts thé
rapid spending growth under the current program. The
lowest, or green line shows current revenue.

As we all know, the HI trust fund begins depletion
in October of 1996. From that point on, outlays will
continue to exceed revenues. If left unchanged,
according to the Medicare trustees, the trust plan will
be bankrupt as of February 6, 2002.

The blue line charts spending under the program we
are proposing. And the gray line shows our revenué,
which includes the extension of the State and local HI
tax and interest. |

Now under our program, reforms will extend the
solvency of Medicare for another 5 years. But note, even
with our significant reform, the trust fund would still
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be spending more than it takes in through the year 2007.

These reforms will give Congress the time it needs
to prepare for the ahticipated influx of the baby
boomers, and this is what we are after in Medicare.

Concerning our plan to slow the growth of Medicaid,
many Governors have told us that, if there are no
entitlements, and States have more control over Medicaid,
they can successfully implement our budget plan, a plan
that provides States with total flexibility as to
benefits and payments to providers.

It is important to note; however, that we require
States to continue to spend at least 85 percent of what
they have been spending on the neediest--impoverished
pregnant women, children, disabled and elderly.

Towards restoring the original intent of EITC, we
need to eliminate'waste, fraud and abuse in this program.
It is has run throughout the years roughly 30 to 40
percent. We need to better focus the program on the
working poor, and provide a credit that is fair. The tax
credit has grown from 14 to 36 percent in 5 years, and is
scheduled to grow even faster.

We would eliminate the scheduled increase to 40
percent next year. We would limit the program to
taxpayers with children, and base eligibility on income
status, with all forms of income beihg taken into consideration.
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Notwithstanding these changes, Federal spending on the
EITC will continue to increase.

Well, I think these are common sense reforms)
reforms that must be made. Towards meeting these
objectives, I look forward to working with all the
Members of this.Committee, and with the Senate, with
colleagues on both sides of the aisle.

And I also look forward to hearing from the

administration, once they have a detailed balanced budget
plan.
The challenges before us, the opportunity we stand
to gain by making the right kind of reforms, demand the
best we have to offer. They demand a bipartisan spirit,
cooperation with the President, and a shared vision of a
future that will continue to bless the lives of all
Anmericans.

Senator Moynihan?
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OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN, A U.S.

SENATOR FROM NEW YORK

Senator Moynihan. Thank you, Mr. Chairman. I
observed that our former Chairman, and our Majority
Leader, is here. I wonder if he would like to speak.

Senator Dole. No. I see you had a very good
article in the paper this morning. I liked that.

Senator Moynihan. Now that is my kind of Majority
Leader. He said I had a very Qood article in the paper
this morning, and he liked it. |

I will just drop everything and talk about that
because I very much agree with the Chairman that we have
these spending trends, and we have to do something about
then.

I think it is important to get these numbers clear,
and they are very much bipartisan. Starting in 1972, we
in the Finance Committee indexed, as we say, the benefits
paid by Social Security to reflect increases in the cost
of living. It is a common practice across the OECD and
other.countries.

Then, in the 1980’s, we also indexed the income tax
brackets to offset the effect of bracket creep, again for
the cost-of-living index.
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But the problem, as you know sir, is that there is
no cost-of-living index. What we used as the proxy was
the consumer price index, which is computed monthly by
the Bureau of Labor Statistics. And the Bureau of Labor
Statistics is emphatic in saying that the consumer price
index is not a cost-of-living index. For some time, it
has been understood how much it overstates the actual
cost of living.

As the Chairman knows, we held hearings last spring
on this. Then in June, Chairman Packwood and I appointed
an advisory comﬁission that is headed by Michael Boskin |
6f Stanford University, who was Chairman of the Council
of Economic Advisers under President Bush. The.
commission includes five nationally prominent
economists--maybe the only five who thoroughly understand
the subject, but they do, and they agree.

About 10 days ago, sir, you and I released their
interim report. Now these are huge numbers of vast
consequence. They say that the CPI overstates the cost
of living by from .7 percent to 2 percentage points.

Now to give you a sense of what that means, the CPI is
growing a little less than 3 percentage points a year.
If it overstates the cost of living by 2 percentage
points, that means that it doubles the actual cost of
living. No--it triples the actual increase in cost of
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living. Yes, that would be reflected three times.

In any event, our commission, in effect, proposed 1
percentage point. Here is the power of these numbers.
One percentage point change, to effect a true cost of
living, which is the intent of our legislation, would
bring us $281 billion in 7 years. That is half the money
you need. In 10 years, it would bring you $634 billion.
In 15 years, you start getting into the trillions. I see
my friend from North Dakota, who was a tax commissioner
in his day, nodding.

In no time at all, you aré into the trillions. That
is how much our outlays are higher than the law intends
each year, and our revenues are lower.

Mr. Ballantine, the Actuary at the Social Security
Adnministration, estimates that since 1972 Social Security
retirement benefits have been $300 billion higher than
the law intended, simply because of this miscalculation
we made.

If we can correct it, we will, first of all, get the
right numbers. We will be doing‘what we said we wanted
to do. Everybody will get an increase in their Social
Security check; everyone will see the income tax brackets
rise, but by a correct number.

If we could do this, we would free ourselves in so
many ways. Not that these matters do not need to be
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addressed, but we have a large debt, we have people who
would like to see other things done, other programs,
other tax deductions. Here is real money, and a real
bipartisan opportunity.

The Congress has already incorporated a change in
the CPI for the budget resolution. The Majority Leader
of the Senate began by noting that Mr. James Glassman
said much the sanme.

I just hope that we do not miss an historic moment.
The Finance Committee has created this opportunity, Mr.
Chairman, and I hope we can make use of it.

The Chairman. Just let me say, Senator Moynihan,
that I strongly agree with you as to the importance of
this fihding. It is something that not only deserves,
but demands a bipartisan follow-through.

Let me say that, as far as our immediate problem is
concerned, the rules are such that it does not help us.
As you pointed out, if this is put into effect, much of
any savings would impact upon Social Security. And, of
course, anything you do in the area of Social Security
would necessarily require not only bipartisan attention,
but the involvement, I believe, of the President as well.

I would certainly hope that you would suggest to the
President that it is important for us to get together to
determine exactly how we move ahead on this important
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finding.

I would point out, of course, that this finding is
an interim finding, and'they are going to come forth with
a subsequent recommendation. Obviously, we want to make
certain that anything we do is correct. A change of as
little as one-tenth of 1 percent has tremendous
ramifications over the years. So it is important that,
as we move ahead on this historically important finding,
that we do it in a responsible way, and not regret our
action later.

So I strongly agree that this is a critically
important study, and that we should decide in a
bipartisan manner what should be done as a result of the
recommendations coming forth from this commission.

In the meantime, we still haveAthe responsibility of
meeting the challenge of the budget resolution, and we
hope to do that in the next several days.

Senator Moynihan. Could I just say, sir, that in
the 7-year projection, 35 percent of the $281 billion,
roughly $100 billion, is increase in revenues. That is
how powerful this is.

Mr. Samuels is here. Perhaps he will comment later
on, when we get to taxes.

I much agree that the President should be involved.
I am sure he will want to be involved.
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The Chairman. Senator Dole?
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OPENING STATEMENT OF HON. BOB DOLE, A U.S. SENATOR FROM

KANSAS

Senator Dole. Thank you, Mr. Chairman.

I will just take a minute. First, I want to agree
with what has been said by the Chairman and by Senator
Moynihan.

We have looked at this over the years, and we have
always backed away from it because Qe did not have strong
bipartisan support, and maybe if did not have support
from the White House. For this to work, we have got to
be in it together, and the House has got to be on board.

They have already recognized it in their budget
resolution. Point 6, was it not? And we had .2.

Senator Moynihan. Yes, it was .6.

Senator Dole. So there has already been an
indication that we recognize that adjustments should be
made. And, in fact, they have indicated in the budget
resolution that they are going to make the adjustments.
But it will only happen if everybody sort of joins hands.

It seems to me that this is something we should have
addressed years ago, and I think that the commission that
was established has done a good job. So I certainly want
to particularly thank Senator Moynihan, and others who
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have been looking at this for some time. I know Senator
Nickles has had an interest in it, and I know Senator
Breaux has had an interest in it. I know they have had
some discussion. But, hopefully, we can work on that.

I know it has already been done but, first of all,
since this is the first public meeting since Senator Roth
took the gavel, I certainly want to commend him for the
outstanding job he has done. He has had a very quick
transition. I do not think we lost but about one day.
Bill, I think you are off to a great start, and I

appreciate it.

The Chairman. Thank you.
Senator Moynihan. He got a good round of applause
earlier.

Senator Dole. Good.

Well, we have some tough decisions to make. Even
with the CPIlas a possible aid somewhere along the line,
I think we do have to respond to the Medicare trustees’
report.

I am sitting here with Senator Moynihan, and he may
recall what happened in 1983. Social Security was about
to go down the tube. Ronald Reagan, a Republican, Tip
O’Neill, a Democrat, and Howard Baker put together this
commiésion. In the end, I think largely due to the
Senator from New York’s efforts, we were able to rescue
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Social Security. It is going to be good at least until
the year 2013, maybe 2020 and beyond. S0 it can be done
in a nonpartisan, bipartisan way.

Maybe it is too late for that at this point, because
I know reconciliation bills have a habit of being fairly
party line. But we do have a problem, we should fix it,
and that is what the debate is all about. I think four
out of five Americané now understand that we ought to fix
it, though certainly some seniors are concerned.

I think it is up to us, since we have the Majority,
to demonstrate that we are goingAto do it in a way that
does not adversely impact on senior citizens.

I recall my mother, who had only Social Security
income, that was it. She used to tell me every time I
would go home, do not touch my Social Security. There
are a lot of people across America in the same situation.
They are concerned that if we start touching Medicare,
something else may happen.

So it.éeems to me that we have a larger challenge.
That is, to deal with the deficit, and keep our word that
we will balance the budget by the year 2002. We had a
lot of debate on the balanced budget amendment. Many of
my colleagues did not believe that we would balance the
budget by the year 2002, and we have not done that yet.
But we are on the right track, so we have to make some
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very difficult decisions. If they were easy, they would
have been made before. Somebody would have made the easy
decisions. .So I think we cannot turn back; we have got
to go forward.

We believe that we strengthened Medicare by insuring
solvency of the trust fund for at least 10 more years.

It allows overall Medicare spending to continue to grow
at about twice the rate of inflation. And it gives
seniors more choices--choices that are currently
available in the private sector, to members of Congress
and others--which until now have not been there for
Medicare beneficiaries.

The Medicare choices, as described in the Chairman’s
Mark, represent the first time since its enactment that
Medicare beneficiaries will enjoy the same range of
options and benefits available to Americans with private
plans. At the same time, changes are made in the
traditional Medicare program to allow it to operate more
efficiently.

So we have Medicare. And then we have Medicaid,
which is another very difficult program to address. We
have had the Federal Government in effect micromanaging
Medicaid ever since its inception 30 years ago.

We have all heard from our Governors, whether they
are Democrats or Republicans, asking for greater
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flexibility, more innovation, more opportunities. And we
have had a number of discussions with Governors in both
parties. The Governors are very important. They
represent the people, and they are closer to the people.

We have been trying to determine how we can best
deal with Medicaid. It seems to me that there is a very

delicate balance, and I hope that we can come together on

that. Maybe we cannot do it in a bipartisan way, but I

hope we can.

I know that the Chairman and his staff have put a
lot of effort into creating a fair formula which slows
the rate of health care growth, while adequately
providing for the needs of low-income Americans.

The earned income tax credit is the third pillar
here. Here is a program that started off, as everybody
knows, in 1975 at $1.3 billion. It is going to cost
about $30 billion by the year 2000. I have got to
believe that we can make some changes in that program,
and I know that the Senator from Oklahoma, Senator
Nickles, has focused on this program a great deal.

I just hope, Mr. Chairman, as we make these tough
decisions, that we keep our eyes on the future, on the
next generation, and on the children and grandchildren.
By making difficult decisions now, we are going to make
certain that they have an appropriate standard of living,
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and not a lower standard of living.
I thank the Chairman very much. I would ask that.my
entire statement be made a part of the record. ‘
[The prepared statement of Senator Dole appears in
the appendix. ]
The Chairman. Thank you, Senator Dole.

Senator Baucus?
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OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR FROM

MONTANA

Senator Baucus. Thank you very much, Mr. Chairman.
First, Mr. Chairman, I want to wish you a very
successful tenure in your new chairmanship, and all of us

join me. This Committee is usually operated in a
bipartisan manner. Unfortunately, it is a little less so
on this issue but, Mr. Chairman, I very much hope that in
the future you will continue to wdrk as well as you
possibly can to continue the tradition of this Committee
on a bipartisan basis. I wish you well in your tenure.

I think it is important to remember the basic facts
on Medicare and Medicaid before we go into the details,
so I would like to start with a few basics.

First of all, it is important to remember that
Medicare operates as a trust fund. If heaith costs
continue to rise at the present rates, and our senior
population continues tq grow as expected, the trust fund
will run out of money in 7 years. We need to find only
about $90 billion to puf it on strong footing again.

Now that sounds bad; in some ways, it is bad. But
the fact is that the Medicare trust fund has never in
history had more than 14 years of solvency. We were down
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to 5 years of solvency in 1982, 2 years of solvency in
1972, and the trustees have projected bankruptcy nine
times in 30 years.

So we take that chart over there, as dire as it is
supposed to be, the fact is that that chart has been
drawn nine times and, in most cases, the consequences
were much more dire than are projected on that chart.

In 1982 and 1972, the trustees said that the trust
fund would go belly up in either 4 years or 2 years, not
7 years, as is the case there. With $90 billion in
savings, the trust fund will be solvent for at least
another 10 years.

Again, we need only $90 billion in savings to keep
the trust fund solvent for 10 years. We are not in a
crisis, as some would have us believe.

The plan we are looking at today is altogether
different. It calls not for $90 billion in cuts, but
three times that, $270 billion in Medicare cuts, three
times what we need. Instead of fixing the basement, we
are about to blow up the house and put up a pup tent
where the house used to be.

In my State of Montana, we will lose more than half
a billion dollars in Medicare payments. Combined with
our share of the $182 billion in Medicaid cuts, we will
lose one-third of our Federal health dollars.
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I will be offering some amendments on Medicaid
later. But for now, I would just like to raise basic
concerns. We stand to lose all Fedefal protection for
elderly people in nursing homes, at the same time as we
lose the money for 2,100 long-term care slots, as
projected by this plan, each one averaging about $38,000
a year.

And protection for elderly spouses is gone under

this plan. That is the law that says you cannot lose

your house or your farm when your husband or wife goes
onto Medicaid.

On Medicare, Montana’s older men and women are going
to face higher premiums and higher deductibles. Younger
couples struggling with mortgage payments will have to
give up some of their income to pay their parents’ new
hospital bills.

The consequences for providers--that ié, hospitals
and doctors--will be even worse. Some of our rural
hospitals depend on Medicare for up to 60 percent of
their revenues—-60 percent. So if these cuts go through,
three times what we need to keep Medicare financially
sound, rural Montana will lose hospitals. We will lose
the health services they provide. We will lose thousands
of hospital jobs. We will lose the economic stability
they provide for small businesses--grocers, gas stations,
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small banks, farm supply stores and more.

And counties will lose the revenue base they need to
give our kids top quality education. It will be a
disaster in rural America.

As the Montana Hospital Association told me just
yesterday, "The Chairman’s Mark proposes an unprecedented
and completely unacceptable level of spending reductions
in Medicare and Medicaid budgeté over the next 7 years.

I do not have to tell you the impact such cuts will have
on hospitals. Montana’s hospitals have already cut their
operations to the bone." |

Some people talk about war on the West. This is war
on the West--war on rural West, on rural hospitals, rural
doctors and on our seniors.

Finally, I would like to call attention to the open
admission contained in this plan, and the Gingrich plan
as well, that the authors have no idea whether their plan
will work. They are guessing about how many seniors they
can herd off into managed care. If it is fewe: than they
expect, the infamous belt tightening or, more accurately,
noose tightening clause comes into effect. |

The noose tightening clause means that in any of the
next 7 years, our hospitals face the prospect of
unannounced massive new cuts in reimbursement. They will
not know about it. They will not be able to prepare for
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it, and they will have to scramble to cut services and
lay off even more staff.

Finally, the reason for all this is obvious. We
have to save only about $90 billion. But instead, the
plan cuts $270 billion. That pays for $180 billion in
new tax cuts. And some of them will go to people who are
already quite well off, and do not need it.

So today we have a very clear choice, and it really
ought to be an eaéy choice. We could go ahead and cut
$270 billion out of Medicare. We cén close rural
hospitals, and weaken a program thét provides a guarantee
of health security for Americans as they approach
retirement. Or we can scrap a bad bill, shrink down an
unnecessarily big tax cut, and do the real work we need
to do to put Medicare on sound financial footing. I
think the right thing to do is obvious.

And I might add, as the Majority Leader said, in
1983 we saved Social Security by putting together a
bipartisan commission--Republicans, Democrats, public and
private sector. We got the job done, and we saved Social
Security on a nonpartisan, nonpolitical basis. I think
we should do that here.

Medicare has a few problems; it is not in a crisis,
but‘a few problems. Let us solve those few problems on a
bipartisan, nonpolitical basis, appoint the same kind of
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commission, get the job done as seniors expect it to be
done, as hospitals and doctors expect it to be done, not
on an extremely partisan basis as here. Especially when
we are going to bleed Medicare, cut Medicare, not save
it, and use those cuts for programs that most Americans
do not want, not only the unnecessarily large tax cuts
for the most wealthy, but also paying for new defense
programs that the Pentagon does not waht, the Joint
Chiéfs of Staff do not want, and probably do not make
sense to most Americans today in the 1990’s.

So again, Mr. Chairman, I say that the choice is
clear. If we are really honest with ourselves, if we are
really going to do what is right by Medicare, we do not
adopt this plan. Rather, we set up a commission, as we
did for Social Security, the Greenspan Commission for
Medicare. That is the way to get the job done. I know
my colleague, Senator Rockefeller, suggested this. I
think it is a good idea, and that is what we should be
doing.

Thank you.

The Chairman. Senator Chafee?
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OPENING STATEMENT OF HON. JOHN H. CHAFEE, A U.S. SENATOR

FROM RHODE ISILAND

Senator Chafee. Thank you, Mr. Chairman.

I want to join in the congratulations to you, your
elevation to Chairman of this Committee. We have had a
long series of distinguished chairmen of this Committee,
and we are delighted that you will be taking over. I
know you will do an excellent job.

I want to briefly comment on what Senator Moynihan
was talking about in connection with achieving an
accurate measure of the cost of living. I think we
shoﬁld do that. I am not saying that we should do that
in lieu of attaining the savings required in the budget
resolution. I think we ought to do both. There is
nothing in the U.S. Constitution that says we cannot
start paying off the debt of this nation, and I would
like to see us start in that direction.

The challenge facing this Committee, beginning
today, is whether we will be able to make the changes
necessary to bring the Federal Government into balance,
to do our part of that.

It is a big task. As we pointed out, this Committee
has by far the largest portion of that task. I suppose
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we have about 80 or 90 percent of the total savings in
this Committee. But it is the single most important step
we can take this year tq markedly improve ouf country’s
future.

If we want to do something fof the nation, then
balance the budget. We cannot continue on the path we
are on, spending more than we take in, and sending the
bill to our children. Of every dollar the Federal
Government currently spends, 15 cents is borrowed.

Absent definitive action by this Committee, we can expect
to see annual deficits of $200 billion in the foreseeable
future. \

Because of the horrendous national debt, $5
trillion, 15 percent of our budget is devoted solely to
paying interest on that debt. Not many people realize
it, but the third largest expenditure that this Federal
Government makes is interest on the debt. There is
Social Security, there is defense, and then there is
interest on the debt. I am talking interest, not
principal. We are not paying off a nickel of principal;
it is all interest on the debt.

Now today, as regards those spending measures which
are subject to the jurisdiction of this Committee, we are
embarking on some fundamental chandes. Seven years from
now, as a result of those changes we and other committees
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expenditures onto the backs of our children.

I want to commend the Chairman and the staff for
finding the $270 billion savings in the Medicare program.
It is very difficult to attain that target, but we have
to if this program is to be saved from bankruptcy, as has
been previously mentioned here today.

I think a good job has been done in striking the
right balance between controlling the growth in the
various parts of the Medicare program and the
difficulties that will be experiencéd by the
beneficiaries. I think the reforms offered to Medicare
will make it more efficient, and should provide better
service to our seniors.

That having been said, Mr. Chairman, I have serious
concerns about the Medicaid provisions contained in this
Mark. I think the Medicaid program, as it exists now in
our country, is fraught with problems--no question about
it. And the States do need increased flexibility} I am
for that flexibility that is needed to administer the
program in the face of rising costs.

But if providing flexibility means no longer
assuring that there is health care'for the most
vulnerable populations, namely low-income children,
pregnant women, persons with disabilities and the
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elderly, I do not think we are headed in the right
direction.

This is an expensive, stark proposal, Mr. Chairman,'
in light of where we were just a year ago in the health
care debate. 1In 1 year, we have gone from an argument of
whether or not we will have universal health coverage to
an argument over whether or not pregnant women and
children living below the poverty line should be
guaranteed health insurance coverage. That is the
dquestion.

Mr. Chairman, I do not believe this is the apbroach
we should be taking. I will be offering amendments to
provide some guarantees to low-income families and to
preserve our health care safety net. I am hopeful we
will be able to reach an agreement on some of those
critical issues.

Thank you, Mr. Chairman.

The Chairman. Thank you, John.

I do want to emphasize that our proposal does
require mandatory spending for the poor, including the
impoverished pregnant women, children, as well as the
elderly poor and, of course, the disabled. We have
provided assurance that there will be significant
spending in these areas.

At this time, I would like to call on my good
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friend, Dave Pryor. _ ‘ |
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OPENING STATEMENT OF HON. DAVID PRYOR, A U.S. SENATOR

FROM ARKANSAS

Senator Pryor. Mr. Chairman, I join with all of my
colleagues this morning in congratulating you, sir. I
look forward to working with you, as I know all of us do
on this side of the aisle and that side of the aisle too.
You are going to make a superb Chairman. I know that the
task before you, and the task and challenge before us, is
enormous. I hope we are up to the job, and I think we
are.

Mr. Chairman, I want to make probably two or three
observations about some of the issues that sort of jump
out at me with regard to the proposal as laid down last
Thursday or Friday by you and your colleagues.

First, Mr. Chairman, I would like to state that I
think we are totally going in the wrong direction when we
start to eliminate the nursing home regulations on the
Federal 1level.

One of my very first issues when I was a freshman
Congressman, many, many years ago, was to look at the
lack of Federal regulations regulating nursing homes to
protect our seniors living in those particular nursing
homes. It was a long battle, a very long battle indeed,
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to reform the nursing home regulations, and to ultimately
come forward in OBRA 1987 with nursing home regulations
that meant something, that made a statement, where the
nursing home owners and the patients knew what the rules
were at the outset. Mr. Chairman, I think it is a
terrible tragedy for us to consider eliminating these
regulations.

The second area of concern I have with regard to
your proposal is in the Medicaid program. 1In the
Medicaid program, as a result of good work by Senator
Chafee in 1990, Senator Rockefeller in 1990, and
hopefully a little bit added by myself, we were able to
install--or I should say instigate--a drug rebate program
for the States, where the States could basically bargain
with the pharmaceutical manufacturers, and ultimately
find at the end of the rainbow a drug rebate, so that the
Medicaid programs would not be paying the highest price
for drugs of any entity throughout our provider system,
as they were pre-1990.

We eliminated this terrible situation, where they
were paying this exorbitant price for drugs for the
poorest of the poor. We gave the States a great
opportunity to participate in a rebate program. They did
participate and, as a result, this program, which is
working well and efficiently, which has saved $5 billion
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over the past 5 years, we are now about to sunset it, if
not eliminate it under this proposal. As we say, we are
going to give it to the States as an option. |

I do not think that is enough, Mr. Chairman. And I
respectfully do not believe that we can say to the States
that we are going to just cut you adrift, we are going to
make you continue as you did before 1990, paying the
highest prices for drugs for the poorest of the poor and
those who live in nursing homes today.

The third thing that I think we need to correct--and
I will cut this very short--we have an opportunity to
correct what I call an unjust enrichment that was
unfortunately and inadvertently created when we wrote
GATT, and signed GATT into law.

That is, of course, we extended to all of the drug
manufacturers an extra 3 years of patent protection under
the GATT proposal. What this meant was that some of the
drug compéniés now are going to have an opportunity, not
even planned for by themselves, for an extra 3 years of
protection with no generic competition whatsoever.

I know that Senator Chafee has talked to Chairman
Roth. I have attempted to, but did not make my
connection with him yesterday. But I am hopeful that we
can make this correction, and that we can solve this
matter so that this matter of unjust enrichment will not
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occur.

Mr. Chairman, I have other comments, but I would
like to submit my formal statement for the record. I
thank the'Chair for recognizing me.

[The prepared statement of Senator Pryor appearé in
the appendix. ]

The Chairman. The Chair would announce that the
complete statement of every Senator‘will be included as

if read. Needless to say, we look forward to working

with you.

The Chairman. Senator Hatch?

Senator Hatch. Senator Grassley is before me, Mr.
Chairman.

The Chairman. Senator Grassley?
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OPENING STATEMENT OF HON. CHARLES E. GRASSLEY, A U.S.

SENATOR FROM IOWA

Senator Grassley. Thank you, Mr. Chairman.

Over the next few days, we are going to be
discussing .two very critical programs for all Americans.
These are the programs that have served from a health
standpoint the poor on the one hand, and the second
program the retirees of America.

However, they have been managed by the same business
as usual Government. I think the American people have
asked us in the 1994 election to reform. Our objective
is, and our objective must be, to bring improvements to
these two programs, to keep them viable, and serviceable.

But, if we do not do what must be done, these
programs are in big trouble, as we know they already are.
And our whole Government solvency, from a budget
standpoint, is in doubt. |

Responsible Senators want to strengthen, and they
want to preserve Medicare and Medicaid. What stands in
our way are doomsayers who are out in force. It is
ludicrous to suggest, as some have, that reformers of
these programs, as we are; do not 1like retirees, and
somehow we hate the poor. A skeptic could say the same
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thing about the inaction of people who suggest that we
continue business as usual.

Our listeners need to remember that both of these
programs are in financial difficulty. They spend a éreat
deal of money annually--Medicare $181 billion, Medicaid
$89 billion--of just Federal dollars.

I want my constituents to know that both of these
programs have been growing like Topsy in recent years,
and are expected to continue to do so. By this I mean
that they are growing by 10 percent per year; and that is
10 percent per year on a very large base. Medicaid has
grown much faster than that in recent years,'and its
spending in the coming years is expected to increase
around 10 percent annually if nothing is done.

This spending pattern has brought the Medicare
program to the brink of bankruptcy. The Part A program
will be spending more per year in 1996 than it is taking
in. This is the first time in the history of the program
that that will be the case.

Under current law, this program will be bankrupt in
2002. Obviously, we will intervene to make sure that
that does not happen. But it indicates the severity of
the problem.

We can intervene now in a gradual way, and much
easier than if we want until it is totally bankrupt.
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If we do not do that, we are going to be totally

irresponsible by waiting until the last minute. And, by
waiting until the last minute, it is going to cause
disruption, and it is going to cause needless hardship,

like the Congress did with Social Security in 1983 when

|
we waited for 18 months before intervention.
‘The Part B program is expected to grow by 14.3
percent and 13.4 percent this year and next. And this
spending pattern is not going to moderate in the near
future. Since most of Part B is paid for‘by general
revenues, the Part B program makes a direct contribution
to the deficit problem. And as the cost of this program
increases, beneficiaries even pay more, and they do it
without an act of Congress, but automatically.
Now we face this problem immediately--not out there
in the distant future. But we have to remember that in 1
just a few short years, the baby boomers begin to retire,
and we have an even bigger problem. Imagine the
situation when that happens, and what is going to face
them.
At this point, meaning 1995, 7 years before the
bankruptcy, we have time to do something about it before
we face the avalanche of retirees that will happen by the
year 2010. There is absolutely no way the program will

be able to continue in its present form, and take care of
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those large numbers.

The situation we face in the Medicare program was
well éummarized by the public trustees. I am not talking
about the members of the President’s Cabinet, who also
unanimously said that this program ought to be fixed, I
am talking about the public trustees. They said this,
and I quote, "We strongly recommend that the crisis
presented by the financial condition of the Medicare
trust fund be urgently addressed on a comprehensive
basis, including a review of the program’s financing
methods, benefit provisions, and delivery mechanisms."

I want to emphasize that these are public trﬁstees,
appointed by the President of the United States. They

are independent of the administration. One is a lifelong

' Demdcraﬁ; one is a lifelong Republican. They have both

long been involved in retirement and health care
problems,'so I believe their cautions must be taken
seriously. So that is why we are heré today.

The budget resolution passed by Congress last Spring
was the first step in addressing this problem. That
resolution called for the moderation in Medicare and
Medicaid spending. The goal--our goal--is the
preservation of those programs. They are not going to be
there for those who need them unless we get the spending
in line with what the Americaﬁ people are willing to pay
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for these programs.

The budget resolution calls for $270 billion in
savings from the Medicare programlover 7 years. Now
these are substantial savings, and there is no doubt
about it. But I want to remind everybody, even with
these savings, Medicare is still going to be the fastest
growing program in the Federal budget. The total average
annual growth rate is going to be about 6.4 percent.

That is going to be about twice the rate of inflation.
Total Medicare spending is going to increase by 54
percent over the next 7 years. Medicare spending is also
going to increase on a per-capita basis at around 5
percent per year.

Some of us are having a hard time understanding all
this talk about a cut in a program when it grows at 6.4
percent, almost twice the rate of inflation. We hear
talk that it is about equivalent to destroying the
program. That is what some are alleging.

Now the need to address these problems is very
clear. It would be grossly irresponsible to sit on our
hands and do nothing about what we know is a problem that
has been defined very well by people that the President
of the United States, a Democrat, has appointed. But
that is what we are seeing in some areas.

There is kind of a sit-and-carp strateqgy. There is
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irresponsible. We must act, and that is why we have this
plan before‘us.

Maybe I ought to say wait a while. I recently read
the paper that there is another plan. Its author wants
to sit down and talk. That is it, that is the plan, sit
down and talk. We are ready to mark up this bill right

now, and others want to sit down and talk. Even the

Waéhinqton Post has called on the Democrats to put up
their own plan. To sit down and talk is not a plan.

We saw irresponsible people use exactly the same
strategy during the budget debate. First, our opposition
challenged us for not having specifics in that budget.
When we produced specifics, they attacked our specifics.
And when we asked where their plan was, they said, well,
let us sit down and talk.

That stratégy will not fly with the American people.
They want answers to a problem that has been defined by
the President of the United States’ own trustees of the
Medicare system. I will bet there are some who were
mightily surprised when the Washington Post took issue
with this strategy of no plan, no alternative. That is
because this is not, and should not, be a political
debate. It is a credibility debate and, unless you have
an alternative plan, there is no credibility.
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Chairman Roth has proposedla bill which I think
moves in the right direction. It achieves the spending
slow-down in these programs called for in the budget
resolution. That in itself is a major achievement. It
begins a Medicare reform, and I am very cautiously
optimistic about the Medicare choice program outlined in
the Chairman’s Mark.

This reform holds the promise of much greater choice
in health care arrangements for health care beneficiaries
than is presently the case. No longer will everybody be
in a straight jacket, on a Government-defined heélth care
program with no choice.

If this reform works, Medicare beneficiaries will be
able to choose a variety of health plans, like Congress
and Federal workers can, from medical savings accounts to
the usual fee-for-service plans and a variety of managed
care plans.

Medicare beneficiaries'will also be able to remain
in the traditional Medicare program. They will be able
to keep doing things just has they have for the last 30
years, if that is what they desire. |

I believe the Medicare choice.plan also has the
potential to greatly increase the resources coming into
rural areas for health care, rural areas like my State of
Iowa.
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If the Medicare choice payment formula is done
right, it will reduce the current very wide per-capita
payment-differentials across the regions of America. The
low-cost rural areas should benefit greatly. For that I
am grateful. The per-capita payment formula contained in
the bill may be at long last begin to provide a fair
reimbursement for my constituents in Iowa.

But we need to be clear about one thing, Mr.
Chairman. That is that these per-capita payment
adjustments must work for our low-reimbursement States.
Whether the proposed improvements in Medicare per-capita
payments in low-reimbursement States like Iowa are big
enough, I do not know, Mr. Chairman. I hope they are. I
think they are. If they are, the reforms that your bill
expects will occur in States like Iowa. If they are not
big enough, the improvements we hope for are going to
pass us by, and States like Iowa will continue to be
starved of health care resources.

So while I am pleased with what your bill does, Mr.
Chairman, I do have a number of concerns about the
proposed Medicare reform. First, I would like us to do
whatever is necessary to make sﬁre that the bureaucrats
in HHS implemént the reforms the way that we intend.

I would also like, Mr. Chairman, to make sure that
the Congress will have an early opportunity to review the
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reforms that we enact, and make any adjustments which
might be needed down the road, so that we know what we
decide today is carried out in the near and distant
future the way we intended, so that we do not somehow get
short circuited like we did with some reforms we made in
1984, that later turned out not to work the way we
intended that they work, particularly in low-cost parts
of the country.

Finally, I am also concerned that the look-back
sequester arrangements, which will be used if traditional
Medicare overspends, will be unfairly harmful in rural
America--I should say low-cost parts of America.

Many people will probably remain in traditional
Medicare programs. That is because we do not have the
resources right now to get the alternative choices into
our State. Spending in States like mine will probably
continue to grow more slowly than in many other areas.

So if a sequester is required, and if this sequester is
applied across the board, then States like Iowa could be
badly hurt, even though they are not causing the problem.
I would like to see something in the bill which addresses
that problemn.

I am also pleased with the rural health provisions
which Chairman Roth has included in the bill. These
provisions are certainly going to help those who continue
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to participate in the traditional Medicare programs in
States like mine.

These iﬁclude an exﬁension‘of the Medicare-dependent
hospital program, incorporating legislation that I
introduced earlier. They include a critical access
hospital program, incorporating legislation Senator
Baucus, Senator Rockefeller and I introduced some weeks
ago. And they include legislation that I have been
trying to get to the President for several years, for
reform of Medicare reimbursement for physicians’
assistants.and nurse practitiqnefs.

This Committee has always been receptive to my
efforts to enact this legislation, but we have
encountered difficulties in the House. 1In any cése, I am
grateful to Senator Roth for including this in his Mark.
This is the first time it has been in a Mark by the
Chairman.

With respect to Medicaid, Mr.. Chairman--and I will
not spend much time on this--I support the wish of most
of the Governors to have greater discretion over
management of the program. My own Governor in Iowa,
Governor Bransted, supports the movement to decentralize
Medicaid. The current program is entirely too
complicated, burdens the States with too many rules and
regulations, and is growing at an unsustainable rate.
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Under your proposal, Mr. Chairman, Medicaid
continues to be a health care program for low-income
people. States must spend money on the program to
receive a Federal match. And there are minimum set-
asides for the three main population groups that will
provide a floor of protection for them.

I am afraid that I have to reserve judgment on the
Federal allocation formula for Medicaid until I get some
more information. I know that this has been a very tough
nut for the Committee staff to crack, and»they need to be
complimented for trying to satisfy diverse needs on this
Committee. What they have come up with looks like it is
going to be good for my State, but we have not had time
to study the proposed formula. I will have to reserve
judgment and comment on that until I have a chance to
study it.

I yield.

The Chairman. Thank you, Senator Grassley.

I think it is important that all of ydu who
represent rural areas study our proposal carefully
because, as Senator Grassley pointed out, we have taken
some very significént steps to seek to meet their needs.

I would also say to my good friend that, as the
former Chairman of Government Affairs, which has
responsibility for organization, we shall certainly watch
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to make certain that the bureaucracy in Washington
carries out the intent of this Committee.

Senator Grassley. Thank you.

The Chairman. Now I regret to say that my good

friend and colleague, Bill Bradley, cannot be here today

because of the illness of his mother. We all hope that
she makes a very speedy recovery.

Senator Moynihan. Thank you, Mr. Chairman.

The Chairman. At this time, it is my pleasure to

call on Jay Rockefeller.
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OPENING STATEMENT OFlHON. JOHN D. ROCKEFELLER, IV, A U.S.

SENATOR FROM WEST VIRGINIA

Senator Rockefeller. Thank you, Mr. Chairman. i,
along with others, welcome you to the chairmanship of
this Committee. Our offices are side by side, and I have
always found you to be a very fair, even, steady person,
and we share many common interests. This is a very hard
job, and it will be. And I wish you, as others have,
very well.

The Chairman. I appreciate it.

Senator Rockefeller. '~ I do not get a lot of
pleasure from saying some of the things I have to say
this morning, and particularly not on the day of your
first hearing, Mr. Chairman. And I do not think we are
going to find this repeated that often in this Committee.
But the fact is that one of the Members talked about the
Democrats only talking.

We did not, any of us, get the proposal we are now
considering, and which we will presumably mark up on
Friday morning. There has been no discussion, no debate,
no understanding, no understanding still by the Senator
from Iowa or any of the rest of us, what the allocation
formula under Medicaid is going to be. That is not yet
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known to us.

I believe this is the type of package that cannot
afford to be tossed out at the last moment. And
particularly this Committee, the Senate Finance
Committee, is known for careful deliberations and, even
at times, wise decision making, but at all times knowing
what we are talking about, knowing what the consequences
ére, knowing what the effects are, not only on our
institutions, on our tax policies, health care policies,
but on people.

Senator Daschle and I wrote Df. June 0O’Neill of CBO,
a week or so ago, and copies of the letter will be
distributed to the Members at the conclusion of my
remarks. We asked her to try to estimate the effects on
beneficiaries of what is proposed in this proposal,
insofar as we know what is in this proposal.

I think that is something that should be done. I do
not think you can go ahead and make decisions without
knowing what additional out-of-pocket costs are going to
be for beneficiaries. I just do not think you can do
that. I need to know, in terms of my own people in West
Virginia.

I have to believe that, in the case of this program
that is being pﬁt before us today, the decisions were in
essence made a long time ago. They were made when the
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Contract for America was submitted to the American people
by Speaker Gingrich, and agreed upon by members of the
Majority party on this side.

This is not just an effort to balance the budget,
and it is partiy that. It.certainly is not an effort to
solve the Medicare trust fund because it-is much more
than that. I will get into.that in a moment. It
certainly is an effort to create a $245 billion kitty of
money. You could not do it without the Finance
Committee, which is why I suspect that, when this is all
over and done, this will be a party line vote. This is
tragic because that means it has sunk to criteria which
are unworthy of this Comﬁittee.

But you are trying to get $245 billion for a tax cut
for a few folks, and you cut $270 billion out of
Medicare, and you do not need to cut any more than $89
billion, and we all know it. We cannot answer the
question, how about the other $181 billion that is being
cut? For what purpose is that being cut? There is no
answver.

With respect to making Medicare more solvent, I find
that highly disturbing. I agree with the Senator from
Montana when he said that the trustees of the trust fund
have declared Medicare to be bankrupt on many occasions.
We always come through and fix it. 1In fact, as the
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Ranking Member well knows, in 1993 we cut--yes cut--
Medicare by $56 billion, and thus postponed by 3 years,
maybe 4 years, problems in the Medicare system.

Now we have a $270 billion cut--not $56 billion but
$270 billion--and this buys us 5 more years, 5 more
years, 3 or 4 years for $56 billion, 5 for $270 billion.
Obviously, it does not add up. And then we add more
money on defense spending, and we savage Medicaid $182
billion in what I consider the single cruelest, most
callous proposal before this Committee.

We take the earned income tax éredit and savage it--
savage it. The earned income tax credit is easy to pick
on because relatively few people understand what it doés,
but do not tell that to 100,000 families in my State of
West Virginia because they are working hard and trying to
stay above the poverty level. They could/get on welfare
but refuse to get on welfare, maybe making less money
than they would be if they were on welfare.

It is not a pretty sight. And we do all of this
with a maximum of maybe 2 days of discussion, with so
many of‘us around the table, which means that only a few
questions can really get asked.

So I am concerned about this. I do not think this
Committee should ever do anything without knowing exactly
what we are doing, and I do not think we do now. I think
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some do, and I think that the reason for all of this, as
I said, was set months ago with the Contract for America.

When it comes to Medicare, again, no matter what you
think, all we need is $89 billion. Eighty-nine billion
dollars will fix Medicare, fix the Medicare HI trust
fund. It will fix it. But we have $270 billion. That
leaves $181 billion. Not one dime of that will go to the
trust fund. So why are we doing that?

I think today, and maybe tomorrow, we will actually
have a chance to ask questions on behalf of seniors and
the disabled, other families in our Stateé-—in my case
West Virginia--about what the effect of cutting Medicare
is on them.

My immediate reaction is to ask where are Harry and
Louise, now that we really need them? I see changes
being proposed that will increase health care costs for
seniors. We did not know that until Friday, and we did
not know that until our side of the Committee, the
Democrats on the Committee, peppered the witness table
with questions which caused the witness table to have to
come out with some of the savings, which were not at that
point listed in the document. So we now know that there
are going to be increased out-of-pocket costs for
seniors.

I think this will mean that many seniors will cease
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to be able to see their own doctor. I consider that
extremely serious. The majority talks a great deal that
they will be able to see their own doctor. Yes, for
substantially more money. On the other hand, getting
seniors into HMO’s is a feal beacon of this effort. When
you go into HMO’s, you do not necessarily get to see your
own doctor. We all know that has been true since HMO'’s
were started. People adjust to that, but is it reform?

In fact, I looked up "reform" in Webster’s
Dictionary. The description of reform is "to put or
change into an improved form or condition; to put an end
to an evil by introducing a better method or course of
action."

Now Medicaid is radical. The cuts in Medicaid are
radical. Again, the paper we got on Friday, 4 days ago,
I think means that kids are not going to have to get
immunized.

Yes, it turns over everything to the States. And,
yes, there are Governors in this country who have shown
through their actions over the years that they are, for
example, willing to set eligibility for AFDC or Medicaid
at 16 percent of the level of poverty. This means that
somebody making $2,000, let us say, might qualify. But
somebody making $2,300 would not qualify for Medicaid if
it was in the hands of the Governor.
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Governors set eligibility standards now, and some of
them do so with a very harsh eye towards the poor. As is
sometimes said by people, not very publicly, the poor do
not vote very much. I hope that has not been a factor.

I think I have come to understand one thing about
this now. 1In 1987, in the nursing home reform provisions
that we passed in OBRA 1987, the Finance Committee said
that you could not festrain, tie down, shackle or drug a
nursing home patient; This repeals all of that. It says
théﬁ you can. It does not say you cannot. Why would
that be in there? I have no idea. I am certainly going
to ask the question. Could it be that it means you could
have fewer employees looking over patients in nursing
homes? Therefore, fewer employees, since they could
provide less care, would restrain or drug a patient so
that they would become placid.

There are 50 new sets of State regulations, with no
Federal minimum requirements, in the proposal before us.
HCFA waiver processes are repealed. The 1115 waiver for
Statewide demonstrations is repealed. Managed care
waivers are repealed and, I believe, not replaced by any
managed care quality standards to make sure that we do
not get a rash of poor people’s HMO’s. I worry about
that. And, of course, Medicaid repeals Title XIX and
block grants unlimited power to the States.
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West Virginia will lose one-third of its Medicaid
funds, cutting into the lifeline for over 160,000 of our
children, over 6,000 of our nursing home residents and
their family members.

I feel very strongly about nursing homes. Nursing
homes rely exclusively on Medicaid, except for a very
small amount of private payment.

My mother died from Alzheimer’s over a period of 8
to 10_yeérs. Because my sisters and I were able to
afford the best kind pf care for her at home, we could
provide her with that. Had we not been as fortunate as
we are, my mother would have been in a nursing home at,
in West Virginia about $38,000 a year, in California at
about $85,000 a year. We would not have been able to
afford that in other conditions.

With the cuts in Medicare, what would have happened
to my mother? Alzheimer’s, in case you are not familiar
with it, is not a pretty way to die. It is slow, it is
24 hours a day, there is no let up. The pain on the
family is extraordinary. It wipes out not only the
finances of the individual who has it, but that
individual’s children and grandchildren. It will do so
almost every time unless you are "lucky" enough to get it
in your mid-fifties, in which case your lifespan will be
very short and you might not have to go to a nursing
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home.

Finally, let me just say on the earned income tax
credit, it is, if anything, under siege. I do not
understand why Republicans want to tax working families
into poverty by slashing the EITC, bﬁt they seem to. I
need to know why.

Until recently, the earned income tax credit was a
bipartisan program. President Reagan called it "The best
anti-poverty, the best pro-family, the best job creation
measure to come out of Congress." Now it seems that
everything is different.

And is it not interesting that Republicans are
suggesting increasing taxes by $40 billion on Americans
who earn $28,000 or less, and cutting almost $248 billion
in other taxes, mostly for taxpayers earning over
$100,000.

EITC is not welfare. EITC is not exploding, I would
say to my colleagues on the other side. It is not
growing out of control. Congress specifically voted what
is now happening to EITC. It was part of the 1993 budget
agreement. EITC is suppose to expand dramatically until
next year, fiscal 1996, and then it is going to level
off. It is designed to provide those who work hard, who
forego health insurance when they could have it through
Medicaid, in order to work, to live out the American
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dream, to do right, to play by the rules, as they say.
It is an incredible program. It is being slashed, and I
do not understand why.

As I indicated earliér, 100,000 families in West
Virginia who get to keep more of what they earn will now
lose it. And I do not understand it. Everybody in this
room knows that owning a house leads to mortgage
deductions. Everybody on this Committee and every
businessperson knows that eating out can mean a meal or
an entertainment deduction, while the millions of hard-
working struggling parents in America; with incomes below
$27,000, just as clearly know that when they play by the
rules they will be rewarded up until now with something
called an earned income tax credit.

Budgets always reflect priorities. I think
priorities are very dangerous in this package. It is
deeply disturbing to me, representing not only the State
of West Virginia, but also as a United States Senator.

I hope the process ahead will get us on a better
course through questions that we ask. Again, I resent so
much of this $450 billion in Medicare and Medicaid, not
to speak of EITC, essentially being done to fulfill the
terms of the Contract, especially with respect to the
crown jewel of the Contract, and that is to give a tax
cut to the speciél few. Medicare and Medicaid folks will
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just have to work things out on their own.

I will close with this statement. It has been said
that Medicare and Medicaid seem to be growing so much
faster than other things in American life. Of course
they are, because it is called health care. More people
are living over 84. That is the fastest growing part of
the population in Senator Bob Graham’s State, and that
will be true in all of our cases very quickly.

The cost of technology is an enormous part of that.
You cannot treat health care like you treat bread.

People want the best health care. People demand the best
health care. It is a different commodity.

I worry, Mr. Chairman, even as I wish you well.

I thank you.
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The Chairman. Well, I have listened to you very
carefully, Senator'Rockefeller. But I guess the question
really is to those of you whé do not like what we are
proposing, what is your plan; how are you going to save
Medicare and Medicaid? Our goal is to save these programs
and strengthen them.

The Washington Post, in a very interesting series of
editorials, have talked about the medagogues. It points
out in one editorial about the Republicans. It says, they
have a plan. Enough is know about it to say it 1is
credible, it is gutsy, and in some respects inventive, and
it addressed a genuine problem that is going to get worse.
The editorial says, what the Democrats have, instead, is a
lot of expostulation, TV ads, and scare talk.

My challenge to each and every one here is, what are
you going to do to save and strengthen these programs that
are so critically important for health purposes? You
cannot just talk about this group or that group because if
we do not save the basic programs there will not be help
for any of the beneficiaries or the providers.

Senator Rockéfeller. Mr. Chairman.

The Chairman. I would just point out, and we have to
move on, Senator Rockefeller, that the President, tdo, has
proposed a tax cut. In this editorial it says the

Democrats have fabricated the Medicare tax cut connection
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because it is useful politically. It allows them to attack
and to duck responsibility both at the same time, and we
think it is wrong.

I now call on Senator Hatch.
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OPENING STATEMENT OF THE HONORABLE ORRIN G. HATCH, A U.S.

SENATOR FROM UTAH

Senator Hatch. Thank you, Mr. Chairman.
Congratulations on your Chairmanship. I also enjoyed
Senator Moynihan'svarticle this morning in the paper. I
think it is very thoughtful and very reflective.

I guess I approach this a little differently from a lot
of péople, because I was Chairman of the Labor and Human
Resources Committee and Ranking Member»after that, really
the largest authorizing committee in the Congress,
somewhere estimated around 3,000 programs.

In éll the time I served there our friends on the other
side never oncé asked, where is the money going to come
from to pay for these programs? They just added program,
after program, after program. I have heard $89 billion is
all'it is going to take to save Medicare. I know that my
colleagues are sincere when they state that.

But this is just not a Medicare problem Qe are facing
today in this country, it is across the board. This
country is in trouble. And it is not just the savings we
would like to make by reforming and saving Medicare here,
it is the savings we have to make in programs throughout
the government by reforming and saving them as well, and in

some cases getting rid of some programs.

MOFFITT REPORTING ASSOCIATES
(301) 390-5150



11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

63

Medicare and Medicaid have been tremendously successful
programs, by anybody’s measure, providing lifesaving and
life—-sustaining services to literally millions of persons
over the 1last three decades. These programs, in my
opinion, need to be continued. But let us be honest about

it. Let us not just, as The Washington Post says,

medagogue this issue.

The Board of Trustees for the Medicare Federal Hospital
Insurance Trust Fund, which is made of up six people, four
of whom are cabinet members of this administration: Robert
Rubin, Secretary of the Treasury, Robert Reisch, Secretary
for Labor, Donna Shalala, Secretary of Health and Human
Services, and Shirley Chater, Commissioner of Social
Security.

On April 3rd, these trustees found, number one, for the
first time——for the first time in the program’s history—-—
the Medicare Hospital Insurance Trust Fund will spehd more
money than it takes in next year. The first time.

This is not something that just can easily be tinkered
with and fixed again. Even if you look at the graph of the
Chairman, it is pretty clear that even with what we are
doing it is not necessarily a total fix of this brogram.
It certainly slows the rate of growth so that there is hope
we can find other ways of correcting the program.

If you read the Chairman’s mark, there are all kinds of
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reforms and approaches that literally ought to help us to
not only slow the growth of the program, but get the
program under control and make it function better for more
people in better ways.

So, number one, for the first time in history Medicare
is going to go into bankruptcy next year. Number two, by
the year 2002, the Health Insurance Fund will have depleted
its surpluses and will be completely broke if we do not do
something about it. At that time, Medicare hospital bills
will no longer be paid.

Numbér three, Medicare Supplemental Medical Insurance
Trust Fund, that is, Part B, which pays for physicians and
other related services, is also unsustainable and payments
will soon be jeopardized as well. They found that the
average two—earner, 63—-year-old couple retiring today will
consume about $117,000 in Medicare benefits more than they
pay into the program over their remaining retired life.

That is giving heartburn to young people all over this
country. Who is'going to pay for that? It is going to be
the three and a half workers for everybody on Medicare
today that is going to pay for it, and that number of three
and a half is going down as séniors are becoming more in
number than the workers in our society. Yet no one wants
to let our seniors down. We have got to reform this

program.
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I might mention that I get a little tired of this
business of cuts because this program is going up from
$4,800 average per person today on Medicare, 37 million
people, 4.5 million persons with disabilities, to $6,700
per person over the next seven years, regardless. If we
choose the Chairman’s mark, it is still going to go up. It
is going to go up an average of over six percent a year.
So, those are hardly cuts.

But this program is more than just restraint of growth.
This program has a lot of suggestions as to how we might be
able to make Medicare and Medicaid work better in the
future. Now, I think the Chairman’s mark is off to a good
start. I want to congratulate him.

This is not easy, especially when it seems like there

is no great desire to come up with a bipartisan solution.

We do not prefer that. I would prefer to see us work
together and solve these problems, but that is not the way
it is working out. We have not had any plan from the other
side other than, $89 billion will save this. Well, give me
a break. That will not save it.

We are going to have to change the program and we are
going to have to make it so it is saveable, and we are
going to have to make it so that .our seniors have some hope
here in the future, and we have got to do it within

budgetary restraints.
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'Within the next couple of weeks one of the biggest
battles we have here is going to be whether or not we lift

the debt ceiling to $5.5 trillion going to $10 trillion.
If we get to $10 trillion, what difference is it going to
make? The dollar is not-going to be worth anything anyway.

We have got to stop it now, this runaway train that is
eating us all alive and really audibly going to demolish
our seniors; I give the Chairman credit for at least
trying. I am not happy totally with each and every
provision of his mark. |

I am concerned about the impact of these changes on the
provision of services in several areas, including nursing
home care, laboratory services, durable medical equipment,
things that I have worked on my whole Senate career.

I alsn want to ensure that we are continuing the proper
incentives for physicians to continue to practice. If we
do not do this right, there are not going to be any
inéentives to go into the medical profession in the future
like there are today.

There will always be some incentives, I guess, but
nothing like today. We want hospitals and community health
centers to provide the vital services they do and continue
to be able to do so. We know that we have to have those.

We want home health agencies to be able to continue to

work. How many of you have had seniors in your family that
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have been at home that could not have gotten by but for
home health care? It is something that I have worked on
evéryvday I have been here since 1976. It is very, very
important. We want their compassionate care to those who
remain at home. |

I want to make sure that we provide the proper support
for most rural and urban areas which could be affected by
dramatic changes in our system. My goal is to make sure,
as the bill moves through the process, that these and other
components of Medicare and Medicaid are treated as fairly
as possible.

But the game is over. We just cannot dontinue down the
same paths we have been going and just say, well, let us
fix it here; let us fix it there, and let us forget
everything else. It is not the way it ié. We have got to
face reality. The Chairman is doing that, and others are
doing it.

I wish there were simple solutions, I really do. It is
a lot more fun to spend money around here. It is a lot
more fun to come up with these exotic, wonderful,
compassionate progréms around here. You get a lot more
credit for it than you do for trying to save them and
reform them, and to make them work bettef, and to solve
problems. Well, we are at the point where we have to do

that.
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My message is really simple. I wish we lived in a
world with unlimited resources: we do not. Our country
does not have unlimited resourceé anymore, and we have
unlimited demands. They are upon government to solve every
problem, and to the extent that we can, we ought to. We
have got to work together to get thosé.problems solved, and
I hope that we can. We are living in a world of scare
resources in many respects.

The bottom line is, we have to be as fair as we
possibly can under the circumstances to our senior citizens
and to those persons with disabilities that we know cannot
help themselves and others who are having difficulty in our
society, and above all to our children.

Left out of this debate sometimes is, what happens to
the children who are going to be the two workers for
everybody on retirement sometime into the next century?
How are they going to pay for it all if we do not solve
these problems now, and if all we keep saYing is, well,
this will do it here, this will do it there, but we do not
look at the problems overall and do what really has to be
done.

On EITC, I am a strong supporter. On the other hand,
do not tell me it is not running out of control, it has
gone up 1,100 percent in a relatively short period of time.

Some estimate as much as 40 percent of it is fraudulent.
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It is time that we face that problem, face it down, do what
has to be done, while at the same time meeting what my good
friend from West Virginia is so concerned about, as am I,
the needs of people who really are poor and are really
having a difficult time.

Last, but not least, with regard to tax cuts, I do not
think we are going to have $248 billion in tax cuts. I db
not think anybody thinks that. But I also know that there
are some tax rate reductions which can lead to a stimulated
economy, to more revenues, which can lead to more jobs and
more opportunities, and we ought to be intelligent about
that, too.

This is not just a taxing body, this is a body‘that can
bring relief where relief really is needed. And i think we
ought to be thoughtful and reflective in doing that, énd'I
hope we will work together in doing that rather than just
go all one way or all the other.

I respect everybody on this committee. It is a great
committee. It is one reason why I left the Labor Committee
to come over here. That is a great committee as well. I
think that this committee, generally, works well together.
This is an area where we need to work together.

I know that it is going to be difficult, but I hope
that we can. To the extent that we can correct the

Chairman’s mark, make it better, improve it, refine it,
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reform it, I am all for it. But I really have to give him
a lot of credit, him and his staff, for the work that they
have done.

Thank you, Mr. Chairman.

The Chairman. Thank you, Senator Hatch. Time is
moving on, and I do not want to cut anybody off. But I
certainly would appreciate, to the extent that each one
can, to keep the remarks relatively short. Your full
statements, of course, will be included as if read.

Now it is my pleasure to call on Senator Breaux.
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OPENING STATEMENT OF THE HONORABLE JOHN BREAUX, A U.S.

SENATOR FROM LOUISIANA

Senator Breaux. Thank you very much, Mr. Chairman.

I thought that when the committee was called to order by

the distinguished Senator from New York this morning that

there had been a coup and_that we had taken over. Then I
thought that that might not be a good idea at this time, to
take over.

I look forward to working with you as Chairman. I look
forward to working with you as Chairman. I think that you
bring a long history in the finance area, and many
innovative thoughts and ideas. Hopefully we will be able
to work together on many issues down the line.

With regard to this proposal, however, Mr. Chairman, a
choice between bad options is not a choice, and this
proposal is a list of bad options. Let us be clear about
this proposal, thét was conceived and born, not here, but
in the other body, really is all about.

It cuts $270 billion out of Medicare for elderly
citizens in this country, it cuts $182 billion out of
Medicaid programs for poor people in this country, in order
to pay for a $245 billion tax cut that is part of the
budget, again, that was conceived in the other body and

unfortunately adopted in this body.
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This is not a policy proposal, it is a money proposal.
It is 1little more than more bureaucratic regulation,
designed not to reform, but to squeeée money out of health
care programs for the people of this country. It is status
quo. It is not bold policy innovations, which this
committee should be looking at.

Medicare and Medicaid cannot, must not, should not, be
used as a piggy-bank to fund tax breaks. Unfortunately,
the budget instructions that are before this committee ére
very clear. It requires us to cut $450 billion out of the
progréms that we have jurisdiction over.

Unfortunately, once these budget cuts and health
programs are certified by the Cohgressional Budget Office,
we are going to come back to this committee and spend those
tax savings, those cuts, in order to pay for tax cuts that
no one is really demanding, and I think are extremely
unwise to make in a time of huge budget deficits.

I know of no one that I have spoken to that suggests
that these tax cuts that are a part of this budget are
essential, necessary, or even wise at this time. Some
claim——and we have heard comments this morning—--that we
have to cut $270 billion out of Medicare in order to save
it. That is like saying, we have to kill it to make it
well.

Mr. Chairman, we have a number of experts who differ
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with that proposition. I have here an Aﬁgust 2nd, 1995
letter from Richard Foster, Department of Health and Human
Services’ Chief Actuarial Officer, who  looks at the
numbers, not through Republican glasses nor Democratic
glasses, but through an economist’s glasses. He says very

clearly that the $89 billion in spending reductions would

ensure that the trust fund would be solvent through the

fourth quarter of the calendar year 2006; $89 billion, not
$270 billion.

That document is additionally supported by an August
3rd letter of 1995 by Bruce Vadlick, who is the head of the
Health and Human Services Administration that clearly says
that the President’s plan would extend the life of the HI
trust fund from the year 2002, which is the estimate of
when it would be spending more than it takes in, through
the calendar year 2006, fourth quarter, with $89 billion in
reduced spending, not $270 billion.

Mr. Chairman and colleagues, I think that this proposal
puts the cart before the horse. We have a budget that has
come up with a numbér, a number that is needed in order to
pay for tax cuts. There is no policy with regard to that
number, it is just a number. |

Instead of doing the policy changes first, implementing
those policy changes and seeing what reductions and savings

we can achieve, we have done it backwards.” This proposal
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1 says we need to find $450 billion of cuts, and hopefully
2 you can find some policy that will achieve those cuts.
3 That is doing it backwards, not the fight way.

| 4 So, Mr. Chairman, when I look at what tﬁis would_do in
5 my own State of Louisiana, it is terriffing. One hospital

6 group told me that this proposal will spell disaster for

7' Louisiana’s rural health care providers.
8 The additional cuts called for in the mark will likely
9 result in the closure of maﬁy small rural hospitals. For
10 example, the plan calls for just one hospital, East
11 Jefferson General HoSpital in New Orleans, to lose nearly
12 $120 million over the seven-year period.

(:) 13 The plan says, well, seniors will be able to stay in a

14 fee—-for-service plan if that is what they would like to do.
15 I would suggest that, with hospitals like East Jefferson

16 losing $120 million over the period, what type of fee-for-

17 service are we going to have left?

18 Medicare and Medicaid already reimbﬁrse‘providers less
N 19 than it costs to provide the services} 89 percent of the

20 costs of Medicare services, 93 percent of the coéts of

21 Medicaid services. with $270 billion of additional

22 Medicare cuts and>$182 billion of additional Medicaid cuts,

23 what type of fee-for—-service hospitals are we going to have

24 left, and how many are going to be left with that type of

25 a cut with no real policy changes?

@)
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An additional problem that strikes me 1is very

unreasonable, that even if these severe cuts, as bad as

they are, do not achieve the magical number that someone
has come up with, it gets even worse because there are
provisions in this plan which would trigger automatic
across—the-board cuts without Congress’ involvement if this
document does not produce the savings that we hoped it
would produce. |

If under this plan, for instance, managed care——which
I support——does not produce the $50 billion in savings that
someone says they expect it to produce, more severe cuts
would automatically occur without Congress’ intervention,
further cutting payments to doctors and hospitals when we
ask them to do more. |

So what do we do, do we just criticize their plan, do
we sit and let them criticize us for not having a plan?
what do we do with this tremendous problem that affects so
many people in this country?

Tomorrow the Democratic Leadership Council and our
Progressive Policy Institute will release a document. It
will be called "A New Deal for Medicare and Medicaid." It
will be a recommendation for comprehensive health care
reform, which we tried to do two years ago and many people
said, we do not have a problem. We should have done it two

years ago; we did not. We have an opportunity to look at
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doing it again this time if we work together.

Let me just quote one thing that the document tomorrow
will say about the current system and how bad it is. "The
health entitlements in the current system are profoundly
archaic programs governed by arbitrary policy and budgetary
goals, managed by command-and-control regulation, and
reproducing their own enormous inefficiency throughout the
entire health care system in this country.

Furthermore, the current Medicare and Medicaid programs
constitute an immovable obstacle structurally, fiscally,
and politically to the progressive goal of ensuring all
Americans access to health care.'" That proposal will be
unveiled tomorrow.

So what does this committee do--and I will conclude
with this—-—-to bring about the fundamental reform? I
suggest two things.. Number one, we should fix the short-
term problem. It is an $89 billion problem that gets us
to the year 2006. Fix the short-term problem. We can get
together on how to do that.

Second, I think we are going to have to do something
differently. I think it is going to take the establishment
of a bipartisan health care reform commission with
Democrats, with Republicans, with experts that understand
where we are headed, in order to make recommendations that

will represent fundamental change in this system, not a
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mere status quo tinkering around ﬁhe edgeé.

I would hope that, in the course of this debate, with
the President’s involvement, that we can reach that goal
which I think is what the American people want us to reach.

Thank you.

The Chairman. Senator Breaux, we welcome new plans.
I hope you will submit it to CBO so that they have an
opportunity to cost it out. |

Just let me make one observation, because people keep
talking about Cuts, when, in fact, that is not the case.
Mediéare will continue to grow at an annual rate of 6.3
percent. I tell you, a lot of blue collar workers would
like to have that kind of increase every yéar. Medicaid
will increase roughly 4.9 percent. So we are talking about
slowing down the rate of growth.

This country just cannot continue to afford the rate of
growth that we have experienced in these programs the last

several years. I have noted that many outsiders, including

The Washington Post, New York Times, and others, agree with
that.
It is my pleasure now to call on my good friend,

Senator Simpson.
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OPENING STATEMENT OF THE HONORABLE ALAN K. SIMPSON, A U.S.

SENATOR FROM WYOMING

Senator Simpson. Mr. Chairman, I thank you very much.
I greatly look forward to working with you and Senator
Moynihan. I have been privileged to serve with both of you
on various committees over the years and it has been a
great pleasure.

' Well, it is certainly a nice year to come on the
Finance Committee. It has been quite a joyous experience
for me, because I éerved on the bipartisan—-—and it was,
indeed, bipartisan—-—commission. But nobody paid any
attention to it, because it was too honest.

It was the bipartisan commission with regard to the
entitlements programs of the United States. Senator John
Danforth and Senator Bob Kerrey were the co-chairs, and 32
of us on the commission agreed with this scenario.

If we do not "do something dramatic," in the year 2013
every single bif of revenue in the United States, at
present levels without any increase in taxes and having
done a "perfect health care bill"--which is certainly the
dream of the ade——will be going only to four programs in
the United States. It will be going to Medicare, Medicaid,
Social Security, and Federal Retirement, which has an

unfunded liability of $650 billion justvin itself, Federal
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That means in the year 2013, not too far away, there
will be noﬁhing——nothing——for transportation, education,
defense, WIC, WIN, Headstart; all the cherished things,
NEA, NEH, anything you might have on your list; those are
some on mine. That is where we are.

LetAus get very clear on this. I have never been for

a tax cut for the richlor anyone else, so do not lay that

. out as a great Republican caper. There are many of us that

- do not embrace that; I do not. I do not see how we can get

there.

But I was surprised at the remarks of my friend, Jay
Rockefeller. He is my Ranking Member on the Veterans
Affairs Committee, a splendid gentleman. He 1is able,
bright, attuned to his constituents, but also a very tough
partisan, highly partisan, drématically partisan. That
will not serve us well.

Let me say to my friend, I do not know any more about
the formula than you do, so let us not try to put some
partisan touch on that. In fact, the last one I saw had my
State getting cut 30 percent in Medicaid. So. I would not
put anything too sinister out there with regard to that.

Furthermore, I understand from the committee that this
is the earliest that the mark has been released to the

members in the last decade. You all had it Friday; that is
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when I first saw it. There has never been an opportunity
to have a more thorough review of an entire weekend before
we come to this part of the proceedingé, so I think that
has to be on record.

Then I want to insert in the record what we have done
in this committee. We have had six hearings——-five full
committee, one subcommittee——on Medicaid. We have had 10
full committee hearihgs on Medicare. We have even had
hearings on things that have not been touched in years
past, SSI, solvency of Social Security. ‘

That was a well-attended hearing. It looked like
somebody had thrown an anti—peréonnel grenade into the
building. I looked around for my colleagues and their
staffs were trying to guide them away from the door. Do
not go in there, he is in there doing Social Security.
Well, take a look at that one.

As I hear these great laborers and great speeches of
courage, somebody should step up énd ask us why Democrats
and Republicans haVe left off the table something that is
worth $360 billion—--$360 billion—-which is called Social
Security, which we are told will go broke in the year 2029.
When Pat Moynihan, Bob Dole, and company saved it in 1983,
it was supposed to go broke in the year 2063. Each year
they move it up four or five years, and we just sit here.

Now it is 2029.
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I guess next year they will move it up to 2025. It
will begin to go broke in the year 2013, and you know it,
I know it, and the trustees know it, and three of the
trustees are members of this President’s cabinet. This is
hard to even view as to what we are doing to ourselves.
Without mentioning the accursed word of Social Security
again, I urge you to look carefully at the work of Senator
Bob Kerrey and myself as we try to restore solvency to a

system. If you really want to do something, why do you not

“means test the COLA on Social Security, because it is $7-16

billion a year, depending on that twisted little thing
called the CPI.

I do commend Pat Moynihan, and I am willing to go over
the cliff with you on that one. I thought that was a
given. That is an easy one. Over-estimation of the CPI
was from every witness we had, every single one.

Bob Kerrey and I thought that would be a snap, and
Danforth. No, no. That is raising the tax on senior
citizens. Well, play with that one, break the contract.
Anyway, that one we should be addressing, and I pledge my
earnest good efforts.

Is this radical? Sure, it is radical. But if you
really care about somebody, then you ought to start caring
about the people between 18 and 45, because the seniors are

not going to get dinged too hard on this one compared to
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where they have been before.

But I will tell you, if we do not do something--and
even if we do this—-is it not ironic that, and our good
Chairman says it with some energy and spirit, if we do this
without any delusion, Medicare will not go broke in the
year 2002, it will go broke in the year 2007. Every single
one of us here kno&s what the 30-year projections are on
these programs. .

The President—--—-and I mean this--in his first budget,
described intergenerational accounting, and I urge everyone
in America to read it. Get it out, read it. It was
powerful. And I thought, boy, I am ready-to ride with Bill
Clinton on this one.

He described exactly what is going to happen to the
people of America in the years out. This year, somebody
political got to him and there was not a single word about
it, not a single word about wﬁat is going to happen to the
real lesser in society, who are people between 18 and 45.

If we really do care, then we will do something for
them. The something we are going to do, in all its high
drama, is.going to be to allow all these programs to go up
6.4 percent out into eternity, I guess, and who can believe
how long that will last? How absurd.

Radical? Sure. But take a look at this Medicaid

reform. When they go to the States, they have to expend 85
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percent of the funds for the moét vulnerable persons in
society: family and pregnant women, disabled, elderly. It
cannot go below 85 percent, what it is now, by law, by what
we are proposing.

Well, you cannot get there from here by doing what we
are doing, and we are going to vote on a $5 trillion debt
limit, which will be the greatest badminton game in the
world’s history, with the world of economics as the
shuttlecock.

How did we get here? Well, I have been here with four
Presidents: Carter, Reagan, Bush, Clinton. They did not
have a thing to do with it, not one of them. We did it.
We represénted our constituents so well.

Everyone here has added a provincial touch to what they
have said. We have hauled it home like pack mules: roads,
commissions, HUD, every known federal program. That is
over. That is where we are.

That is very disturbing to a politician. It means you
might not get re-elected. Then you are caught in this
terrible thing that, if you start to look like a fiscal

conservative, you might get re-elected. So, that leaves

you kind of tattered. It is a heavy burden. But I sure

would not worry about the seniors on this one in any way.
I hope you will take another look at the bipartisan

commission work. Look at the 30-year projections. Know
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that 30 of the 32 of us agreed on those projections. It is
really quite sad to believe that young people cannot seem
to get organized. They seem to be in some kind of vapor
lock.

I get interviewed by reporters Who are usually between
30 and 40, and they come up and the original bias is, well,
what are you doing to the senior citizens? I say, do not
worry about them. They will be smuggling it out of.here in
a sack.

[Laughter]

Senator Simpson. But I can tell you, you had better
worry about you because there will be nothing here when you
are 65, nothing. You know it, and I know it.

Get this figure. In Social Security, you get all years
back in the first si# and a half years of the benefit
period. I was a self-employed lawyer in Cody, Wyoming and
I am 64 years old, and during my most productive years of
life never put in over $864 a year, and neither did any
other person on this continent.

I but'in over $864 a year in those years when the 1lid
was $12,006, or $14,006, no matter what you made. No
matter what you made. When I got here, then of course it
Qas $2,000 a year, $3,000 a year, and I think now $4,000 a
year.

If I retire at 65--and many are praying that I will—-I
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will receive $1,140 a month. If I wait till I am 70, I
will get $1,500 a month. Now, that is what is out there.

We have to listen to this babble and this extraordinary
rhetoric about the old, the wretched, the poor, the
children, and the worst possible thing that can happen in
this country.

And what'will happén is, in 20 years there will not be
any Medicare and the.poor and downtrodden will be having to
pay their own. That will be the saddest thing that I can
possibly conjecture.

So, remember as you do this, the senior citizens of
America are probably the most fortunate people on earth.
I intend to means test Part B premiums, lady and gentlemen.
Part B is voluntary.

‘"I am very disturbed to hear this continual babble
about, oh, you are going to raise the means test, the
premiums, on Part B[ as if'it were part of the contract.
It is not part of the contract, it was never part of the
contract. It is, in a sense, a welfare program because it
is an income transfer.

All of us and our predecessors sat here, and when we
passed it we said, you are going to pay 50 percent of the
premium and the government is going to pay 50 percent of
the premium.

But people who love to get re—elected came in here and
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said, let us let the premium go down to 45 percent for
those poor, dear people. Voluntary, again, remember. Let
us get it down to 40 percent. That geté you re—electéd.
That will really get you re-elected, and it did. Now it is
down to 31 percent.

So you have got Joe Gotrocks having 70 percent of his
premium paid by the people who swamp this building at
night. Got it? Get it. You know it, and I know it. You
are going to let that one get away?

| Are you going to just ding the top three and four
percent of the rich in America? No, I am going to ding the
top 15 percent on a program which is totally voluntary, and
that is Part B, physician reimbursement.

Now, if we cannot get in and do some heavy lifting
here, then I hope that all of you with children and
grandchildren will at.least have the courage to sit with
them in 30 years from now and say,.well; we failed.

We were trying to let it go up only 6.4 percent a yeaf,
but we all gét thrown out on our fannies in a great
political revolution. So the Democrats who'got re—elected
by throwing us out on that issue put it right back up to 12
percent and want to thank you. So the scenario, instead of
lasting 40 years, was capsuled down to 20. That is where
we are.

I am glad to be here. I am glad to work with anybody
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on this committee on any part of these issues. But, by
God, I will not sit here and listen to much more babble
about what is going to happén to people over 60 when what

is going to happen to people between 18 and 50, or 45, is

disaster.
Thank you.
The Chairman. Senator Conrad.
Senator Conrad. Senator Simpson, do you have any

strong feelings?

Senator Simpson. I think I have had the passions wash

over me.
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OPENING STATEMENT OF THE HONORABLE KENT CONRAD, A U.S.

SENATOR FROM NORTH DAKOTA

Senator Conrad. Well, there is much of what Senator
Simpson has said with which I can agree, and I think all
members can agree. There are things I frankly do not agree
with, espedially the references to our colleague, Senator
Rockefeller, who I have never found to .be an extreme

partisan, but somebodvaho does care deeply about who is

affected by the policies that we enact here, and I.think

that is appropriate on both sides, that people feel
strongly about what we are doing.

I know our Chairman feels strongly. I want to add my
voice of welcome to Senator Roth. You are someone who has
felt passionately about the policies that come before the
Finance Committee, énd I respect you for the strong
feelings that you have. And I certainly respect the
challenge that you face, because I do agree with Senator
Simpson that the country faces a_fiscal crisis that demands
a response.

I strongly support the goal of a balanced budget. It
has been really one of the central items of focus in my
career in the United States Senate. I came here believing
deeply that the foremost challenge that we faced was to

balance the budget. And not just because balancing the
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budget makes sense——it makes sense to spend what you take

in, and no more than that—-but, more importantly, because

~we face a demographic time bomb in this country, and that

demographic time bomb is the baby boom generation that is
going to double the number of people who are eligible for
Social Security and Medicare and these other programs, and
that is going to put this country in a very deep hole
unless'we respond.

Beyond that, balancing our budget will strengthen our
economic future. It will mean more savings, which will
mean more invéstment, which will mean more eéonomic growth.
That ought to be thé goal of all of us.

Mr. Chairman, because I believe strongly in balancing

‘the budget I offered to my colleagues, when we had the

budget resolution on the floor, what I called a Fair Share
Balanced Budget Plan.

In that plan we balanced the budget by the year 2004,
but without counting Social Security surpluses. I might
add, both the Republican plan and the President’s plan both
count Social Security surpluses to achieve balance.

I frankly do not regard that as balancing the budget at
all. To take retirement funds and put them in the pot and
call that balancing the budget, I thihk, is frankly
fraudulent. But when I look at the plan that is before us

I see dramatic differences.
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The plan that I introduced balanced the budget by 2004,
again, without counting Social Security surpluses, but we
also did it without the kind of draconian cuts to Medicare
and Medicaid that we see in the Chairman’s mark. Yes, we
had savings.

I hear people ask, where is the Democratic plan? Well,
you saw the Democratic plan: 39 of the 46 Democrats in the
United States voted for a budget plan that add $156 billion
of savings in Medicare over the life of fhat plan. It had
$125 billion of savings out of Medicaid. The fact is, we
redognize that there needs to be savings out of Medicare
and Medicaid, that the current levels of growth cannot be
sustained.

But when I look at the Republican plan that is before
us, I frankly must respond to you that I believe it is
extreme and that it is unfair.v I might say to you, that is
not just the judgement of Kent Conrad.

I read, with great interest, the editorial of David
Broeder over the weekend that appeared in papers across the
country. David Broeder is not a partisan Democrat. I do
not even know what his party affiliation is, but he is a
respected national columnist.

Here is what he said. '"The Republican revolution in

Congress is dropping its cloak of fairness faster than the

trees on Capitol Hill are shedding their leaves.'" He said,

MOFFITT REPORTING ASSOCIATES
(301) 390-5150



=W N

(8]

11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

91

"lLast week, almost all pretense of equality in sharing the

burden of budget cutbacks disappeared." I think David

Broeder is exactly right.

When I look at the plan that is being advocated here
today, it is not fair, it is not balanced, it does not ask
for equal sacrifice from all Americans. It sayé to the
richest émong us, you sit on the sidelines while we put the
middle class and the lower income people on the front lines
of fighting this béttle. That is not fair.

Worse than that, it ushers the wealthiest among us to
be first in line to get additional tax relief, additional
tax benefits, additional tax preferences. That‘is not
fair, that is not balanced, that is not the way to address
a national emergency .

Mr. Broeder wrote, 'While one House committee called
for the abolition of the Medicaid program of health care
for the aged, the indigent, and the disébled, another took
a whack out of what President Ronald Reagan and many others
have called the most effective and .incentive-building
device for bolstering the income of the working poor."

Mr. Broeder wrote, "It would be pleasant to pretend
that these are oddities, but the accumulating evidence
points clearly to the conclusion that Republicans, who love
to accuse their opponents of practicing class warfare, are

really sticking it to the economically struggling families
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of America."

He went on to point out that 20 yéars ago President
Gerald Ford signed into the law the first bill creating the
Earned Income Tax Credit, which basically gives low-income
workers modest help by refunding some or all of the taxes
they pay. It is a device, as he explains it, for getting
people off of welfare, and if you do not work you dq not
get the benefit.

He also pointed out that President Reagan, in 1986,
called the Earned 1Income Tax Credit--this was Ronald
Reagan, this is not a partisan Democrat, this is a
Republican President of the United States——'"the best anti-
poverty, the best pro-family, the best job creation measure
to come out of Congress.'" That is Ronald Reagan.

But last week, with minimum debate and on a party-line
vote, the House Ways and Means Committee decided to reduce
or eliminate Earned Income Tax Benefits for two-thirds of
the working poor who now get help.

Mr. Chairman, the version before us goes even further.
The House version cut $23 billion, the version before us
today cuts $40 billion. Mr. Broeder wrote, ''Republicans
talk a lot about providing incentives. The rationale for
their plan to cut capital gains is that the top bracket
taxpayers, who receive most of the direct benefits, need

more incentives to save and invest.
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' he wrote,

But when it comes to the working poor,'
"the Republicans apparently decided that incentives are not
really tﬁat important. Their plan phases out Earned Income
Tax Credit benefits faster_than current law and thereby
reduces the work incentives fof over nine million
families.'" That is the House version he was writing about.

This version affects 17 million families, the plan that
we have before us in the Senate. It eliminates the Earned
Income Tax Credit entirely for childless workers. That is
the House plan and the Senate plan. And, he points out,
that knocks out four million people making between $350 to
$750 a month who otherwise would have received an average
benefit of $15 a month, and a maximum of $27 a month.

The Republicans say the Earned .Income Tax Benefit
should go ‘"only to those families with qualifying
children.'" Broeder wrote, 'Ask yourself if you have ever
heard a Republican argue that capital gains tax cuts should
go '"only to those families with qualifying children." I
have never heard them argue that.

"Republicans will tell you," Broeder continues, ''that
some people have been ffaudulently ripping off the Earned
Income Tax Credit.'" They have been, but the IRS has been
cracking down. The Ways and Means bill calls for added
compliance measures which are calculated to'yield only

1/15th of the savings. The bill before us says the

MOFFITT REPORTING ASSOCIATES
(301) 390-5150



()

oW N

11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

94
additional compliance measure will account for only five
percent of the savings.

"The bulk of the $23 billion,'" Broeder writes, 'will
come right out of low-income working families now eligible
for the program." Again, the savings in the Senate bill
are not $23 billion, as in the House bill, but $40 billion.

Broeder writes, ''The Republicans say we are going to
give every family a $500 per child tax credit in our tax
plan." Broeder says, ''That answer is the phoniest of all.

The Republicans,'" he writes, ”do not make the credit
refundable, so one-third of the children in Ameriba would
not benefit at all because their family’s income is too low
to be taxed.

Oon the other hand, because families with incomes of up
to $250,000 are eligible for the child credit, ‘three
million families in America making over $100,000 each would
divvy up a pool of $11-12 billion."

Broeder concludes, ''The Republicans’ economics sure do
not jibe with their family values."

Now, Mr. Chairman, that is mf conclusion as well. I do
not believe this plan is fair, that it is balanced. We
have got a national emergency. We ought to ask all
Americans to participate in solving this problem, not just

the middle class, not just the low-income working families.

We ought toAask everyone to be part of the solution.
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I just cannot believe that it is fair or balanced to
give a $20,000 a year tax cut to people earning $350,000 a
year, and then say to people earninglless than $28,000, you
pay $1,500 more.

Or to say to senior citizens, 70 percent. of whom in my
State get by on less than $15,000 a year, you pay $2,500
more, while we give a $20,000 a year tax cut to those
making $350,000 a year.

Nor do I believe it is fair to ask students to pay
$3,100 more in student loans, whilelwe are giving people
who earn over $350,000 a year a $20,000 tax break. That is
not fair, that is not balanced, that does not represent, I
believe, the priorities that we ought to adopt in this
committee. |

Mr. Chairman, I believe we can-do better. We can
balance the budget. We can do it in a way that is fair to
all Americans by asking even those who are the wealthiest
among us to contribute to the solution of this problem.

I thank the Chair.

The Chairman. Well, I would just point out that, in
respect to EITC, part of the problem has been waste and
fraud. It has averaged, over the several years it has been
in operation, 30-40 percent. wWwhat we are seeking to do
through the reforms is to ensure that these programs, these

benefits, go to those deserving under the original intent
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Senator Pressler?

MOFFITT REPORTING ASSOCIATES
(301) 390-5150

96



> W N

n

11

12

13

14
15
16
17
18
19
20
21

22
23
24

25

97
OPENING STATEMENT OF THE HONORABLE LARRY PRESSLER, A U.S.

SENATOR FROM SOUTH DAKOTA

Senator Pressler. Thank you, Mr. Chairman, and may I
join in congratulating you upon assuming the Chairmanship
of our committee. I look forward to working closely with
you.

Let me say that this debate has an unfortunate partisan
tone.. I have felt that partisan tone in my State in view
of some ads that have been run recently critical of me.
Those ads have stiffened*my resolve to do what is right for
the American people.

One group of ads were run by a labor union under a
different name.v I guesé it is their foundation, or
whatever. The other ads are run by a group of hospital
people who might benefit if we spend more money, or think
they would.

.In any event, the thrust of the ads is that Senator
Pressler does not care, Senator Pressler does not worry
about senior citizens, Medicare and Medicaid are going to
be taken away unless citizens call Senator Pressler’s
office. |

I come from a State, very frankly, where we have a
small Congressional delegation and I am the only

Republican. It is pretty clear that these are political
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ads in nature, but they are also emotional ads.

I would say this. First of all, I had a father who
passed away with Alzheimer’s disease, I héve a mother who
is healthy, thank God, and 76 years of age. I am very
concerned about senior citizens and I resent the
implication that, just because I am participating in a
policy debate, that I am not worried about senior citizens
or that I do not care about senior citizens.

Even if we had a surplus in our Treasury, we should
still be able to analyze Social Security, Medicare, and
Medicaid. We should be able to talk about it, reinvent,
and improve.

If the expenditures are requiring a 10 or 11 percent
increase per year at a time when they should be requiring
about half that, good managers should be digging into it
and finding out how to better provide a service to our
people.

So I find that the tone of this debate, not only here
in this committee today, but also across the country, is
one of emotionalism and one ‘of accusations and counter-
accusations.

But people who are elected to these offices have a
responsibility to make decisions, to administer programs,
and to be efficient. So I join in this effort, and my

resolve has been stiffened to do what is right by some of
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what I consider very partisan behavior.

Now, Mr. Chairman, as all members of the committee
know, the éresident’s own advisors have said that Medicare
and Medicaid will go bankrupt unless something is done.
Are we to let Medicare go out of exisﬁence, or are we to do
something about it? The plans that have been brought

forward are very reasonable. We are still increasing

-spending, bﬁt not at the same rate. We are doing

management improvements throughout the system.

I have frequently said that even if we had-a surplus in
our Treasury—-which we do not have, we have a huge deficit
——we should still look at the management of this program
and find ways to improve'it and better deliver services to
our people.

Now, in the case of my own State, I have worked closely
with Senators Grassley, Thomas, Baucus, and others in being
sure that the decisions that are made will be fair to
smaller cities and rural States.

I have joined in wbrking on getting language regarding
incentives for primary care physicians practicing iﬁlrural
areas. Those, actually, under this bill, will be increased
from 10 to 20 percent, but we have not heard much about
that.

The Medicare-dependent hospital program will Dbe

reinstituted, benefitting eight medicine-dependent
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facilities in my State and elsewhere.

There are grants for telemedicine that will be made
availéble, thus improving access to health services for
rural and small city residents. Physician’s assistants and
nurse practitioners will be directly reimbursed by Medicare
at a rate of 85‘percent foerutpatient settings. South
Dakota has 106 physician assistants, the majority
practicing in sparsely populated areas.

My State of South Dakota currently receives some of the
lowest AAPCC rates in the country. This bill addresses
that problem by attempting to equalize the differences
between the AAPCCs among counties nationwide. So my point
is, there has been a great deal of detailed work that has
gone into this bill. |

I have a longer statement to place in the record, but
I think it is time that we address this program, a program
that will improve services to our senior citizens, a
program that will preserve Medicare and Medicaid, a program
that will keep our system solvent and sound and I am very
happy to join in the effort.

I thank you very much.

[The prepared statement of Senator Pressler appears in
the appendix.]

The Chairman. Well, I have to say, Senator Pressler,

nobody has been more aggressive in fighting for the rural
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area than you, and I hope that the changes that have been
made answer the questions you have raised.

We are going to try to finish the opening statements

before we recess, or we are. Let me put it that way.

I will, next, call on my good friend, Bob Graham.
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OPENING STATEMENT OF THE HONORABLE BOB GRAHAM, A U.S.

SENATOR FROM FLORIDA

Senator Graham. Thank you, Mr. Chairman. Mr.
Chairman, I wish to join with the others who commend you
and wish you well as you assume this new responsibility.
It has been a pleasure to have worked with you in the past
on a number of issues, and I look forward to doing so on

the issues before us today, and those that will come in the

- future.

I would like to respond positively to the opening
comments that were made by my friend, the Senator from
South Dakota, relative to the need for bipartisanship. I
think one of the brightest periods in the history of this
institution in the 20th century occurred immediately after
World War II.

There was a recognition that there needed to be a
bipartisan spirit in order to frame a U.S. national
security and foreign policy that would respond to the
unprecedented consequences of the end of World War II and
the challenges imposed by an increasingly militaristic and
expansionist Soviet Union.

Out of that era, with people like Senator Vandenburg
and President Truman, a bipartisan foreign policy was

developed which stood this country in good stead for 50
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years, and is significantly responsible for the fact that
todéy we do not face the threat that they did 50 years ago.

One of the principles behind that bipartisanship was a
recognition that the foreign policy which was being
developed was not just for an immediate period, but would
have to be sustained over changes in Congress, changes in
administration, changes in attitudes of American people, if
it were to have a chance of achieviné its success of
containing, and eventually rolling back and then
contributing to the dissolution of Communism.

Similarly, I believe fundamental changes in domestic
policy require that spirit of bipartisanship if they are to
have the sustaining impact necessary in order to accomplish
their objectivé. Senator Simpson has talked about trend
lines that run, not just for our children, but for our
grandchildren. We must think in those links of time.

It is true that Medicare énd Medicaid were Democratic
pieces of legislation, developed and passed by a Democratic
Congress with a Democratic President, but they do not
belong to any one political party.

Both parties must carry out their responsibility of
thoughtful oversight and recommendations for improvement of
these programs. So it is in that spifit of bipartisanship
that I raise some of the concerns that I will do.

I am concerned that the cuts of the magnitude proposed
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here are not politically sustainable. These two programs
represent, Mr. Chairman, approximately 17 percent of total
fedeial spending; 17 percent of all the federal spending
this year will be in the Medicare and Medicaid program.

Yet we are asking these two programs to absorb
approximately 45 percent of all of the reductions in this
deficit reduction program. That is two and a half times
their level of contribution to federal spending that is
being. asked in terms of their contribution to the reduction
of the federal deficit. I think that ratios of that
magnitude are unfair and unsustainable.

Second, I was very pleased at the comments that have
been made by at least two of the members of the Republican
Party, that they do not associate themselves with the
proposal for $245 billion of tax cuts, that they do not
have that as part of their agenda.

I am pleased with that because I think it offers the
opportunity to relook at the overall architecture of the
deficit reduction program. Those tax cuts represent about
20 percent of the totality of the budget resolution.

If we are going to consider withdrawing that amount
from the total cement of the budget resolution, that gives
us an opportunity to do some fundamentally different policy
steps in areas like Medicare and Mediéaid that could

contribute to bringing us towards a bipartisan resolution.
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I am concerned about the lack of specificity with which

we are facing this issue. We are now in the first of three
days of conéideration, discussibn,.and mark-up of this

legislation.

For instance, in the area of Medicaid, our éffice has
not yet received the allocation formula so I cannot ask the
governor of my State, or other responsible officials, to
evaluate what the impact of this will be over the next
seven. years on the efforts of our State to provide services
for some of the most vulnerable of our population.

I am concerﬁed about the impact that this is going to
have on the States. We look at the chart, which is the
right chart of the two on the easels. There is a gap
between the line that is listed as Senate GOP revenues and
Senate GOP spending. And, according to the footnote at the
bottom, the Senate GOP revenues include State and local
extension and interest.

I do not know what the breakout of that is, but from
what I have seen, the proposal is to ask States and local
communities to pick up the share of the Medicare trust fund
for persons who are not currently covered, as well as
asking those persons to begin to contribute to the Medicare
trust fund. That may or may not be good policy, but there
is no question that it is going to have a financial impact

on the States.
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Another example, in my State of Florida, the State pays
the Medicare premium for Part B and the other costs
associated with Part B for 306,000 people. Those are
persons who are Medicare beneficiaries who are also
indigent, and so they qualify for Medicaid; 52,000 of those
306,000 are in nursing homes in my State.

The effect of raising the premium, raising deductibles,
is going to be to transfer directly to the budget of the
State of Florida the cost of that for 306,000 people. That
is a very significant financial impact, a new unfunded
mandate, if we could use that phrase, on the State of
Florida. I think we need to know what the full
implications of this will be( to States‘ and to 1local
governments.

Next, I am concerned about the interrelationship of
decisions that we are making here to the major decision
that we made last week, which was welfare reform. The
reality is, welfare reform will not work unless we have
some basic supportive factors. One of those, is the Earned
Income Tax Credit.

I mentioned on the floor that one of the most extensive
welfare'reform programs in the country is being conducted
in Pensacola, Florida. In the first few months of thaf
program, almost 10 percent of the AFDC beneficiaries in

Pensacola have secured employment.
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The feality is that they secured employment at an
average hourly age of $5.40. They were getting the
equivalent of $7.00 an hour from the combination of AFDC,
food stamps, Medicaid, and subsidized child care. So what
is going to keep people working at $5.40 when they were
getting $7.00 in the value of the benefits that they
received while they were on welfare? Answer: the Earned
Income Tax Credit.

It was filling that gap and making it economically
possible, and making the desire of work realistic for a few
hundred people in Pensacola, and we hope, soon, for
millions of people across America. If we pull out that
factor, we are going to undercut the reality of our efforts
to achieve welfare reform.

We also need to maintain transitional Medicaid so that

that person earning $5.40, typically in a job that does not

provide for employer health care, will be able to have some.

health care services for their children.

So these, Mr. Chairman, are some of the concerns that
I have. I would urge that we slow this process down. I do
not think we need to rush to judgment on issues that are as
important to this Congress, to the States and local
communities from which we come, and, most importantly, to
the people that we represent, especially now in light of

the fact that there seems to be some openings to consider
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fundamental redeployment of the budget resolution ﬁhat we
haQe adopted.

I would suggest that we provide for some additional
time to consider those alternatives, that we take what time
is available this week and in the weeks into October, until
we feel that we have arrived at that bipartisan consensus,
that we can report legislation to the full Senate.

Mr. Chairman, I have a full statement that I would
offer for the record. Thank you.

The Chairman. Without objection.

[The prepared statement of Senator Graham appears in
the appendix.]

The Chairman. Senator D’Amato?
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OPENING STATEMENT OF THE HONORABLE ALFONSE D’AMATO, A U.S.

SENATOR FROM NEW YORK

Senator D’Amato. Thank you very much, Mr. Chairman.
I, too, would like to add my voice to those who have
congratulated you for the job that you have done under your
stewardship. This is not easy, to say the least. It is
tough, it is difficult. I want to thank you for attempting
to recognize some of the very difficult problems that we
have in our State.

Let me just share with you where we are at. In our
State system we have been gaming the Medicaid system for a
long time. We have got some unique needs, and problems as
well. But we do have the limousine, the stretch limousine,
of services, so to speak, with little regard to cost.

We have got the highest property tax rate and State tax
rate in the country. There is one exception, Alaska. Put
that aside. That is because of the unique provisions that
it has as it relates to oil and the revenues that it gets
from them. But, putting that aside, we are number one.

Let me just share with you an old figure, and it is
true today. One of our large, suburban counties, Suffolk
County, about 1.4 millioﬁ people, every single penny that
they collect in property taxes, the county government, goes

to pay Medicaid, and then some. Then they have to add some
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revenue.

I think the 1993 figure was $140 million that they
raised, and they, the county itself, contributed $144
million. And that just keeps going up, because we have a
system wheré local governments contribute 25 percent and
the State government 25 percent; that is our 50 percent
match. We get 50 percent, the Federal Government gives us
50 percent.

It has created nothing but absolute, total chaos. That
system has to be changed. It has been built over 20 years,
or longer. But it is confiscatory. People cannot live,
have to leave. Seniors certainly cannot live in our State.
By the way, that is true for all of our upstate countries,
and may even be worse, proportionately. So, it is not just
the big City of New York who is sucking the system dry.

I see that, and I have many of my colleagues come and
run. It is not just our teaching hospitals. So we have
the stretch 1limousine. We cannot stop the stretch
limousine and throw out all of the people who, for the most
part, are poor—-—-many of them are poor--and replace it with
a little vVolkswagen. We are not like the circus, that you
can then stuff in all of these people into the Volkswagen
after we empty it. |

So, while we recognize the fact that we are going to

have to change our ways, that is, the State of New York, we
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cannot do it overnight. We just cannot stop that stretch
limousine and push out all of the people who are being
served, all of the needs that are being met, and then throw
them into a little VW. It just does not happen; you are
going to leave a lot of people in the roadways.

I say this, because I recognize the incredibly
difficult job it is if we do not have sufficient resources
to make this transition. We have to cut down, but we need
some -time in which to do it.

I want to thank the Chairman and his staff, who are
looking to try to ease this. They have done, again, with
no additional resources, an incredible job and we are on
our way. So, I 3just share that with you from our
perspective.

But then I have to ask a question, because this is
politics. This is the business of the people, and we are
kidding ourselves if we think there are not those that are
going to make——and they do——their points of view from their
perspective, from their party, someone with a 1little
sincerity of the world. I had two elderly women approach
me and say, you know, we are very upset, Senator; you are
cutting Medicare so you can give tax breaks to the wealthy.
So, that message is resonating out there.

But if we put aside the question of tax cuts, put it

aside, the system is flawed. It is in trouble. It is in
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deep trouble and we have an obligation to do something to
fix the system.

Now; what is going to happen? We are going to try, as
imperfect as we are, to come up with a system. It will not
be a perfect system; it is not going to .answer all the
needs of my State or all the States of my colleagues.

| Aﬁd it is going to be vetoed. I mean, is there one
person here who thinks that the President is going to sign,
basically, legislative initiatives that we put forward? Of
course he is not. Of course he is not. We are going to
hear more politicization of this thing?

If I had my druthers, which I do not, I would have said
to my distinguished colleagues, both in the House and the
Senate, do not link this business of tax cuts to fixing
this badly flawed system; put it aside. If you put the
question of whether you are going to cut taxes aside, you
have a system that is out of control. It will be bankrupt,
whether it is in six years or seven years. You have got to
do something.

Any doggone fool can say, let us not do anything. We
will just patch it and.we will get past the next election.
If that is what we are about, then let us just keep up the
demagoguery, all of us. The President is going to veto
this. The best effort we make, it will be vetoed.

Now, therein lies, maybe, hope, because it seems to me
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at some point in time the American people are saying Very
clearly that they are not happy. They are not happy with
what Qe in office and what the parties represent. They
really want change, they really want us to do the business
of the people, and they don’t see it taking place.

‘Maybe we could surprise them when we hit what will

appear to be a crash instead of us picking our best slogans

‘'on the Republican side, and the Democrats picking their

best -slogans, and throwing them back and forth. That is
not going to accomplish anything.

It seems to me——and I say this with deep affection and
great esteem—-that the senior Democrat on this panel, the
senior Senator from the State of New York, has pointed to
something that might_take some courage, but offers some
hope and opportunity to begin to resolve this dilemma,
where we can identify some resources, not so we can
continue spending as usual, let us understand that, but to
give, for example, States like New York and other States
the opportunity to begin to get their house in order, to
begin to bring the spending levels down. Then, also, to
begin to address and to solve the serious problem in real
terms, not just by saying, well, we are going to make the
cuts in the out years.

I see these budgets they put forth, whether it is over

seven years or 10 years, different people, and they say,
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well, we are really going to cut the deficit in the 7th-

8th, or the 8th, 9th, and 10th year in the 10-year plan and

continue spending as usual. It is disingenuous. It is
nonsense. If you are not going to begin making those cuts
now, we are just kidding ourselves.

I want to commend Senator Moynihan, and I would hope
that people would circularize and read this, begin to
understand it. And there will be a hue and cry against
this proposal; oh, you are going to cut Social Security?
No. He is really saying that if Qe are paying more than we
should in cost of living adjustments, then let us fix the
formula. Maybe we could all come together.

By the way, just with the incisiveness of Pat Moynihan,
once again he points out, in some war room in the White
House basement someone is saying, "if we sign on to this we
will be accused of cutting Social Security and raising
taxes." Then he goes on to say, 'and they will be right,"
meaning that is exactly what the battle cry is.

But, of course, that is wrong. That is really wrong,
but the battle cry will go up. Then it might take all of
us, working in a bipartisan effort, to educate. We could
do that. Would that not be astounding? Wéuld that not be
astounding?

We talk about bipartisanship, that is the kind of thing

that is built on some facts, that we are spending, we are
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out of control, we are spending more than we can. How do
we begin to deal with this phenomena?

I might just say one other thing. I have to tell you
something. We should'be ashamed of ourselves. We have
some fellow who is retired and has a retirement income of
$75,000, $80,000, $100,000, and we are subsidizing--and
Senator Simpson pointed it out--the custodians, the working
class people, the middle class families, trying to educate
their children, and they are ‘helping to pay for that
person’s health insurance when he or she can afford to pay
the full premium and they are only paying 31 percent. It
is nonsense.

Affluent people should pay their own. We should not be
standing for protecting the privileged class. If you hav%
the means to pay for it, you.should pay for it. Do not let
other people do it. That is going to call for a little bit

of courage here, and similarly, as it relates to Social

Security.

So I hope we do not get too exerciéed as it relates to
the detail of this particular plan, because it is going to
be vetoed. I mean, it absolutely will be vetoed. The
President is going to continue to say, the Republicans want
to take from the senior citizens and those who cannot
afford it, and I tell you, no. I saw that pen. He was

raising that pen. He did that already. And I will veto
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it. He will. He will.

But where are we then? I would hope that we could come
back to something that Senator Moynihan has suggested, come
back to the basis of trying to fix this. Nobody is looking
to injure seniors, nobody is looking at take-away, but to
improve this system so that we do do the business of our
people.

Again, Mr. Chairman, I want to thank you. To Senator
Moynihan, I want to commend you and thank you for the
courage that you have displayed in putting forth the issue
and putting it forth in just only the way that you could,
so cogently. By the way, it says the CPI is an easy fix.

Now, I disagree with you there, now.

Senator Moynihan. That was The Washington Post,
anyway .
Senator D’Amato. All right. I commend you for

putting forth éomething that we should be undertaking, and
we should be doing it now.
Senator Moynihan. I thank my esteemed colleague.
The Chairman. Thank you, Al. |

Senator Moseley-Braun.
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'OPENING STATEMENT OF THE HONORABLE CAROL MOSELEY-BRAUN, A

U.S. SENATOR FROM_ ILLINOIS

Senator Moseley-Braun. Thank you very much, Mr.
Chairman. It has been said already, but I aiso want to add
my congratulations to you for your Chairmanship and your
stewardship of this committee.

Mr. Chairman, I am the next-to-last person to speak and
I have had a chance now to listen to all of the debate,
partisan or otherwise. ,I could not help but sit here and
think that one of the reasons that it.sounds so partisan,
I think, is that it is difficult to take this mark all that
seriously since everybody in this room and everybody who is
listening knows that it, very patently and obviously, is an
exercise in Robin Hood in reverse.

This proposal is so extreme. It has been called
radical, it has been called extreme, but the major reason
for that is so they can give a tax cut to high-income
taxpayers. -

Certainly we do need to have reform. I served on the
bipartisan commission with Senator Simpson. We had
occasion to look at the budget trends. There_  is no
question but that we need to achieve budget balance, there
is no question but that we need to stamp out fraud, waste

and abuse wherever we can find it.
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In the EITC, té the extent that that has been raised as
an issue, it ought to be addressed. There is also no
question that high income tax payers could contribute more
to get health care inflation under control. But certainly,
Mr. Chairman, it is no secret to anybody that strengthening
Medicare would take about $89 billion, not the $270 billion
that is proposed in this mark.

The whole point of the extreme cuts in Medicare and
Medicaid, $270 billion in Medicaid, $182'in Medicaid, the
$32 billion in EITC, is so that we can come up with the
money to pay for a $245 billion tax cut.

That, Mr. Chairman, in my opinion, and I think in any
rational analysis, is not the kind of sacrifice sharing, is
not the kind of fairness, certainly is not the kind of
reform that I think this committee ought to engage in.

Mr. Chairman, more than 50 percent of the sacrifice
required by this mark is from low— and moderate-income
people, and that is just not fair, and to this Senator is
not acceptable. |

The most egregious part of this mark is what it does to
the Earned Income Téx Credit, and I know we will hear from
the last Senator on that point, after What was done to
welfare. After that, doing this to the EITC, the Earned
Income Tax Credit, is no less than an'outright assault on

poor people.
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These so called reforms represent a tax hike, a tax
increase, averaging some $281 a year for taxpayers who earn
less than $20,000 a year. Understand, the EITC, that is
earned income tax credit. We are talking about working
people, we are talking about people for whom we are
encouraging work over welfare, encouraging self-
sufficiency, over-dependency.

Yet, what this committee mark does is, for each dollar
of additional earned income, a low-income family of four
would lose almost 20 cents in reduced EITC refunds, three
to four cents in State income tax benefits, and effectively
their tax rate would be raised, in some cases, an average
of 55-68 percent. It kicks those who do not have children
at all off the Earned Income Tax Credit refund proposal
altogether.

I would point out, by the way, on the point of tax
fraud, waste and abuse in the EITC, it has been admitted in
hearihgs that this committee has had that some 35-45
percent of so called fraud, waste and abuse was error,
admitted error, by the Internal Revenue Service;

So you cannot really say that that is just a matter of
poor people taking advantage of something, this is a case
in which the bureaucrats really have not worked it out
entirely and there have been errors. Should we fix EITC?

Absolutely. Should we do it to the point this mark calls
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for? Absolutely not.

Mf. Chairman, in Illinois this mark would mean that
some 746,000 taxpayers, working people who make less than
$20,000 a year, would pay, by the year 2002, $642 in
additional taxes; some 307,000 families with two or more
children will pay $941 more in taxes by the year 2002. So
what we have here is a tax hike on the working poor, and it
seems to me that, coupled with the tax cut for well¥off
taxpayeré, that is just unconscionable.

Mr. Chairman, I would go further to say that the direct
hits on the poor and working class Americans in this bill,

as bad as it is, pales in comparison with the indirect

impacts.

Part A Medicare changes, $655 billion will have a
quadruple hit on academic teaching hospitals, on public
hospitals, and on private, rural, and inner city hospitals.
All of these institutions are being called on by this mark
to absorb multiple cuts, cuts to inpatient hospital‘
reimbursement, disproportionate share, capital progranms,
and graduate medical education.

It, in effect, Mr. Chairman, calls on us to gamble,
again, with the health safety net, gambling with a safety
net that affects seniors’ abilities to get health care and
the working poor’s ability to struggle out of poverty, all,

again, to squirrel away $245 billion for a tax cut.
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I am delighted? frankly, to have heard some of my
colleagues now, three members, who say that they are not as
wedded to this tax cut business. One Senator suggested,
well, let us just forget about the tax cut altogether and
talk about this in the abstract without it. I would love
to do that, but, quite frankly, the fact that the tax cut
is here really just makes whatever errors there may be in
this mark even that much more egregious.

One of my colleagues talked about Topsy Jusgrowen. I
started to point out to him at the time, the good news is,
the Topsy Jusgrowen survived and she was still alive. That
is more than what can be said of the health care insurance
protections that are provided in this mark.

In my State of Illinois alone, this 30 percent cut,
$9.3 billion in Medicare, $6 billion in Medicaid, over
seven years, will affect and impact a State that is already
below. the National average of health care support for
children, the elderly, and the poor. It is a State already
above the National average in infant mortality. The number
of uninsured children is calculated to go up from 9.5
million children to 19 million children.

The providers, including hospitals and nursing homes,
already in my State have suffered a delay of over $1
billion in payments nearly six months to a year because the

State cannot afford to pay them. Those provider payments
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will be delayed further under this mark.

The safety net for Medicare that Medicaid provides--and
I was delighted that the Senator from Florida referenced
this point--for low-income seniors who cannot pay the
deductibles, Medicaid provides a safety net for them with
regard - to the Medicare program.

In my State alone, you are talking about 128,000 who
are under the poverty line. That safety net will be wiped
out altogether by this mark. Remember, Mr. Chairman, 75
percentcﬁfMedicarebeneficiaries——Medicarebeneficiaries——
have incomes of $25,000 or less; 35 percent of Medicare
beneficiaries have incomes of under $10,000 a year.

As to . those 35 percent, those people, there is a
possibility in the Medicaid changes that they will be
deprived of whatever access, the key/ if you will, the
entry, to the health care system altogether.

So, Mr. Chairman, the cuts that are represented in this
mark, again, the cost shift, it seems to me is a cost shift
from the balance sheet that we are looking at, that the
numbers crunchers on the federal level come up with, to the
personal balance sheet of working Americans and people who
are least able to pay. That, it seems to me, is the fatal
flaw of this plan.

The Chairman has asked the question, well, what is your

plan? Well, I would point out that you have got the
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majority and you have the votes. But the fact is, the
sincerity of this approach is called into question by this
tax cut.

I think there are many of us who believe that reform is
necessary if we are going to achieve a balanced budget. A
reform, overall, is necessary, but the tax‘cuts suggest
something else altogether.

This tax cut and this plan, as put together, will
represent a windfall for the managed care operations, a
windfall for high-income taxpayers, and frankly a free for
all for everybody else.

It seems to me, Mr. Chairman, that if we wanted to do

so based on the suggestion of three of the colleagues on

the other side of the aisle, then we should take that $245
billion and put it back in the Medicare trust fund.

If you are not going to use it for deficit reduction,
then let us put it back into the trust fund and ameliorate
some of the draconian cuts that this represents in terms of
the health care safety net.

Finally, Mr. Chairman, again--and I am trying to be as
even-handed as I can; this is not a partisan speech, this
is a sincere policy point of view and I think I referenced
that for you--1I want to refer also to the David Broeder
article, and frankly I’'d like to have it admitted to the

record in this debate today. The title of the article,

MOFFITT REPORTING ASSOCIATES
(301) 390-5150




124

which Senator Conrad did not mention, was 'So Much For
Fairness."

Well, fairness is what we have to be about in the final
analysis in this committee. It seems to me that, as a
National community, we are called on to do better than this
mark allows us to do.

We are called on to balance the interests and concerns
as we balance the budget. We are not just here to crunch
numbers, we are here to be fair to the American people.
That is the job that we were elected to do, whether
Democrat or Republican. N

Mr. Chairman, I therefore hope that, without waiting on
whether or not the President’s going to veto this bill or
not, what we crank out of this Finance Committee does a
better job by the totality of our interests as Americans,
because in the final analysis we are all in this together.

If we rend asunder the health care safety net and shift
the burden to low-income working people, as this mark
suggests that we do, we will have not called on Americans
to share in the sacrifice to reach a balanced budget, we
will have tilted the balance altogether and in so doing
will have set ourselves up for a horrendous fall.

Thank you, Mr. Chairman.

The Chairman. Well, just let me repeat something I

said earlier. A number of my colleagues on the Democratic
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side have talked about tax cuts. I think it is worthwhile

reading once again what The Washington Post had to say

about the attack on tax cuts in the editorial on September

25th. The Washington Post said, 'The Democrats have

fabricated the Medicare tax cut connection because it is
useful politically. It allows them to attack and to duck
responsibility both at the same time." It concludes that,
"we think it is wrong."

My question is, if you do not like our plan to save
Medicare and Medicaid, what is yours? That fact is, there
is general agreeéent, a consensus, that both of these
programs are in difficulty and we have to address that.
What we are seeking to address in the problem of these
programs is the slowing down of.the growth.

My friends on the other side keep talking about
spending cuts. We are not talking about spending cuts in
these programs, we are talking about slowing down the rate
of growth. That is important to understand. |

It is also important to understand that the providers,
while we are putting restraints on what they will be
reimbursed, at the same time will continue to enjoy an
increase in revenue for their profession roughly 4-8
percent. But the important fact we face is, if nothing

happens, these programs are in difficulty. We cannot

permit that to happen.
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Senator Nickles. Mr. Chairman?

The Chairman. Yes, sir. The Senator from Oklahoma.
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OPENING STATEMENT OF THE HONORABLE DON NICKLES, A U.S.

SENATOR FROM OKLAHOMA

Senator Nickles. - Mr. Chairman, I will be very brief,
since I have a couple of commitments at which I need to be.
I compliment you and Senator Moynihan for your patience, as
well. I think this has been educational, maybe some kind
of idea to find out where people are coming from.

I would also like to compliment you. I have been in
the Senate for 15-yéars, and you have been Chairman of this
committee for one week, and for the first time we are
actually talking about trying to contain the growth of
entitlements.

Wwe did not do it, really, under the Reagan
Administration, we did not do it under the Bush
Administration, and we certainly did not do it under the
first two years of the Clinton Administration, but now we
are.

We are talking about it, we are trying to do it. A lot
of people are objecting. A lot of people are saying, we
cannot do it, we should not do it. A lot of people are
calling things cuts, when actually we are trying to slow
the growth of programs.

I do not know how many times we have heard, well, we

are cutting Medicare $270 billion. In Medicare this year
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we are spending $178 billion; in seven years we are going
to be spending over $286 billion. That is aﬁ increase of
$108 billion, but everybody is calling it a cut. Medicare
is going to grow over six percent per year.

President Clinton’s revised budget had Medicare growing
at 7.1 percent. Those are OMB'’s numbers. 'He used OMB as
a base instead of CBO, for whatever reasons. Maybe it made
his numbers 1look better. But this budget says that
Medicare should grow at 6.4 percent.

President Clinton’s revised budget says it should grow
at 7.1 percent. President Clinton did not submit how he
would get to those numbers. We have now done so, and
certainly it is subject to criticism and ideas.‘ Maybe it
should be done differently or better, but at least we do
have a plan. We need to make some changes. lThis is the
fifst time that we have ever really talked about curtailing
entitlements.

I want to compliment my colleague from New York and
tell him_that I was working on an op-ed piece saying that
we should address CPI. This should be done irregardless of
what the budget situation is.

And we Should be making a 1lot of these Medicare

- changes, Medicaid changes, and EITC changes, regardless of

what the budget situation is, because changes are called

for. We should give Medicare beneficiaries options. We
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should allow them different choices.

We should stop subsidizing very wealthy people. We
should not be asking people making $20,000 to be
subsidizing people who make over $150,000, to pay part of
their Part B premiums, as we do today. We should be making
changes. We should use accurate CPI adjustments, or cost
of living adjustments. We should use that, even if we had
a surplus.
| We should be making an accurate reflection of CPI.
Some people said, well, wait a minute. Are we not going to
take some heat for it? I do not find that a particularly
difficult thing to explain. We should use accurate
figures, so let us do it.

I do not think we should do that as a substitution for
making some of the policy changes that need to be made. We
should be giving Medicare beneficiaries options, choices.
We should cap or curb the growth of Medicaid.

The last four years of Medicaid, the growth was 28, 29,
13, and eight percent. That is not sustainable. We should
cap or reduce the rate of growth on the Earned Income Tax
Credit, something that I think is grossly misnamed. This
chart shows the spending level: it has just exploded.

In 1990, we were spending, I think, $6.9 billion on
EITC, and now the cost is over $23 billion. Now, that is

an explosion. That is not sustainable. We have to reduce
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it. Then when you have a GAO report that says 20, 30, 40
percent of the program is either done in error or through
fraud or abuse, it is all the more reason why it needs to
be reformed, and that is what we are trying to do.

Some of our colleagues have made some comments that I
just have to allude to. First, I would make another
comment on Medicare. People have said, well, we have
reformed Medicare, we have saved Medicaré, and the trustees
have come in time and time agéin and have said, hey, the
fund has gone broke, we need to do something.

wWwhat has Congress done? Congress has increased taxes,
payroll taxes, with big payroll tax increases. In 1978,
the payroll tax for Medicare was one percent, on a base of
$17,700 a maximum payment. For employer and employee
combined, it was $177. That is just more than quadrupled.

Today the tax is 2.9 percent, with no limit. In 1993,
it was 2.9 percent on $135,000. That meant, if somebody
had that level of incomé, they paid $3,915 on Medicare. SO
we have had big tax increases.

Then we took the cap off, so now it is 2.9 percent on
all wages, no limit. Yet the fund is still going broke,
according to.the trustees. We have raised taxes a bunch.
But tax increases are not the solution, so we have to
reform the system.

The private sector, which I used to be part of and used
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to be involved in purchasing health care, we offered
employees different options, including self-insurance and
catastrophic. The private sector is doing a lot of things
like that, but Medicare is not. So, we need to reform it.
I think we should reform it, again, whether we have a
budget problem or not. Certainly, we should do so.

Earned Income Tax Credit. I will make a few comments,
because it was alluded to. Some people called this a
savage attack on the working poor. This was paying for a
tax cut for the wealthy, a tax hike on the working poor.
I wrote down some of these comments. I just totally
disagree.

The Earned Income Tax Credit, Mr. Chairman, as you
know, over 80 percent is a direct cash payment. A direct
cash payment, an outlay, not a tax refund, not a tak
reduction, a cash payment, which now exceeds the AFDC cash
payments, and over the next several years would exceed it
by billions of dollars.

I think we show the reforms that we have made. Those
reforms are common sense. I would mention to my friend
from Illinois, she talked about two or more children and
said, well, this is a tax increase on two or more children.

Let me just give you a couple of facts. The maximum
tax credit allowed for a family with two or more children

in 1990 was $953. Today, the maximum tax credit under
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Earned Income Tax Credit 1is $3,110. That is a big
increase. That is three times as much in 1995 as it was in
1990.

Current law says, another seven years it will be
$4,300. We reform it, but the maximum payments goes from
$3,100 in 1995 to $3,800. So, in other words, the maximum
credit allowable under our plan still increases. We allow
increases.

Granted, $3,800 is less than 43, bﬁt I might again
remind my colleague, these are cash payments. They are not
a reduction in somebody’s taxes, they are cash payments.
Those are checks that we are writing to individuals. So
right now the maximum credit went from $950 to over $3,000;
under our proposal, it rises to $3,800. It continues to
rise, it just rises a lot slower.

Now, we do make some othef reforms. We say that
illegal aliens will not be able to receive the credit, we
say the credit would not be available for individuals
without children. That is the way the program was
designed. I might mention, we have AFDC. That is Aid for
Families with Dependent Children. Welfare programs are set
up like that.

We also say, on eligibility, who is eligible for this.
We should basically declare almost all income. Right now,

you can have business losses. An individual could have one
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or two in their family earn, let us say, $40,000 or
$50,000, but they can have business losses that wQuld

basically offset most all that income, and still qualify

for EITC.
Senator Moseley—Braun.' Will the Senator yield?
Senator Nickles. Not for the moment. I might in a
moment.

They can have net losses from rents and royalties, they
can have net capital losses. We are saying, wait a minute;
you should not be able to do that. You should basically

count all income.

Right now, the incohe levels for the Earned Income Tax
Credit, families now qualify if they have two or more
children up to levels of $26,00C. That figure under
current law says that people would qualify if they have
incomes up to $34,600. We reduced‘that somewhat.

We say that current law would still say the same for
income with two families, but the income would be moderated
to where they would only qualify at $30,000. .It still
increases, present law. Families with two or more children
qualify at $26,000, and we allow that to go up to $30,000.
Present law says up to $34,000. So, we moderate it
somewhat.

But, my land, if the Federal Government is writing

checks—-—-again, keep in mind, 80 percent of this program is
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a net outlay, Uncle Sam writing checks, it is not a tax

credit, it is a check, a cash payment made to individuals——

we should moderate the growth because this growth rate is
not sustainable.

If you look at the chart on the right, you can see

under the Senate reforms the total cost of the program

continues to increase. It does not increase as much as

under current law. We keep the percentage, I will tell my

colleague from New York, at 36 percent.

‘Current law would say it should go to 40 percent. That
means for every $1,000, Uncle Sam would be writing a check
for $400. We say, no, it should stay at $360, because that
is very expensive.

This program, again, if you keep in mind, look at this
low—income family of $15,000 or something, Uncle Sam is
writing a check for $3,100. Under our program, that check
will rise. It will rise, aétually, to $3,888, almost
$3,900. That is not as much as $4,300, but we just think
the growth of the program has to be moderated.

It still grows under our proposal. I notice my friénds
and colleagues, when they quote Ronald Reagan, saying this
is a great program, the program at that time cost $1
billion and the program was expanded. Still, it'was a $2-3
billion program. It only cost $2 billion in 1986, today it

costs $23.7 billion. Wow. There is no other program in
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government that has exploded in cost like the so called
Earned Income Tax Credit.

Again, the cash payment program, the GAO says they have
error rates of 30 or 40 percent, an unbelievable amount of
fraud, a lot of people have really abused the system. It
needs to be reformed. If we are éver going to balance the
budget we are going to have to tackle entitlements.

Why did I have an interest on taking on EITC? Because
I do charts on a lot of things and I noticed no program was
growing as fast as this program. So, we are looking.

This committee is showing some courage because, for the
first time, we are looking at programs like Medicare, like
Medicaid, like Earned Income Tax Credit, like some of the
welfare programs, that really have grown out of control,
becaﬁse Congress set up laws and made people entitled to
them.

Now, for the first time really in history, we are
séying we should curtail the growth of the so called
entitlement programs. We will never, ever balance the
budget unless we do so. To my colleagues that are saying,
well, wait a minute, are you not doing this in order to pay
for a tax cut for your rich friends? I just totally
disagree.

Most all of these things should be done whether or not

we have a tax cut or not. Most of these things should be
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done whether or not we are in balance or not. You should
not have a program where 40 or 50 percent of the District
of Columbia is entitled to a cash payment from Uncle Sam.

So I hope that we will make these reforms. I hope that
we will also do additional, and do some of the reforms that
need to be made for an accurate reflection of the cost of
living.

Finally, I will just mention, when people are talking
about tax cuts, this Senator is going to work very hard to
make sure that we make these reforms, and then the tax
cuts, the bulk of the money--60 or 70 percent, or two-—
thirds of the tax cuts——are going to be family-friendly and
they are going to go to families with children. I hope
that is the case.

We have introduced legislatioﬁ that I hope will be part
of the final package that will have a tax credit of $500
per child, because we do believe in families and we do
think that families should be able to spend the money
better than the Federal Government. So, we want to reduce
the rate of growth of sbending, but we also want families
to be able to keep more of their hard-earned dollars. So,
I hope that we will stay to the facts.

I think if we stay to the facts, Mr. Chairman, we will
be in good shape. I look forward to working with other

members of this committee for a successful resolution of
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this reconciliation bill, one that the President can, and

will, sign.

Senator Moseley-Braun. Mr. Chairman.
The Chairman. Yes.
Senator Moseley—-Braun. Since the Senator from

Oklahoma would not yield, I would like to talk about the
facts for a minute on EITC. Quite frankly, it is stunning
to me that, with all of the words you used, it did not make
a whole lot of sense to me. That is because I think that
what you did was confuse facts and numbers in a way that it
was not comprehensible.

In the first place, the EITC is not AFDC. It did not
conceptually rely on an individual having children,
conceptually, the EITC related to someone who was working,
but was poor. Whether that person had éhildren or not
should not have been, or was not considered to be, a
determinant of eligibility.

wWwhat this mark suggests is that you have to have
children, which makes EITC effectively a form of what was
considered to be Aid to Families with Dependent Children.
That, it seems to me, is a philosophical and practical
shift in the program’s operation that will have dramatic
effect.

Again, speaking tovthe facts, it means that all of the

individuals who right now are single people, just poor
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people who are working, will not be eligible for the EITC.
That raises about $6 million, and it affects hundreds of
thousands of people.

So, number one, in terms of the conceptual facts about
EITC, is it not an AFDC program, it is not dependent on
dependent children,. it was defined only in terms of
poverty. That is the first point.

The second point ———-—

Senator Nickles. Mr. Chairman, am I on my time?

Senator Moseley-Braun. No. I asked the Chairman for
time, so this is my time.

The Chairman. Could I ask that you keep your remarks
short, because we are going to try to adjourn in just a few
minutes in order to do some housekeeping.

Senator Moseley-Braun. Yes, sir. I will be brief.

The second point is, by virtue of the proposed changes
in the definition of qualifying income, working women who
have childrén will be doubly hit because child support is

taken out, or is added as one of the things that

‘disqualifies eligibility for EITC.

So somebody who makes $20,000 a year and has child care
costs of $200 a month child care cost and then gets maybe
$250 a month in child support, that person would have her
EITC reduced by $8,000 annually.

Senator Nickles. They do not get that much.
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Senator Moseley—Braun. They will by the end of the

projected périod that you have on your chart there. So

working women with children will be doubly hit because of
the changes in the EITC.

The Chairman. Could I just interrupt? The hour is

growing very late and there is going to be ample

opportunity to discuss these matters in the future.

Senator Moseley-Braun. Yes, sir.
The Chairman. I do not want to cut you off.
Senator Moseley-Braun. Let me just say, Mr. Chairman,

it is all right. I will allow myself to be cut off this
time voluntarily. I thank you for your graciousness in
allowing me some response, but I just had tolrespond, Mr.
Chairman. I would like, frankly, to respond in detail to
the statements my colleague made. |

The Chairman. I would just make one comment, and that
is that this program was limited to families with children
up to two years ago. That is an innovation that came about
through this administration.

Senator Moynihan. Through this Chairman.

The Chairman. But, in any event, let me say that we
do have a modification in the Chairman’s mark which
contains the following items: changes in policies regarding
inflation updates for health care providers; clarification

of the formula for computing the Medicare payment rates for
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Medicare choice plans; and several technical amendments.

As we walk through those, they will be spelled out in more

detail.

Senator Moynihan. And we have your summary financing
provisions.

The Chairman. Yes, that is correct.

I do not know if you, Lindy, want to make any opening
remafks at this stage, but we intend to close about 12:45.
There will be a vote at 2:20 on the Senate floor, so it is
our intent for the committee to reconvene here at 3:00.

Ms. Paull. Yes, Mr. Chairman. Let me just go over a
broad overview of what we are working on today and what we
will be working off of for this afternoon when we come back
to do the official walk-through.

This is the spending part of the budget resolution,
instructions to the Finance Committee. The Finance
Committee had instructions to restrain spending to the tune
of $530.4 billion over the next seven years.

The total that was called for in the budget resolution
was $632 billion over seven years, so a significant share
of the work, over 80 percent of the work, is in this
committee.

That is because, as has been pointed out earlier today,
that this committee has most of the entitlement programs

under its Jjurisdiction and a significant number of
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entitlement programs that have been growing at a rapid pace
for the last 5 to 10 years and are estimated to continue to

grow at a rapid pace in the future.

The challenge of the budget resolution for this

- committee was to restrain the spending in the Medicare

program to roughly 6.3 percent growth in the future, and
the Medicaid program, 4.9 percent in the future.

Wwhat you have before you is basically three things at
this point. One, the original mark that was released on
Friday that had been sent to every member’s office. We
have just put before you the modification to the mark that
the Chairman just spoke of.

Included in this modification also are three additional
proposals that will make up é shortfall out of the welfare
bill from the Senate floor. Then the last item that you
have before you is a series of charts, one of which is
missing and we hope we will have it for you this afternoon.

Senator Moynihan. That is the one for Medicaid.

Ms. Paull. That is the Medicaid chart.

Senator Moynihan. A table.

Ms. Paull. Table. They are named charts, but you are
right, they look more like tables. |

The first one summarizes the Chairman’s mark package,
which we will go through in this order after the break: the

Medicare proposals, reaching a CBO estimate of $270.3
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billion over the seven years. Medicaid reforms. Again,
the target_was $182 billion. We have not got the precise
number. It could vary, plus or minus 0.5 billion here when
we get it back from CBO.

On the Earned Income Tax Credit, these are the outlay
savings only. You will see the estimate by the Joint
Committee on Taxation. That is included, and numbered
Chart 4. It also includes some tax savings, but they are
not being counted towards our budget resolution targets.

Senator Moynihan. Mr. Chairman, on that Chart 4.
Secretary Samuels has been sitting back quietly all
morning, as you have done as well, but he will join the
table, I hope, as is the custom.

The Chairman. It is my intent to keep at the panel
just members of the professional staff and not open it up
to others. When the administration has a plan, we will be
glad to have a hearing and at that time invite
representatives to be at the table. But, to be expeditious
about it, the hour is growing late, and we do intend to
keep at the table the people there.

Senator Moynihan. Mr. Chairman,'could I ask you to
think about that during our break here? I think that would
be without precedent. We have always had a Treasury
official when we have talked about tax matters. In 19

years, it has been a uniform practice. It is not going to
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do any harm to anybody.

The Chairman. I will take it under advisement.
Senator Moynihan. Would you?
Ms. Paull. In addition, the next item, Item number 4,

is the Finance Committee’s program share of outlay savings
from the Senate-passed H.R. 4. There is no table on that.
I have a basic breakdown of those, if members are
interested, by program.

In addition, there are an additional three proposals
that are included in ﬁhe modification and Tables 5, 6 and
7 indicate the savings from those proposals. They will be
described in further detail as we talk through this
afternoon.

Wwith that, I would just add that the remaining piece to
the mark-up is the debt limit. It was included in the
original mark. Our budget instructions have instructed the
committee to report out a debt limit increase from $4.9
trillion to $5.5 trillion.

The Chairman. All right. The committee will be in
recess until 3:00.

(Whereupon, at 12:44 p.m., the meeting was recessed.)
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AFTERNOON SESSION
(3:19 p.m.)

The Chairman. The committee will please be in order.
I think a number of additional members will be here in due
time. It is my intent to stay here until we complete the
walk—-through so that we have that behind us.

The order in which we will take up the matters on the
agenda will be: Medicare, Medicaid, then EITC. And then we
have - three additional savings proposals: the Social
Services block grant, foéter care administrative expenses,
and, finally, child support enforcement.

What I thought we would do is let the staff, starting
with Julie James going through a certain portion of her
briefing, and then open it up to any ahd all questions that
you may have. Hdpefully that will be a more orderly way of
proceeding. |

I do have one question I would like to ask you, Susan.
Before I do that, I would just like to say to my chleagues
on the other side, we are very fortunate in having a
professional staff, in my taking over during this
transition, have really done yeoman’s service. I could not
have asked for greater cooperation and better work. I am
deeply indebted to each and every one of them, as I know
the whole committee recognizes.

Susan, it is my understanding that the preliminary CBO
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analysis showed that the Chairman’s mark--I am making
reference to the chart on the left--extended Medicare Part
A solvency until 2007. That is what the chart shows there.
Do we have any subsequent information on that matter?

Ms. Nestor. Yes, we do, Sehator. As you know, we
have been refining.the numbers over the last several days,
and with the CBO analysis of our numbers we estimate that
the trust fund solvency would actually be extended to 2008,
and under the actuary’s number, the Chief Actuary, Rick
Foster, who was mentioned earlier in the hearing, we
believe our solvency would actually be extended to 2009,

under our proposal.

The Chairman. So that is a total extension of seven
years. |

Ms. Nestor. That is correct.

The Chairman. That is very good news.

Julie, do you want to proceed, please?

Ms. James. Thank you, Mr. Chairman.

I am going to begin by discussing the Medicare Choice
proposal and I am going to follow through the mark as it
was distributed, so I would ask you to turn to page nine.

The Medicafe Choice proposal is something that builds
off of much of the work that has been done in the committee
over the past five years, and even longer, in terms of

looking at the options and choices that are available to
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Medicare beneficiaries, allowing them more choice, and also
introducing competitive market forces into the Medicare

system to help contain costs and make the Medicare program

look more like the traditional health care programs that

are available to the under-65 population.

The Medicare Choice program is modeled very much like
the Federal Employees’ Health Benefit Program. Basically,
Medicare beneficiaries would get information from the
Secretary mailed to them once a year.

That information would describe the Medicare program
and all of the private plan options that are available to
the beneficiaries in each area.

I want to stress that the Medicare Choice program is
completely voluntary, that in this proposal traditional
Medicare remains an option throughout the United States for
all Medicare beneficiaries.

The Medicare Choice proposal builds very much on the

‘existing program within Medicare that allows health

maintenance organizations to contract with Medicare and
offer services and be at risk for providing Medicare
services to beneficiaries.

What we would propose to do in this proposal is to
expand the option. Right now, that is only available for
health maintenance organizations. We would like to expand

that option to all types of health plans.
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As we have heard over the last several years when we
have been looking at the health syétem, we know that all

sorts of new types of health plans are evolving. We want

‘to be able to adapt the Medicare program to be able to

accommodate any kind of plan that might develop that might
serve the needs of beneficiaries.

So that would include traditional fee-for-service type
plans, or preferred provider organizations that would still
allow a lot of flexibility to beneficiaries, coordinated
care plans such as health maintenance organizations, high
deductible health plans where the beneficiary would be
willing to accept a higher out-of-pocket cost up front and
then be able to take the difference in the cost of that
plan and put it in a medical savings account to use to
cover co-payments and dedﬁctibles or other health care
needs that they might have.

I will talk more about the details of the medical
savings account option as we get to the end of the document
and talk about the options that beneficiaries have in
regard to the payment.

We also would allow union or association-sponsored
health plans, and want to emphasize that most association-
sponsored health plans are insured products. This,
however, would allow Taft-Hartley union plans as well, if

they were interested and can meet all the standards, to
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participate.

So the standards that are required of all health plans
in order to participate would be that they be licensed
under State laws applicable to bearing risks for health
services in every State, and there is the one exception for
the union or association plans that are preempted by State
regulation.

They would have to assume full financial risk for
delivering the Medicare Dbenefits to the Medicare
beneficiaries, and. they would have to meet. solvency
requiremehts as defined by the Sécretafy. I might add that
these are all standards that are in current law that relate
to health maintenance organizations that we have adapted.

On eligibility, all Medicare beneficiaries who are
enrolled in Part A and Part B would be eligible to
participate. The only exception would be beneficiaries
with end-stage renal diséase who are on Medicare because of
end-stage renal disease. This 1is, again, the current
policy. |

This is a very vulnerable population, and so we have
precluded them from participating at first, and have asked
the Secretary to report back to Congress on the
implications for enrolling this populatibn.

I would note, however, if a beneficiary is enrolled in

a plan and very happy with the plan and wishes to remain
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and they then develop end-stage renal diéease, they would
be allowed to do so. That is also current policy.

As I said, this is the Federal Health Benefits model.
The Secretary would send out information once a year, along
with enrollment instructions, to each Dbeneficiary.
Beneficiaries would choose the plan that they wanted and be
enrolled on a first-come, first-served basis.

The enrollment would occur through the Secretary,
although for all of these activities the Secretary would be
allowed to contract with private parties to carry them out.

One of the distinctions we have in this proposal from
what happens with the current Medicare HMO program is that
persons that are newly-eligible for Medicare will receive
this information 90 days before their 65th birthday so that
at the time that they become eligible for Medicare, they
will have these options and be allowed to choose.

This facilitates many employees who are retiring who
may'be enrolled in a plan and wish to remain in that plan,
and at this point in time they have to disenroll, enroll in
the traditional Medicare program, and then re-enroll in a
Medicare HMO.

On disenrollment, again, similar to the federal
program. This would be an annual occurrence; you would be
enrolled for a full year. There are several exceptions.

The first time that a beneficiary enrolls in a health plan
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they have a 90-day period, a trial period, and during those
90 days they would be allowed to disenroll from the plan if
they were not satisfied. .

Otherwise, they have to stay in the plan and they can
disenroll during the annual enrollment period every year.
There are, of course, always going to be exceptions that we
would allow the Secretary to define, such as if you move
out of area, et cetera, for when you could disenroll.

There is also one other exception, and that is for
enrollees who choose the high deductible option. We
require a one-year notice during the open énrollment period
before they can disenroll the folloﬁing year, so that is
effectively a two-year period during which you have to have
the high deductible option.

The information provided to benéficiaries is critical
to this proposal. The Secretary will provide each
beneficiary once a year with information which describes
the traditional Medicare program, what the Part B.premium
is, the benefits, the covered items and services, and the
cost-sharing in the traditibnal program.

The information will also include a definition of what
the payment area is for that beneficiary and what the
Medicare payment amount is. That is the amount that the
beneficiary can apply towards any of the options that are

available in that area.
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This information will also include information on every
health plan that is available so that.there is complete
disclosure to the beneficiary--this is, again, all
controlled through the Secretafy——about what the plan has
to foer.

I do not know if I should list all these out, but it
would describe the benefits, the restrictions that the plan
has in terms of where the services can be obtained, what
happens if they are obtained from providers who are not
within the network, what kind of arrangements there are for
out-of—-area coverage, for emergency services, what the
appeals rights are of beneficiaries, and notice that the
plan can terminate its contract so that the bénéficiary has
some idea that that could happen. Again, this is all part
of current law.

The information provided could also—Qdoes not have to,
but could——offer supplemental benefits to the
beneficiaries, and it could be included in this
informational material.

For both the traditional Medicare program and for all
the plans that are offered, the Secretary is instructed to
provide, to the extent available, some quality indicators,
such as disenrollment rates, and some information on
enrollee satisfaction and outcomes.

Marketing. The plans will be allowed to market
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directly to beneficiaries, just as the federal health plans
do today. They can run television ads or newspaper ads, or
whatever, but all marketing materials must be submitted to
the Secretary for approval so that it is clear that they
conform to fair marketing practices.

Benefits. On the minimum benefit package. All plans
must provide the same covered items and services that are
in the traditional Medicare program. The cost-sharing
amounts can differ.

There is one caveat,. that the average cost-sharing per
enrollee in one of the plans cannot exceed the average
cost—-sharing under the traditional Medicare program. There
is an exception for this, for the high-deductible plans.

The plans can offer additional benefits as part of
their basic package, so they would be allowed to offer a
package that included prescription drugs, for example.
They may also offer supplemental benefits to beneficiaries
for an additional premium, and the only requirement there

is 'that they offer the supplemental benefits to all

beneficiaries and that they rate them the same.

There are several more rules here that are all current
law that have to do with allowing the plans to bill
Worker’s Compensation or other kinds of insurance plans, et
cetera.

Now, all plans must meet the same quality standards.
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They are all required to have an ongoing quality assurance
program. We have tried to introduce some flexibility here
in allowing the Secretary to deem or establish that there
are ceftain accrediting organizations out there, and if the
accrediting organization approves the plan vand those
standards are equal to or better than the Medicare program,
tha£ they would be accepted by Medicare.

The plans have to have sufficient capacity. They have
to demonstrate that they have capacity to take care of the
number of enrollees that they have. There are certain
access standards in terms of how the care must be
delivered, that it must be accessible 24 hours a day and
seven days a week for urgent care.

We have defined service areas for the plans to conform
to the Medicare payment areas. However, we realize that
this might not be appropriate for all of the plans, so we
leave it to the Secretary to be able to waive that
requirement and redefine the service area as long as the
Secretary ascertains that the plan is not engaging in any
sort of discriminatory activity by defining its service
area.

Consumer protection standards include requiring the
plans to accept every enrollee without any regard for the
health status of the enrollee, guaranteéd renewal; they

cannot disenroll a beneficiary, they must have grievance
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procedures. In the case that a plan terminates, they must
arrange for six months of coverage under a supplemental
plan for a beneficiary who needs it. |

There are also standards for provider compensation and
what plans must do in terms of compensating their providers
on a timely basis. There ié also, as under current law, a
requirement that the plans require information on advance
directives, which are the instructions that relate to what
to do in cases of serious illness.

Now, the most crucial part of this proposal are the
payments that will be made and available to beneficiaries
to apply towards their health plan options. Right now, we
have the system that is referred to as the AAPCC, or the
Average Adjusted Per Capital Cost. There have been a
number of problems with this system.

The payments are calculated on a county basis. They
relate directly to the spending in the traditional Medicare
fee-for-service program. They vary dramatically across the
United States. The range in 1995 ranges from $177 a month
to $679 a month, which is over $500.

The rates are also not stable, even though there might

be a percentage increase of seven, eight, 10 percent

overall on average across the United States, the actual

increases from county to county can be a negative increase

or range all the way up to 60 percent or higher.
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There is an instance with the new rates for 1996 that
were just published of the county of Loving, Texas, which
has a 141 people in it. Its rate last year was $501, and
its rate this year, in 1996, is scheduled to be $876. So,
that is, I think, over a 60 percent increase.

So that instability in the rates has caused a problem
with having health plans go into a lot of markets, because
they need to be able to count on some relative stability in
the rates in order to plan, to develop a program, and
enroll beneficiaries in a market. |

I now would like to refer you to page two of the
modification that was handed out earlier. We have been
working diligently to come up with a payment system that
would solve a lot of the problems that we have with the
current system.

One of the primary things that I want to point out is
that we will de-link the payments on he Medicare Choice
side from the traditional system. So we will start by
looking at what the payments are today and we will make
some adjustments, but then at a point in the future when we
establish a base payment amount for each area, that payment
amount will be indexed and grow at the same rate across the
United States.

I am going to describe the transition now that we have

for determining what the base rates will be. For next
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year, in 1996, we will look at the 1996 rates that have
just been published. These are based on projected Medicare
spending.

As a result of this legislation, projected Medicare
spending will go down, so we will recalculate those rates
to incorporate the reduced increase in spending. I will
say that the overall increase for 1996 was over 10 percent.

We will then apply a blend of National and local rateé
in order to begin to narrow the range. For 1996, the range
is actually over $600. What we will do, is we will take
the local rate and we will weight that at 75 percent, and
then we will take the National rate, and thié will be a
National rate that is adjusted for the differences in
prices across the United States, so that there will be
recognition of the fact that there are price differences
across the United States. That will determine the rate for
1996, and that will still be paid to Medicare HMOs on a
county basis.

Then beginning in 1997, when the Medicare Choice
program is impleménted, we will make several more changes
that will result in a stabilization and an equalization of
these rates across the United States. We will further
blend the rate at a 50 percent local/50 percent National
level. We will aggrégate the now county-level rates into

larger regional rates.
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These regions will consist of metropolitan statistical
areas, which are the urban areas across the United States,
and in cases of large, consolidated ﬁetropolitan
statistical areas like Washington, D.C. and Baltimore, we
will wuse the primary metropolitan sfatistical area
designation so that Baltimore and Washington, D.C. would be
in two separate areas.

We will also remove one-half of the amount of payments
that are made fdr medical education and disproportionate
share spending. I want to emphasize right now, when the
calculation is made to determine the rate, all of the
Medicare spending in an area is considered.

That spending includes payments that go for medical
education and disproportionate share. That money is
intended to go to teaching institutions and institutions
that treat a lot of uncompensated care.

Right now, that is incorporated into the rate that goes
to the health plan without any regard as to whether the
health plan actually contracts with the teaching
institution.

So this is to make adjustment for that and make sure
that the money that was intended to go for teaching and
subsidizing uncompensated care actually does go to those
institutions. |

So what we are doing is pulling that money out of the
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calculation for the Medicare payment amount and we will
allow hospitals that qualify for these payments to submit
a claim to Medicare whenever they treét a patient who is
enrolled in a private Medicare Choice plan and get the
amount of payment that they would otherwise get for
treating a traditional Medicare payment for medical
education and disproportionate share.

So they would not get the payment for delivering the
care, but they would get the medical education and the
disproportionate share payment. The amount they get for
delivering the care would be negotiated with the health
plan.

We will remove half of that in 1997 and the other half
in 1998. At-that point, according to preliminary analysis,
the range in paYments will be.significantly narrowed. We
have asked the Secretary to look at the variation then
across the United States, do an analysis, and report to
Congress in 1999.

If the Secretary determines that certain further
adjustments need to be made to equalize these rates, then,
unless Congress acts, the Secretary can make those
adjustments beginning in the year 2000, and to complete
those adjustments by the year 2002, so that by 2002 we
would have the base rate established, and from there those

rates would be indexed every year.
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We have indexed the rates to grow. Of course, Congress

can always act to determine what the update will be, but

the update that we have in this formula would‘be the per
capita growth in the gross domestic product.

Payments to the health plans will be risk-adjusted, as

they are today under the Medicare HMO program, so that

differences in health utilization that are accounted for by
differences in age, sex, and whether or not the patient is
on Medicaid and whether or not they are institutionalized
will be done by the Secretary so that the amount of money
that is actually sent to a health plan may be different
than the standardized rate that would relate to an average
mix of beneficiaries.

This is to protect health plans so that those who may
get more older patients, poorer patients, will get a higher
payment than those who get younger patients and patients
that would be less poor.

Now, the payment amount will be standardized across the
country and the beneficiary will know how much that is in
their area. Then each health planl that wants to
participate will submit their premium brice for the plan.
And if there is an additional amount that is due from the
beneficiary, if they choose é plan that costs more than the
standard amount that Medicare will pay in the area, then

the beneficiary has to pay that difference.
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If they choose a plan that costs less, the beneficiary
has a series of options. They can take 100 percent of that
amount of difference and they can put it in a medical
savings account. |

You do not have to have the high-deductible plan to
have a medical savings account. You do, however, have to
have a medical savings account if you have a plan that has
a deductible of more than $3,000.

But any beneficiary can take their excess amount and
put it into a medical savings account, or they can instruct
the Secretary to send the additional amount to the health
plan to pay for supplemental coverage. For example, if
there is a dental plan or something they would like to
enroll in, they can have that money applied towards that;
In those cases, the money is not taxed.

If the beneficiary would like to have a cash rebate at
the end of the year, we also allow that. That cash rebate

would be equal to 75 percent of the difference, and the

‘other 25 percent would be returned to the Part A trust

fund.

I would like to describe now the medical savings
account option. The rules for this would be very similar
to an IRA. We did not define a specific deductible levél,
we just have set a threshold of $3,000 for the size of the

deductible.
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If the plan has a deductible of $3,000 or more, then
you must have the medical savings account, and we have put
a maximum on that of $6,000. But the $6,000 is total out-
of-pocket spending to the beneficiary for the Medicare
benefits, items, and services.

So, for example, you could have a plan that has a
$5,000 deductible and then allows up to $1,000 of co-
insurance. Then when the beneficiary has spend the $6,000,
then the plan would cover all expenses. That was, again,
to provide for some flexibility in terms of plan design.

The money in the medical savings account can be used
for any health medical purpose, as defined in the Tax Code
under Section 213, with the exception of health insurance
premiums. We also allow it to be used for long-term care
insurance premiums. Fér any of those uses, the money can.
be withdrawn tax-free.

If the beneficiary wants to withdraw the money and use
it for a non-medical purpose, then théy can do that, but
there is a 50 percent penalty and that amount of money is
then subject to tax. The medical savings account balance
can build up from year to year, but the interest is taxed.

Senator Moynihan. Mr. Chairman, could I ask Ms.
James, do we have any revenue numbers ‘on the medical
savings account?

Ms. James. No, Senator, we do not.
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Senator Moynihan. They are coming. All right.

Ms. James. I just will mention, in conclusion, that
we are grandfathering in the existing Medicare HMOs so they
can have up to three years to meet any new standards that
they might have to meet to be Medicare Choice plans, and
then, beginning in January of 1997, the Medicare Choice
program gets under way.

I would be happy to answer any questions.

The Chairman. Are there any questions?
Senator'Graham. Yes, Mr. Chairman.

The Chairman. Senator Graham.

Senator Graham. Mr. Chairman, I have some questions

on the presentation that has just been made. But, before
I turn to those, I would like to ask a procedural question.
I have an.amendment which I would hope to offer at some
point relative to a trade issue. It is my understanding
that the Chair might be disposed to hold trade-related
issues nntil the next mark—un, which relates to taxes, as
opposed to considering them at this time. Is that correct?
The Chairman. Yes, that is correct. We have not made
any final decision as to what we are goin§ to do, but if we
take up the matter, it will be in the next mark-up.
Senator Graham. I did not want to get in the position
of not offering it now and then find out later that I

should have offered it now.
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The Chairman. Sure.

Senator Graham. So you suggesting it would be more
appropriate and germane to do it the next round than at
this time?

The Chairman. That is correct.

Senator Graham. Thank you, Mr. Chairman.

On the subject before us, could you, in general,
indicate what are the differences from the current policy
relative to health maintenance organizations and Medicare
from those which will be incorporated in the Medicare
Choice plan?

Ms. James. Senator, the major differences are the
types of health plans that can be made available to
Medicare beneficiaries. Right now, it is only health
maintenance organizations. This will allow any type of
health plan that meets the standards to qualify.

Senator Graham. Would this allow, for instance, what
is called direct contracting HMO plans, that is, where
hospitals and physicians form a service group and do not
use a financial intermediary,'but would contract directly
with HCFA?

Ms. James. Senator, it does allow physician-hospital
networks to be plans. However, it does'require that they
be State-licensed as insurers.

Senator Graham. How many States currently license
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those types of plans?

Ms. James. Well, a critical issue here is trying to
define the difference between a physician-hospital network
and a health maintenance organization and what that
distinction would be.

It is important that this proposal requires that a plan
accept full risk for all of the Medicare items and services
that are provided to a beneficiary so that. once a
beneficiary enrolls in the plan, that plan is at full risk,
but the traditional Medicare program is no longer at risk.
That risk is the business of insurance.

Right now there is a considerable discussion under way
across the States about whether or not physician-provider
networks are, indeed, insurance and should be regulated as
such, are they health maintenance orgahizations and should
be regulated as such, so this is receiving a 1lot of
attention.

This proposal builds on the current system where health
insurance is regulated at the State level, so we require
that State licensure. We are very concerned that these
plans are solvent and have some experienée before they are
enrolling this population, so that is why we have gone with
the State licensure requirement, as in current law.

Senator Graham. I am sorry, I intérrupted. You were

answering the question of differences between the status
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quo with Medicare HMOs and what will be available through
this plan.

Ms. James. So it would be the types of plans that are
available.  And the whole structure, I think, of the
payment mechanism is the significaﬁt difference from the
current system, the current county-based that is based on
traditional spending on average in an area and moving to
this new payment situation. There are several changes in
the standards, although I would have to say, by and large,
most of these standards in here are from the traditional
program.

We are coﬁcerned that plans be allowed to enter into
this market and compete, and so we have done away with the
50/50 rule, which required that a plan could not have more
than 50 percent of its population Medicare and Medicaid
enrollees. Those are the major differences. The medical
savings account, obviously, is one of the plan options.

Senator Graham. One of the concerns about the status
quo is the prevalence of adverse selection. That is, where
people who are in relatively good health will select into
HMO plans, and those that are not in good health will stay
with the standard fee-for-service. What have you done to
try to guard against that phenomenon?

Ms. James. Well, Senator, that is an issue that this

committee has been struggling with for several years now.
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It is a very serious issue. We have done several things in
this plan to address that.

First of all, is the enrollment process. We have a
centralized enrollment process, where the Secretary is
doing the enrolling and people can enroll in a plan on a
first—-come, first-served basis.

So, to the extent that there is any concern about the
way that health plans may market or target populations, or
whatever, that is eliminated. We also have made a change
from the current situation where an enrollee can disenroll
at any time.

We now require an annual commitment by the enrollee,
except for the initial trial period, so that there cannot
be movement back and forth. There has to be a serious
commitment to be with the plan.

I am sorry. We have the risk adjustment, and we have
asked the Secretary to use a health status risk adjustor.
The departmenﬁ has been doing a lot of research on risk
adjustment, as has many people across the United States,
and certainly we know that we do not have a perfect risk
adjustor. If we did, then we would not have risk anymore.

So we have asked the Secretary to go ahead and use and
apply a risk adjustor to the payments, and we have left
discretion to the Secretary as to how to do this.

Senator Graham. Mr. Chairman, one last question.
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One of the concerns with the status quo is also that
the Federal Government has not been getting the financial
benefit of the use of health maintenance organiiations.
There is some evidence that, in fact, it may be more
expensive to the Federal Government for the enrollees in
the managed care plans.

I was interested in an article in either today or

yesterday’s Washington Post about what is happening in

Arizona relative to Medicaid. They indicated that one of
the keys to the fact that the State of Arizona--and
therefore the Federal Government—-is benéfitting by that
program of managed care, is very aggressive negotiation by
the State with managed care. They do not use a formula
basis, but rather negotiated contracts, if I read the
article correctly.

A) Under your plan, how will the Federal Government get
the financial benefits of people moving into managed care,
and B), did you consider using a negotiated basis at
arriving at the contracts with health maintenance
organizations, whether through competitive bids or direct
negotiations, in lieu of this formula?

Ms. James. Yes, Senator. We haﬁe called for the
Secretary to do a competitive bidding demonstration in this
proposal. But we did not feel that we were at a point in

time yet where we could simply move to a system where the
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amount of Medicare payment would be based on a competitive
bid.

We do not have the Secretary giving aggressive
negotiating powers in this system. The way it is designed,
Medicare will determine the amount that it will pay in each
area and that will be de-linked from whatever spending is
in the rest of the system.

Then through competition the beneficiary will decide,
and the competition among the plans will determine what the
prices of those plans are. But, in whatever case, the
amount of money paid by the Medicare program that goes
towards the beneficiary will be a fixed amount.

Senator Graham. So the beneficiary will get the
benefit of a differential between what they will receive
from Medicare and what they will pay for their plan.

Ms. James. Yes.

The Chairman. Is that not at 75/25?

Ms. James. If there is a cash rebate, it is a 75
percent rebate.

The Chairman. Senator Breaux?

Senator Breaux. Thank you, Mr. Chairman.

I think in response to Senator Moynihan’s question
that, with regard to the medical savings accounts, that you
do not have a scoring on that.

Ms. James. The medical savings account was scored as
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part of the Medicare Choice proposal in total. So if you
look on your chart on page two under Medicare Choice, they
have taken into account —-——-

Senator Breaux. But you do not know then whether that
increases the cost of Medicare or decreases the cost of
Medicare, because that was not considered separately?

Ms. James. I understand, from discussions with CBO,
that there wés some offset to the savings amount that was

due to medical savings accounts.

Senator Breaux. ‘How much is that?
Ms. James. They did not tell me, I am sorry.
Senator Breaux. If they had a number, you would

presume they would be anxious to tell you.

Ms. James. Well, they did not give an indication.
There were so many offsets going on in.the proposal When
they were scoring it. There is a footnote that has to do

with medical savings account, footnote number four on page

three.
Senator Breaux. What does that footnote say?
Ms. James. I am sorry. It says that, '"the effects of

medical savings account provision are embodied in the
Medicare Choice line."

| Senator Breaux. So there is a secret number somewhere
and we do not know what it is.

Ms. James. Senator, I will call and ask them for a
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specific answer to that.

Senator Breaux. That point I want to make is, I
thought medical savings accounts were a wonderful idea when
I first heard about them. Then I have become convinced,
the more I read about it, is that it is great if you are
healthy and it is bad if you are sick.

When this proposal takes it and puts a medical savings
account as part of. Medicare, I think there is a real
concern that we should have as a committee that, in fact,
we may be raising the costs of Medicare.

Now, if you have it in the private sector where
somebody is working and their employer contributes, that is
one thing. But with this, we are saying for the first time
that Medicare, I guess, is going to contribute to that
savings account.

If all of the healthy people on Medicare get sucked
into the medical savings account because it is a good deal
for them if the government puts money in their savings
account and they never spend it and they get to keep it,
that is a heck of a good deal.

So if the healthy people move into a Medicare medical
savings account, what you are left with in the regular
Medicare fee-for-service is sick people, you are going to
actually be costing Medicare more by instituting a medical

savings account for Medicare patients.
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Now, give me some comment on that.

Ms. James. Well, Senator, for one thing, there are
certain characteristics of the high-deductible option plan
that may appeal to people over the traditional plan.

Senator Breaux. Sure. If you are healthy, it is a
hell of a deal.

Ms. James. No, because there is a $6,000 total out-
of-pocket cap which does not exist now in the traditional
program. If you are ill and you haye built up your
account, you will have money in there to cover your

expenses. You would also have money to cover certain

" things, such as prescription drugs, that would not be

available under the traditional system.

So, this is an option for beneficiaries. It is risk-
adjusted, just like the payments to all types of plans will
be. There is also the extra disenrollment requirement on
these plans so you simply cannot, the minute that you get
ill and you decide you want to opt back into the
traditional program, do that. You have to give us one year
notice and stay in the plan for a year.

Senator Breaux. But is there not a problem—-I do not
want to prolong this--if healthy Medicare patients move
into the medical savings account and the sick Medicare
patients stay in the current fee-for-service program? Is

that not a problem and a risk of having higher Medicare
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costs in total?

Ms. James. There are a number of things in this
proposal to try to guard against that, such as risk
adjusting the payment, and we will have to monitor that.

Senator Breauxﬁ Added to that concern, we do not have
CBO telling us whether this is an actual savings or whether
this is an increase. They just said it was factored in in
the big picture, but it does not say what their opinion of
what medical savings accounts would Ido from a cost
standpoint or a savings standpoint. That is correct, is it
not?

Ms. James. I do know that they assigned some cost.

Senator Breaux. But we do not know whether it was a
plus or a minus.

Ms. James. No. wé do know that the savings that we
got from Medicare Choice in total have been higher.

Senator Breaux. Oh, sure. But I am talking about
medical savings accounts as an ingrediént in that. Then
they have the whole picture.

Ms. James. They would have had higher savings had
they not done a discount on our savings number for the fact .

that they considered some adverse selection from medical

savings accounts. I just wanted to clarify that.

Senator Breaux. All right. So are you telling me

that when they considered the medical savings account they,
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in fact, scored it as costing more?

Ms. James. Slightly, they told me. Yes.

Senator Breaux. So here we have something in budget
reconciliation, where we are trying to save money, that we
now find is going to cost money.

Senator Moynihan. Mr. Chairman, if'I could just
interrupt the sequence.

The Chairman. Sure.

Senator Moynihan. Pursuant to Senator Breaux’s
comment, Secretary Samuels, could you give us some Treasury
sense of the tax provisions for withdrawal from a savings
account and the taxation of interest built up internally
that is subject to taxation. - I do not have any
prejudgment, but does this sound simple to you?

Secretary Samuels. Senator Moynihan, we have been
looking at the medical savings account proposals and have
serious concerns about the administerability of the
proposals. This was mentioned, in describing medical
savings accounts, as in addition to IRAs, so it is a brand-
new vehicle. But, unlike IRAs, the inside build-up is
subject to tax.

So we are going to have to figure out a way to report
to the beneficiaries, as well as the Internal Revenue
Service, the inside build-up and, for example, if you have

a loss inside your medical savings account, you are only
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supposed to use it against future income of the medical
savings account. So we are very concerned about the
complexity, and we are actually doing mock-ups of forms to
show the committee how complex the proposal would be.
Senator Moynihan. Well, Mr. Chairman, I think that is
a question that I think we want to get to. How many of

these are we going to have, 20 percent of the total, would

this be?
Ms. James. No, Senator.
Senator Moynihan. Do we have any idea how many we

will have, a million, five million?

Ms. James. The 20 percent figure was the total amount
of people enrolled in Choice plans.

Senator Moynihan. In Choice plans.

Ms. James. Yes. I do not know. I apologize. CBO
did not think if would be an option chosen that often, so
that is the extent of the number now.

‘Senator Moynihan. All right. Well, let us keep in
touch with those people at CBO.

Ms. James. All right. Yes, we are.

Senator Moynihan. Thank you, Mr. Secretary.

Senator Rockefeller. Mr. Chairman.

The Chairman.: Yes, Senator Rockefeller.

Senator Rockefeller. Thank you, Mr. Chairman. Let me

just say to my colleague from Florida as to the provider-
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sponsored networks, I will be offering an amendment on that
tomorrow and perhaps we could do that. together.

Following up a little bit on what Senator Breaux was
talking about. First of all, I want to commend you, Julie
James. You have been doing a really skillful, good job.

Ms. James. Thank you.

Senator Rockefeller. You really have. I mean, it is
quite distinguished.

Gail Wilensky, Stuart Altman, GHAA, Blue Cross/Blue
Shield, and I do not know who'else, expressed their concern
about the MSA proposal based upon what Senator Breaux was
talking about, and that is the so called viable risk
adjustment mechanismn.

Now, you have used phrases like 'risk adjusting the

payment' ——
Ms. James. Yes.
Senator Rockefeller. —— even as you have been saying

what is true. That is, nobody has been able to do it. It
will be several years. This is not a question of HCFA
being slow or having 4,000 people or four people, They are
not going to have a risk adjustment worked out. It is one
of the hardest things to do—-Einstein could not do this——
but you put it in as a given in your proposal.

That is great if it works out, but I am told that if

you cannot risk adjust on an individual health policy, you
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get into big trouble. The main part of that trouble, I
think, would be what the Senator from Louisiana indicated,
and that is that Medicare would end up paying more money
because the sick people would stay in Medicare and the
wealthy and the healthy would go into thé MSA, Medicare
Choice, or whatever. I worry very much about that.

In 1993, more than 40 percent of Medicare beneficiaries
had an average per capita spending of $1,858; almost six
percent had no Medicare reimbursement made on their behalf
between 1990 and 1993. If those beneficiaries chose the
MSA option, would that not end up costing Medicare a lot
more money?

Ms. James. If you had all the sick people staying in
traditional Medicare and all the healthy people going out,
it may, but we do not have any indication that that is what
would happen.

There are a whole series of risk adjustment factors
that will be used that they are using currently with the
program, which include age, sex, and whether you are on
Medicaid and whether you are institutionalized. The health
status is the factor that is the most difficult one to
crack, if you will.

There has been a lot of work done across the Nation on
this. You can do it prospectively or you can look back and

see what people actually did and then make an adjustment.
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The Secretary would have the authority to employ, to the
best of her knowledge at this point, what kind of health
status adjuster might work the best.

There has been some experience in New York with
adjusting just on major illnéss categories, some of the
very costly ones. I am not sure that we will ever have a
perfect risk adjustment system. '

Senator Rockefeller. I just kind of wonder about
goinglforward when we really do hot know.

Under current Medicare law, seniors who are enrolled in
an HMO and receive care from a doctor who is not a member
of an HMO have balance billing protections. Balance
billing is still a subject. Are similar current balance
billing protections available to seniors who enroll in
other management care plans under the Chairman’s mark?

Ms. James. First of all, Senator, we are opening thig
program up to all sorts of plans, so it is not only managed
care plans; There will be all sorts of plans that will be
able to participate.

The fundamental part of this is that the beneficiaries
will be provided with information on what each plan covers
and what they will be responsible for covering so the same

balance billing protections that are under the traditional

- program will not necessarily translate to the Medicare

Choice plans.

MOFFITT REPORTING ASSOCIATES
(301) 390-5150



O

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

178

They will decide and determine what their benefit
package is, how they reimburse providers and how much, and
what the beneficiary 1is responsible for, and that
information will be provided to the beneficiary.

Senator Rockefeller. So what you are basically saying
is, they will have better information, but the current
balanced billing protections, as they are today, will not
be there.

Ms. James. Those requirements will not apply to the
Choice plans. | ‘

Senator Rockefeller. Right. That is what I thought.

Can you compare-——and then I will just have one more
thing to say, Mr. Chairman, and then I will be.finished——
the growth factor to CBO’s projections for private health
insurance premiums? CBO--and I have got some numbers down
here--projects the following increases in private health
insurance premiums over the next seven years. It goes, in
1996, from 5.8 to 6.9 in 1997, 7.6, and hovers in that
area.

I think that with your capped payments for Medicare
Choice plans——at least, that is the phrase I would use--you
have what is a nominal growth rate as opposed to a real
growth rate, which would be nominal minus inflation.

The nominal growth rates, however, are substantially

lower in all cases through the year 2000. When I say
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substantially, I mean one percent to sometimes close to two
percent. How can we cap Medicare’s payments to private
plans on behalf of Medicare beneficiaries at a rate which
is lower than even private sector growth rates?

Ms. James. Well, Senator, it is very difficult to

make an apples-to-apples comparison of what the Medicare

rates would be to private sector employer health plans

because of differences in benefits and a different
demographic population. We do have the growth in the per
capita rate growing at per capita GDP, which is projected
to be about 4.3 percent, and we chose this because this is

an indication ———

Senator Moynihan.  That is 4.3, nominal.

Ms. James. Yes.

Senator Moynihan. Yes.

Ms. James.‘ We selected this because this was an

index, an indicator, of the relative strength and growth in
the economy and what the government could afford. The
update could be changed or set by Congress every year.
This is a default update. This is if Congress does not act
what would happen.

If the update is not enough, we might have less. The
premiums might go up and we might have fewer people
enrolling, and Congress could do something about that. I

mean, I guess what I am trying to say is, that is an index
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that happens in case Congress does not act to set what

these updates will be every year.

Senator Rockefeller. No. I understand that.

Ms. James. We did not want to err on the side of too
much.

Senator Rockefeller. Yes. Well, you did. I Jjust

want to be clear about that. For example, in 1999 there is
a 2.5 percent difference lower in the nominal growth rate
than in the private insurance premium.

If Medicare is going to have your frailer, your sicker,
your most expensive, and it is, it is, it is, we all know
that, we all are admitting it to each other in coded terms
it would be the case, then we are saying, we will reimburse
you much less, even in Medicare, than we do in the private.
I think that comes from the so called capped payment
system. You would not call it that, but that is what I
would call it.

Ms. James. Weil, I hope I did ndt say anything to
imply that I believed that the older, sicker people would
necessarily all be in the traditional prbgram. I think
that what we are allowing here is a system that ———

Senator Rockefeller. But is that not the pattern? Is
that not what has been happening, it is 10 percent so far
and you are projecting 20 percent?

Ms. James. Well, I think CBO made a very conservative
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estimate. But I think that much of what we have done here
is to exposure seniors to what their options are.

And, because we fix the payment rate, if you will,
géographically, we will make these markets much more
attractive to plans and we will have health plans that will
go into areas and try to develop products that will appeal
to the Medicare population. Right now we are dependent
upon the health plans to do the marketing.

There is nothing thatvwill be comparable to what we
have here, where every year the beneficiéries will be given
this information from the Medicare program and there will
be an assertive effort to allow the beneficiaries to have
access to these plans, which does not really happen right
now.

Senator Bradley. Could I follow up on that Jay, if
you are finished?

Senator Rockefeller. I have not, but go ahead.

Senator Bradley. It seems to me that what Jay is
saying and what you are confirming is that Medicare will
pay less and private premiums will pay more. Therefore,
you would be pushing people into plans where they would be
paying higher premiums, right?

Ms. James. Sénator, there is nothing in this proposal
that would push anybody out of the traditional Medicare

program. If they prefer that, they can be in that program.
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Senator Bradley. But the Medicare capped grant will
not be enough to pay for their HMO.

Ms. James. Well, there is nothing to suggest that
that would be the case.

Senator Bradley. Except that the capped grant is much
less than the increase in private premiums. Therefore, if
you see private premiums are going up but you have capped
the Medicare grant down here, then that means higher
premiums for the individual. I do not see how you can
reconcile those two numbers and come up with anything other

than higher premiunms.

Ms. James. It is very difficult to compare the
private.

Senator Bradley. Was that vyour point, Senator
Rockefeller?

Senator Rockefeller. Well, Senator Bradley, the

conclusion that I philosophically conclude with is that
this shows that this was a budget-driven decision. This
was done in order to achieve a budget result, as opposed to
achieve a policy result. I think what this does, 1is
clearly show that. I am finished.

The Chairman. Senator Moynihan.

Senator Moynihan. Yes. 1In this same area, I think I
have it right that at present about nine percent of our

Medicare population are in HMOs.
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Ms. James. Yes.

Senator Moynihan. aAnd CBO projects a rise to about,
what is it, 14 percent?

Ms. James. 14 percent, under current policy.

Senator Moynihan. Under current policy. Exactly.
And you want to get up to 20.

| Ms. James. Actually, I need to correct that. It is

between 20 and 25 percent. |

Senator Moynihan. = Between 20 and 25.

You are being wonderfully open. That is half ‘again
what we now project, 16 as opposed to, say, 24 or 23.

Ms. James. I think that the Way that we have outlined
the proposal where there is this assertive effort by the
administration to provide ———-

Senator Moynihan. You do not mean those terrible

- government bureaucrats, do you, coercing the population of

aged, blind, lame?

Ms. James. No. I think that there will be a very

positive effort to provide Medicare beneficiéries with

information once a year on what their options are and the
types of plans that are available to them. That will do a
lot to increase participation.

Another reason that we do not have as much
participation right now as we might is because of the

payment methodology and the fact that, in many areas of the
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country, the way the payments go right now, there is so
much variation and they are so low in so many areas, that

it is difficult for private plans to develop in those

areas.
Senator Moynihan. Yes. Yes.
Ms. James. And we have done a number of things here

to fix that with the payment method.

Senator Moynihan. All right.

Ms. James. In addition, the whole health care system
is changing very rapidly. Enrollment of the under-65
population has spurred a lot of health plan providers
getting together, HMOs forming, all different types of
products, that are available to the whole population. The
Medicare beneficiaries have not had access to that range of
options before. There will be increasing comfort with
people, as they age into the Medicare prdgram —_

Senator Moynihan. To stay in an HMO that they have
always been in.

Ms. James. Right. Right. And also, as providers
move into these plans, their patients will move with them.
So I think there are a number of things that are happening
that will cause this transition to occur.

Senator Moynihan. I guess we would like to have your
best judgment about what would happen if this does not

work. I mean, I can see the case when Medicare began, fee-
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for-service was the only thing anyone knew and the people
did what they knew. Now HMOs are so much more widely
available. People might again stay with that they know.

But, still, that is a big increase.

Ms. James. To go the 22 percent.
Senator Moynihan. Yes.
Ms. James. I mean, right now, the enrollment in the

system, as it is, is one percent increase a year, SO there
is a 12 percent increase in enrollment a year. One percent

a month, I am sorry.

Senator Moynihan. One percent a month.

Ms. James. One percent a month, 12 percent a year.
Senator Bradley. Mr. Chairman?

The Chairman. Yes, Senator Bradley.

Senator Bradley. If I could just follow up on that.

With the higher premiums in the private plans and the
capped Medicare grant, and the assumption being that these
premiums will come down in the private sector as there is
competition, and you have asserted that that is what you
expect to happen, that might, indeed, happen, why would you
not simply cap the private premiums at the per capita
growth of GDP just as you have capped the Medicare
payments? |

Ms. James. You mean, private sector health insurance

premiums?
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Senator Bradley. Yes.

Ms. James. Senator, this proposal deals with the
Medicare program.

Senator Bradley. Right. But the point is here, you
have essentially got a Medicare cap thét is based upon one
criteria, per capita growth of GDP, and, as Senatof
Rockefeller said, you have projections of private premium
increases that are much higher than that, which means that
senior citizens will get a capped grant to help pay for
their Medicare and, because fhe premiums are going to go
much higher than their capped grant, they will end up
paying higher premiums.

Ms. James. Well, Senator, first of all, we do not
know that the premiums are going to go that high.

Senator Bradley. All you had were the projections.

Ms. James. That is right. But we also only have
projections on the private sector side of health care
premiums, and it is very difficult to maké'a.comparison of
what happens in the private sector and what happens in the
Medicare program.

With the rates of growth in the Medicare program and
with the particular problems of that demographic
population, if you assumed that the Medicare program was as
efficient as it could be, then that would say one thing

about at what rate you allow it to grow.
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But, if you assume that there are still inefficiencies
in the system that competition and changing incentives
could wring out of the system, then the per capita growth
in GDP might be very adequate amount to allow those plans
to grow every year.

Again, we are not capping the amount of the plans, we
are not capping their premiums, we are establishing what
the Medicare payment amount will be for the plans.

Senator Bradley. Right. But that has the same

effect. I mean, you are not, per capita, doing it. But if

you cap the total, you are pushing people into plans that

cost less. Otherwise they will not be able to purchase

health care.

Ms. James. But, Senator, we are not pushing anybody

out of the traditional systenm.

Senator Bradley. No.
Ms. James. We are offering this as an option.
Senator Bradley. Right. You are not pushing them out

of the system, you are simply saying, you can continue to
do what you want and pay more themselves, out of your
pocket.

Ms. James. If they choose one of the options in
Medicare Choice, then they pay the difference if the plan
costs more.

Senator Bradley. Right.
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Ms. James. If they stay in traditional Medicare, it

is the same traditional Medicare program and there is
nothing that forces them out of the traditional Medicare

program.

Senator Bradley. But the other option has premiums

that are going up higher.

Ms. James. We are giving. the beneficiaries are
choice.
Senator Bradley. Yes, but it is no choice. You are

basically saying, ybu can have a choice. You can stay in
Medicare and you will get a program where the Medicare
grant will not pay for your health coverage? Je] yoﬁ have to
pay more than you are otherwise paying. That is what you
are telling them. You have that choice.

You can shop for a low-cost health care plan that will
not exceed the Medicare grant, and then you are fine. But
if you buy a more expensive health care plan or stay in a
fee-for-service and your premiums are higher, then you are
going to have to pay the difference between whatever the
Medicare grant is and whatever your cost is.

Ms. James. Senator, I think there is some confusion.
There is not a Medicare grant for every beneficiary. If
they stay in the traditional program, that does not apply.

Senator Bradley. But only if they go into an HMO,

right, or managed care program?
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Ms. James. . If they go into a private plan, there is
an amount of money made available to them and they can use
that amount of money and exercise whatever choice they want
of picking that type of plan. But if they stay in the
regular Medicare program, there 1is no amount or any
difference that they have to pay. It functions just as it
does today for Medicare beneficiaries.

Senator Bradley. Well, except you are cutting the
fee—-for-service program dramatically. I mean, you can stay
in fee-for-service, but, by the way, we are'putting in the
Belt Program, and by the way, we are doing this and that.
We are leaving the poorest, sickest in the program, so
obviously their costs are going to be more expensive.

To say, no, you have a choice, you can stay in fee-for-
service with poorer quality care or yéu can move into a
managed care system and probably pay a little bit more,
because the Medicare grant will not cover it, I mean, that
is not much of a choice.

Senator Rockefeller. And that is providing that the
providers are willing to see some of the seniors under the
new conditions which are contemplated.

Senator Bradley. That is right. Ybu could very well
find providers saying, well, under this fee-for-service, we
are not going to take anybody on Medicare.

Senator Pryor. Mr. Chairman, could I join in here, or

MOFFITT REPORTING ASSOCIATES
(301) 390-5150



QO

10
11

- 12

13
14
15
16
17
18
19
20
21
22
23
24
25

190

is it someone else’s turn?

The Chairman. Go ahead, David.

Senator Pryor. Are you sure? I do not want to take
someone else’s turn.

The Chairman. No, no. You are next.

Senator Pryor.  Thank you.

In this area that Senator Bradley has Jjust been
discussing, and I understand Senator Graham asked a
question very similar to that that I am going to ask, but
I would like to approach it from a different way, in the
Medicare Choice program, what are going‘to be the new
standards? I am thinking of quality aséurance.

At the Aging Committee last month, Senator Cohen,
myself, and others, held a hearing on quality assurance.
I came away from that session pretty disturbed about some
of the things that have gone on in the past about quality
assurance and HMOs. But I understand that, basically, the
plan that is now the Chairman’s mark is sort of
restructuring the new standard.

I want to know, who is going to be the policeman and
which entity is going to be looking into the 'quality
control and quality assurance for those people that are
going to be induced or decide to make this new Medicare
Choice plan their plan?

Ms. James. Senator, we have essentially the same
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standards on quality that currently apply to the Medicare
HMO program. We have made one change. There is no longer
a requirement that all.plans contract with the peer review
organizations that are funded through the Medicare program.

We allow pri?ate organizations who are acknowledged by
the Secretary as doing a good job to be deemed as a private
organization and, therefore, they do not have to contract
with the pros.

But, otherwise; we do require the ongoing quality
assuranée programs, we do require a grievance procedure, we
do require én appéals procedure. It is very similar to the
existing program, and it will be the responsibility of the
Secretary.

Senator Pryor. I thought also, on the appeals
procedure, that you sort of modified that. Are you kee?ing
the sale appeals procedure that we have now under present
law?

Ms. James.  Yes.

Senator Pryor. And it would be appealed to the same
entity, I guess, as under present law. It would not be
appealed to HCFA under your proposal, would it?

Ms. James. Senator, it would be the same as we have
now.

Senator Pryor. The same as we have now. The appeals

process would not change.
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Ms. James. Right. Right.

. Senator Pryor. And these private organizations that
would be basically, I guess, policing and monitoring these
new HMO programs, is that a new creature or is that
something we are creating here? |

Ms. James. Well, there are a number of organizations

.that accredit health plans right now, that go in and look

at the kinds of procedures that they have, and there are
all sorts of quality indicators that they have. We assume
that there will be more interest if they are allowed to
develop programs that will go in and sort of put Ehe Good
Housekeeping stamp of approval on a plan. vIt will still be
up to the Secretary to acknowlédge whether that meets the
standards that are required.

Senator Pryor. Who will be responsible'for making
absolutely certain that these new entities, these monitors,
will do their job right; will that be up to the Secretary
of HHS?

Ms. James. In order for the Secretary to recognize
these organizations and say that if you have a private
organization, do that, then the Secretary would recognize
that they do the adequate job.

We are just trying to eliminate a lot of duplication
right now, because a lot of employers require plans to have

all sorts of quality assurance mechanisms, and we do .not
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want to say that somebody over here is looking at the plan
and somebody over here is looking at the plan. If they are
looking at exactly the same things and there is an
acknowledgement that they are doing that, then we just want
to eliminate the duplication. Otherwise, the Secretary
would be responsible.

Senator Pryor. I just want us to be sensitive to the
concern that we may Jjust be creating another bureaucracy
out there, except in the private sector, and eliminating,
maybe, a bureaucracy in the public sector. I do not know.
But I think that we have got to make certain that we are
going to have a net saving, a net efficiency, or something
is going to give better protection to those who move to the

HMOs for their medical and health care needs.

Ms. James. Yes, sir.
Senator Pryor. Thank you, Mr. Chairman.
The Chairman. Thank you.

Do you want to proceed, Julie?
Ms. James. If that concludes the questions on the

Medicare Choice program, we will move to'the -

Senator Graham. Mr. Chairman?
The Chairman. Yes.
Senator Graham. Could I ask a couple of follow-up

questions? You stated that your calculation of the savings

by virtue of increasing the percentage of persons in non-—
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fee-for-service from the 14 percent that is projected to a
range of 20-25 percent is $50 billion over seven years?

| Ms; James. If you look on page two of the CBO chart,

the Medicare Choice program is scored as saving $46.5

billion over the seven-year period. It is the fourth line

down, on page two. |
Senator Graham. Do you have a breakdown as to how

that number is arrived at?
Ms. James. I had 1lengthy discussions with the
Congressional Budget Office on this and they did not have

a breakdown for me.

Senator Graham. Could you provide that to us?
Ms. James. I will ask for it. Yes, sir.
Senator Graham. I am not familiar with this issue in

the proposal that is before us, but I understand that in
the House Medicare proposal if the targets for savings are
not met there is what is referred to as a look-back
procedure that would require some automatic reductions. Is
there a similar provision in this legislation?

Ms. James. We have a provision that we will be
describing on the Subsequent walk-through that is a
backstop much like some of the fail-safe measures that were
in legislation last year. We do not achieve any savings
from this, it is simply a mechanism to make sure that you

do not exceed budget targets,nand I will describe that as
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we get to it. It is different, though, in approach.

Senator Graham. Thank you, Mr. Chairman.
The Chairman. Senator Rockefeller.
Senator Rockefeller. Mr. Chairman, just a quick one

on hospital, I have down hospital cuts, but you would say
hospital slowing of rate of growth, or whatever.

Undér the Chairman’s mark, disproportionate share
hospitals take, I believe, a 25 percent across the board,
I would say, cut.

Ms. James. A phase down.

Senator Rockefeller. Yes.

Now, PROPAC, and I have to read, now) in its March 1995
report said the following. ''Many Medicare beneficiaries
rely on hospitals in underserved aréas that furnish large
amounts of care to the poor and the uninsured. These
hospitals frequently have problems recruiting physicians
and other staff and meetihg the special needs of their
patients.

Further, they tend to have a small share of privately-
insured patients, which limits their ability to subsidize
losses from Medicare, Medicaid, and the uninsured charity
care.

The extra revenue such hospitals receive from the
Medicare program through the disproportionate share payment

helps ensure reasonable access to care for beneficiaries in
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unserved communities.

Reducing these payments to hospitals that are the only
source of care in a cdmmunity without  also expanding
coverage to the uninsured or otherwise subsidizing their
care will adversely affect their financial wviability.
This, in turn, could threaten access for enrollees in
public programs. My only question is, what is the public
health policy rationale for that 25 percent across the
board cut in disproportionate share hospitals?

Ms. James. Senator, I do not know if you are aware,
we are going to be walking through all of the rest of the
Medicare package. We were just pausing at this point for
the Choice piece.

I just want to say, as far as on the Choice side in the
payment formula, we have taken the amount of payment right
now that goes to medical education and disproportionate
share spending in an area out of the payment base for
calculating the payments to the Choice pians, and we have
allowed then that the teaching centers and the hospitals
that have a lot of uncompensated care to get that money
directly from Medicare when they serve a health plan
patient.

The reason we made that policy change in developing the
payments was to make sure that the money in the Medicare

program that was intended to go for those purposes does,
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indeed, go to those hospitals serving those patients. So
we are now talk about and go through the hospital things,
and will answer your question.

The Chairman. Senator Grassley?

Senator Grassley. I have several questions on the
Choice part. First of all, the extent to which you have a
very tough job in trying to work out the various sections
of the country, I acknowledge that, and think you have
worked extremely hard to do that.

My first question is probably simple. The way you
explained'to us on Friday that the normalization process
would work, if nothing has changed dramatically from that,
then I do not need any explanation. If there have been any
changes over the weekend, then I would need to have those
explained to me.

Ms. James. There have not.

Senator Grassley. All right.

The second thing, on the very same point, before we
vote this bill out of committee will we be able to see from
you how you expect the various States to do under the
formula in the Medicare Choice plan?

Ms. James. Yes. I will have information that will be
available to all members at the end of the day.

Senator Grassley. All right.

The second point is, you have worked with a Physician
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Payment Review Commission on this payment reform, as I
understand it, and you expect the transition period to
produée the results that you explained on Friday.

Will the legislation’s instructions to the department
be specific and detailed enough to reliably produce the
results that you explained to us and that we can rightfully
expect.

In the sense of my opening comments, as you heard them,
we want to make sure that the legislation is written so
that the bureaucrats that administer the formulas and make
all the detailed interpretations and everything so that
what we say we want comes out the other end.

The question then is, is the lahgﬁage going to be
specific enough to produce the results we want?

Ms. James. Yes. The language will be specific on how
the payment is to be calculated.

Senator Grassley. A little more specific along the
same line, how much discretion will there be in the way
that the concepts in the legislation are interpreted by the
department. So you say the language is going to be
specific, but every statutory language has some leeway.

For the results you want, do you think that there is
any question that it is so complicated that maybe it will
not come out the way we wanted, or maybe you can say‘flat

out, it is so simple that it will come out with the results
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that we want?

Ms. James. Senator, as you said, the Physician
Payment Review Commission has been assisting us in running
the numbers on our payment formula. We have also been
working with the Prospective Payment Assessment Commission.
These are the two commissions that advise Congress, and so
far their numbers look very similar. -

I am sure that once the administration runs their
numbers we will see what they look like and will have some
idea of just what kinds of differences might arise, but we
expect that the language will be very specific so that it
will produce what we intend.

Senator Grassley. All right. Now, I am asking the
same thing another way. The extent to which there is some
discretion in the data used by the department to make
payment calculations, does this not give some leeway to the
bureaucracy so that we can have some question about whether
it comes out the way you say? And I am not questioning
your sincerity, we are dealing with data and there is some
discretion in that, as I would assume there would have to
be.

Ms. James. There will be some discretion, but we will
write.it very specifically so that we know what the data is
that is going to be used in arriving at the calculations.

Senator Grassley. I do not want to mislead you. I
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think that you are moving in the right direction. I hope
I complimented you in my opening statement. As we get into
this more deeply, I suppose that obviously, hopefully, we
will know more for certain in our own minds.

You have gone far enough in narrowing the per capita
rates and will satisfy us at this level, and then you are
trying to satisfy us that we will not be less happy with
what the department produced.

There is nothing in the mark which says, for instance,
that the variation from the low per capita payment to the
high per capifa payment may be this percentage -or that
percentage. Now, you have‘toid us, I think it is in the
neighborhood of the mid-70s, right, the variation from the
low to the high?

Ms. James. I am sorry. Mid-70s in terms of?

Senator Grassley. Of the variation from the low cost
to the high cost.

Ms. James. In terms of dollar amount?

Senator Grassley. Yes.

Ms. James. Between top and bottom?

Senator Grassley. Yes.

Ms. James. No, Senator. I believe it will be a
little larger than that. I do not remember the 70s number;
I am sorry.

Senator Grassley. All right.
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Ms. James. You are probably thinking about the
variation from the mean. We did use that figure.
Senator Grassley. All right.
Ms. James. And the simulations that we have right now
wouid narrow the current range, which is $500-600, down to
about $250 by the year 1998, and we have not gone beyond

that.

As you know, because of the concern about what will

actually happen with where we end up on the variation in

rates, we have included in the mark the language that has

the Secretary analyzing and reviewing and the opportunity
for Congress to act to change that.

Senator Grassley. All right. Then let me say this.
Let me not dispute whether it is this percentage or that
percentage, but you have done a good job of narrowing the
differential. All right.

Certain policy decisions went into narrowing that and
why it ought to be narrower rather than where it has
developed, into a wide deviation. Whatever you say would
be that deviation, and I would accept what you say, when we
pass the legislation, it seems to me that, three years down
the road, that ought to be the results we get.

Again, I am accepting your policy judgments, everything
that went into your thought process to bring us to a point

that we narrow the deviation, those are policy decisions,
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and we assume that they are sound policy.

It seems to me we should not have any problem saying in
the legislation that this is what we wanted to accomplish
so that the bureaucracy, at the end of the three-year
period of time, has us where we say we want to be.

Ms. James. All right.

Senator Grassley. So I am suggesting that, because,
once again, I make the point that we have made mistakes in
this committee in the past, they have been particularly
harmful to the 32 States that fall below the medium cost of
the delivery of health.care, and then we always try to fix
those mistakes.

We did not intend to do that, it just happened that
what we wrote could not be precisely followed and
consequently we ended up with something else. All right.
Just what you say we are going to accomplish, and intending
to accomplish, when we pass this legislation, I want to
know that that is the outcome three yearsvdown the road
when we have another review of this.

So I hope that is not a problem, because I just want to
say specifically in the language of the bill what you say
you hope to accomplish.by the way you worked this formula
out for us based on the concerns that we all had.

On another point, I have a question about the

information provided to beneficiaries by the participating
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health plans. This is question along the lines of
protecting consumers.

In the section dealing with the information which must
be provided beneficiaries who participate in the Medicare
Choice program, it states that, "the plans will be required
to describe the enrollee’s rights to benefits and the
restriction on payment for services furnished by providers
other than those who participate in the plan."

Now, maybe the answer to this is that this is already
in the bill, but I could not find it. Should the plans not
have to describe any possible on restrictions on services
furnished through the plan, such as might occur through
pre—-authorization review, concurrent review, post-service
review, or post-payment review?

Ms. James. The phrases that you used at the end are
not specifically in the mark in terms of the specificity of
having to indicate whether or not what kind of pre-

certification review, et cetera. But there i1is a

requirement that any restrictions on getting covered items

and services from the plan be described in the information
provided to the beneficiary.

Senator Grassley. All right.

Ms. James. I was not sure whether you were asking me
if that specific language was in there.

Senator Grassley. All right. Well, no. I think I am
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more along the lines of, you understand what I want to

accomplish.
Ms. James. Yes.
Senator Grassley. You think that your legislation

accomplishes that.

Ms. James. Yes.

Senator Grassley. All right. What about any
financial incentive that might limit treatment or restrict
referrals such as economic profiling of providers,
capitation or other bonuses or set-asides which might be
furnished to the providers who meet spending goals
established by the plans?

Ms. James. That is not in there.

Senator Grassley. It is not in there. All right.

That is a concern of mine, but we will see what we can do

to deal with that.

What is your philosophical view about whether or not an
enrollee has the right to know if a provider faces economic
incentives which might affect their treatment decisions?

Ms. James. Well, I think an enrollee should be able
to ask that question and find out the answer. I think one
of the distinctions we are making here 1is how much
information will be provided routinely in the information
that is sent out. Wwe do not want to be sending out

telephone books, but certainly if an enrollee wants any of
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that information, they should have that information.

Senator Grassley. All right. Maybe the bill does not
provide for that, and we can do it in an efficient manner
so it does not lead us to the necessity to send out a
telephone book. I would like to have you look at that.

Ms. James. All right.

Senator Grassley. In regard to access to specialists,
now I am speaking about people who are specialists in the
sense of the training in that area and not somebody who has
been a resident on an oncology ward, we will say, for three
months and maybe had a little bit to deal with people that
had the problem with cancer, as an example.

Is there any provision in the bill which would require
a health plan to inform a prospective enrollee about the
types of providers, by specialty, who participate in the
plan?

Ms. James. Would each plan be required to list each

" physician that participates? I am sorry. Is that what you

are asking, Senator?

Senator Grassley. Well, I do not want to talk in
terms of a person, a specific doctor, but I do want to talk
in terms of the type of providers by specialty that are
available through the plan.

Ms. James. Senator, I think that we can work together

to work this out in a way that assures beneficiaries the

MOFFITT REPORTING ASSOCIATES
(301) 390-5150



- ST S ]

11
12

13

14.

15
16
17
18
19
20
21
22
23
24

25

206
right to access this information before they make their
decisioni

I am not sure that we want to require that in whatever
is sent out across the Nation because there would be
different expectations in different geographic areas as to
the tybes of services that might be available, but I would
be happy to work to see if we could address your concerns
on that.

Senator Grassley. All right. This might be asking
the same question another way. But is there any provision
in the bill which would require a plan to make available an
appropriately trained specialist for health problems which
require the attention that that patient deserves?

Ms. James. Well, Senator, the plans are required to
provide for all of the services that are currently covered
under Medicare. . So they are responsible to see that the
patients are served.

Senator Grassley. So you are implying, I think, that
that would be availability to specialists.

Ms. James. Yes.

Senator Grassley. On a very narrow issue, now, in my

State I have some people who are members of the Mennonite

Church.
Ms. James. Yes.
Senator Grassley. Could you tell me what changes you
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see regarding the functions or operations of a preferred
provider organization which is an option for Medicare
beneficiaries enrolling in Medicare Choice? Specifically,
could you clarify what, if any, changes would be made to
the existing arrangements in PPOs between patients and
provider?

For instance, would PPOs be allowed to continue to
offer discounts to providers? Discounts are one of‘the
ways that the Mennonite populations have been able to make
arrangements thfough their own insurance organizations,
which might fall into the cafégory, for instance, that you
have in for assoéiations or unions, tolget their plan
approved, to be able to provide discounts to providers, so
they can continue to use their present arrangements for the
delivery of health care to their members.

Ms. James. There is nothing in the plan that should
alter the way that their preferred provider organization
currently works. If they want to be a Medicare Choice plan
they would have to conform to the standards, they would
have to accept full risk, but there is nothing that would
affect their contracting with the PPO to provide those
services. So, we fully expect that some of the options
that will be offered in the plans will utilize preferred
provider organizations.

Senator Grassley. All right. For the same category
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of constituents, it 1is the concern of some of the
Nationally-operated health plans that the geographic
bouﬁdaries which define Medicare Choice market areas would
create Dbarriers or obstruct the <current working
arrangements under which many of Ehem operate. Again, that
would be the Mennonite Mutual Aid, as an example.

Can you, therefore, clarify what the relevance of a
Medicare market area will be to Nationally-operated plaﬁs
as union or association-sponsored plans, or rather can you
elaborate on £he effects of the newly-formed local Medicare
Choice market areas to Nationally-operated plans.

Ms. James. Senator, we have defined payment areas
within the United States which reduce the current payment

from 3,100 counties down to about 300 some metropolitan

statistical areas and rural areas. Those are defined

primarily to determine what the payment amount is that will
be available to beneficiaries that live in that area.

We have also said that that can be considered the
service area. If a plan wants to cover that whole area,
then they do not have to go through an approval from the
Secretary.

However, we recognize that those payment areas do not
necessarily translate into service areas. So the Secretary
can determine what the service areas are for each plan and,

as long as there is no desire on the plan’s part to try to
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exclude certain populations or only serve certain areas, if
the Secretary determines that it is a reasonable service
area for the plan, then that can be accommodated.

Senator Grassley. Yes. Those are all my questions.
But, before I yield the floor I would just say to the
Chairman, thanks to him, because he included a concern that
I had about being locked in to a certain growth in this
program for the out years of the seven vyears, and
presumably well into the future.

And you have provided for a review of the formula and
the goals that we seek to accomplish, whether or not they
have been accomplished, and then what the growth should be
in the future in the various high-cost and low-cost
segments of the country to make sure that we do not get
ourselves down the road 10 years into the same vast
disparity of deviation between the high-cost State and the
low—cost States, or high-cost areas and the low-cost areas.

So, I thank the Chairman for his consideration of that
point of view. I think maybe three years after this very
dramatic change of Medicare it will not hurt to look at
this specific feature of it after a three-year period of
time as well.

Thank you, Mr. Chairman.

The Chairman. Thank you, Senator Grassley.

There will be a vote at 5:00, presumably, on a Mikulski
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‘amendment to restore $425 million of spending for Americor.

Julie, I would like to ask you a couple of questions.
Is it notltrue that we have paid quite careful attention to
adverée selection issues with respect to the medical
savings account, and just what are those features?

Ms. James. We have paid careful attention to the
adverse selection for all of the plan options. We have
several in that. The enrollment is all done through the
Secretary and a plan has to take anyone, et cetera.

We have some additional safeguards on the medical
savings account option in that we require the one-year
notice prior to disenrollment so that'you would be in the
plan for two years, and we feel that the medical savings
account option has a lot to offer to all beneficiaries, not
necessarily just sick beneficiaries; that with the $6,000
out-of-pocket limit on the plan, that that would appeal to
a lot of people; that sick people who need prescription
drugs that are not currently covered under the Medicare
program coﬁld use any additional money they might have in
their account for items like that. So, we feel that we
have addressed those issues.

The Chairman. Ié it not true that CBO assumed that
there would be very little adverse effect on using the MSA
option in Medicare?

Ms. James. Yes. Yes, they did.
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The Chairman. Do you want to proceed now?

Senator Breaux. Would the Chairman yield on that?
The Chairman. Yes.
Senator Breaux. That was one of the things that we

were talking about. What was your answer to the Chairman?
I am sorry. When he asked about, did CBO say there were no
adverse effects of proceeding to a medical savings account?

Ms. James. The Chairman asked me if there were very
little, and I said, yes. CBO.indicated there was a small
effect. |

Senator Breaux. How small?

Ms. James. Well, they didn’t tell me. They Jjust said
it was very small and it was difficult ———- |

Senator Breaux. Do you think it is a big small or a
little small?

Ms. James. I think it is a little small.

Senator Breaux. Little small. But you think that it
is a loss in revenues as opposed to a gain in revenues.

Ms. James. It was a small offset on the savings, yes.

Senator Breaux. Is that to say offset is the same as
a loss. in this case?

Ms. James. Yes, Senator. This was a complex

provision to score. In talking to CBO, they were not

giving me these exact figures on how everything interacted

with each other.

MOFFITT REPORTING ASSOCIATES
(301) 390-5150




@

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

212

Senator Breaux. That 1is one of the things, Mr.
Chairman. _I mean, we can debate medical savings accounts,
but what we are doing is puttihg something into the plan
that we think is going to lose money. We do not know how
it is going to work. If we had one of those two we could
try it. If it is a big savings, let us try it. But here
it is, we know it is a loss. We do not know how much of a
loss and we do not know whether it is going to work.

Ms. James. We do know, Senator. I mean, we have
obviously discussed the whole issue of medical savings
accounts for several years. We do know that, if people
choose to manage their own care and take a high-deductible
plan, that they have less utilization than they would

otherwise.

This is an option that we feel should be made available
to Medicare beneficiaries, and we do not have any evidence
that would say that it would lose money or not. We do not

have any studies, so we just have to go with CBO’s

estimates.
Senator Breaux. But you do have CBO’s.
Ms. James. We do not have a detailed analysis with a

breakdown of what all the interactions are in the Medicare
Choice component of this bill.
Senator Graham. But you will have that. In response

to my earlier qdestion, when you submit how the $47.5
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billion of savings under Medicare Choice was arrived at,

that will include an analysis of the medical savings

account.
Ms. James. Yes, Senator. I will ask them for that.
The Chairman. Would you please proceed now, Julie?
Ms. James. Yes. I am going to turn it over to Susan,

now, who will begin talking aboht the provision that relate
primarily to Part A of the Medicare program.

Senator Moynihan. Before you do, could we hear once
again about that county in Texas with 141 persons?

Ms. James. Loving, Texas.

Senator Grassley. Mr. Chairman, beforé she leaves, on
Medicare Choice, could you tell me on what page in our
working document it is specific that a person can spend
their own money if they want to add to what the voucher is
to get into a Medicare Choice plan?

Ms. James. Well, on page 18, Senator, the next-to-
last paragraph says that, "payment for any premium amount
in excess of the Medicare payment amount that is due to the
Choice plan, the difference in premium is to be paid
directly by the beneficiary in the Choicé plan, and there
is no limit on what that amount can be.

Senator Grassley. Is there anything in our bill that
allows an individual to put their own money, in addition to

the voucher, into the medical savings account?
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Ms. James. No, Senator, because the way that the
medical savings account is constructed, since the interest
does not bdild up tax-free, there is not any incentive for
them to put it in that account. There is no tax incentive
to add their own money to it.

Senator Grassley. All right.

Do you figure, on the first point that I just raised,
that the marketplace will take care of everybody, knowing
that they will be able to add their money, or is that
something that should be put in the literature?

Ms. James. I think that the option will be described
in the.information provided by the Secretary. Yes.

Senator Grassley. All right. Thank you.

Thank you, Mr. Chairman.

The Chairman. Susan?

Ms. Nestor. Thank you.

Senator Moynihan. And we are on page?

Ms. Nestor. I am going to cover pages 22-38,

primarily the hospital, nursing home, home care, and
hospice provisions. There will be a chart distributed to
you on the growth of spending in these programs as I am
doing the walk-through.

Starting on page 22, let me just sayithat Medicare pays
hospitals in four different ways, and I am going to talk

about provisions that relate to each of these areas. The
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first of these areas relates to the annual inflation update
that the Medicare program provides to hospital; the second
relates to payments that Medicare makes for capital costs
of hospitals, that is, land, equipment, buildings; the
third, area of payments that Medicare makes to hospitals
are in a category of speciél payments to certain hospitals
that are teaching hospitals and hospitals that care for a
high portion of the poor. Finally, Médicare makes payments
to outpatient departments.

So starting on page 22, we have several provisions that
relate to the annual information update that Medicare pays
to hospitals. The present law in 1994 and 1994 was that
the annual inflation update is set at market basket minus
2.5 for urban hospitals, and we set an inflation update for
the rural hospitals that would allow their amounts to come
up to be the same as the urban hospitals. We paid a
differential until this year to ufban and rural hospitals.

What we are suggesting in our proposal is, again, to
set the inflation ﬁpdate at market basket minus 2.5. And
let me say that market basket is a factor that measures the
prices that hospitals pay for goods and services. CBO
estimates that the hospital market basket runs just under
four percent, and so we are talking about that market
basket minus 2.5 percent each year for the next seven

years.
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Senator Moynihan. Could I ask, Mr. Chairman, just
because it is just about usage that can be confusing or not
very clear, we are talking about it this morning in terms
of the consumer price index.
Ms. Nestor. Yes, sir.
Senator Moynihan. If you say, take it off, reduce it
by two percent, it does not sound like much. But if you

say two percentage points, it means you are cutting it by

two-thirds.
Ms. Nestor. That is correct.
Senator Moynihan. So, a market basket index minus

2.5 percentage points, which is what you are using right

here -——
Ms. Nestor. Yes, sir.
Senator Moynihan. What is that MBO running at, about?
Ms. Nestor. About four percent.
Senator Moynihan. So that is what I heard. So it

goes from four percent down to 1.5.

Ms. Nestor. Yes, sir.

Senator Moynihan. That is cutting it more than half.

Ms. Nestor. It is cutting the market basket. But, as
I mentioned, we have in historic years always sat the
inflation update at market basket minus an amount almost

every year.

Senator Moynihan. Yes. I am saying, that is not a
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small reduction, it is a pretty big one.
Ms. Nestor. Yes, sir.
Senator Breaux. Can I ask a question at this point?
Ms. Nestor. Sure.
Senator Breaux. How does the CPI relate to the market
basket; is theré no relationship?
Ms. Nestor. Senator, the CPI runs, generally, a

little bit lower than the market basket for hospitals.

when the take a look at the basket of goods and services

and products that hospitals have to buy, generally they

have found that those are a bit more expensive and so the
market basket has tended to run a little higher.

Senator Breaux. So a CPI adjustment would not affect
the market basket for hospitals and health care‘providers,

or does it?

Ms. Nestor. No, sir.
Senator Moynihan. Who computes the MBI?
Ms. Nestor. There is a research group--I am sorry, I

do not have the name with me--that the Secretary uses.
Senator Moynihan. He contracts it out.
Ms. Nestor. Yes, sir.
Senator Breaux. The American Hospital Association.
Ms. Nestor. No, sir. I know it is not that.

Senator Murkowski. Mr. Chairman, if I could follow

up.
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The Chairman. Sure.

Senator Murkowski. Relative to the rural areas where
there is a cost of living allowahce applicable, is there
consideration given to the market basket of CPI relative to
rural areas?

Ms. Nestor. Yes. The way that Medicare pays
hospitals has to do with a standard amount that we pay per
diagnosis, and then we also have another adjustment for
wages in different parts of the country. So, we do try to

take that into account.

Senator Murkowski. Do you have a chart of those areas
available?
Ms. Nestor. I do not have those with me. Those wage

adjustments are made on urban versus rural areas in the

country.

Senator Murkowski. Yes. But a rural area in Iowa is
a little different than a rural area in Nbrthern Alaska.

Ms. Nestor. That is correct. I do not have those
with me, but I can provide those for you.

Senator Murkowski. I wonder if you could provide

those. I would appreciate it.

Ms. Nestor. Certainly.
Senator Murkowski. Thank you, Mr. Chairman.
Ms. Nestor. We also have a group of hospitals called

the Prospective Payment System Exempt Hospitals. We have

MOFFITT REPORTING ASSOCIATES
(301) 390-5150



()

10

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

219l
also recommended that we set the market basket for this
group of hospitals, which are the rehabilitation hospitals,
long-term care hospitals, cancer hospitals, at market
basket minus 2.5 percentage points for 1996 through 2002.

The second area of policy starts on page 24. This
relates to how Medicare pays for the costs of capital. We
have had in current law a requirement that each year the
Secretary make an adjustment so that the payments for
capital to hospitals, on an aggregate basis, will be 90
percent of what their reasonable costs of capital would be,
Medicare’s share of that. That will expire this year if we
do not extend that in current law.

What we are suggesting is extending that and reducing
it another five percent, so we would ask that the Secretary
each year adjust the payments to be 85 percent of
reasonable costs for hospitals.

We also have the same provision for this special group
of hospitals that I have mentioned, the Prospective Payment
System Exémpt Hospitals, the rehabilitation, long-term

care, and others.

Senator Breaux. Excuse me.
Ms. Nestor. Yes, sir.
Senator Breaux. Could you give us the savings on

market basket minus two percent over seven years? Is that,

what, 25?2
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Ms. Nestor. That is $36 billion.
Senator Breaux. $36 billion.
Ms. Nestor. - Yes, sir. And that just relates to the

group of Prospective Payment System hospitals.

Senator Breaux. Yes.

Ms. Nestor. If I can move to hospital outpatient
department payments, the capital payments on page 25. We
also have the same provision for capital for the outpatient
departments that we do overall for hospitals, that is, that
the Secretary will pay 85 percent of their costs through
2002.

The second group of provisions on page 26 are the
special payments to hospitals, starting with payments to
disproportionate share hospitals. Theée are certain
hoséitals in the country, about 2,000 hospitals of the
total 52,000 hospitals in the United States, that receive
a special adjustment from Medicare because they care for a
proportionately higher number of low-income patients. The
Medicare program recognizes that as an additional cost.

We have suggested that we set that payment amount to
equal, over the seven-year period, an average of five
percent of our Medicare prospective payment system
payments. This special payment, as a proportion of our
total payments, has grown from 1988 to two percent of those

payments to six percent of those payments.
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Our provision would say that, on average, over the next
seven years we want those payments to represent about five
percent of prospective payment system payments. That
translates into a phasing down from current law spending of
about five percent a year over the next several years.
The second special payments that we make to hospitals
are to those hospitals that have teaching programs. We
have two special payments from the Medicare program that w

make to teaching hospitals.

The first payment is called direct medical education.
That payment is intended to cover the direct costs or
residents who are having their training experience in a
hospital. Post-medical school students go to hbspitals for
their training. We have suggested in our proposal no
changes to the current payment system for direct medical
education.

The second special payment that the Medicare program
makes to hospitals is called an indirect medical education
payment. This payment is intended to cover the indirect
costs, such as teaching hospitals are believed to have more
complex patients, often because, particularly in large
teaching hospitals that have many residents training, they
are not able to be as productive because residents in
training may need to order more tests as they are going

through the learning experience.
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We have a factor that we add to each discharge and pay
an extra payment. That is set today at 7.7 percent, and
what that méans 'is, for a 100-bed hospital with 10
residents, we pay 7.7 percent more on each Medicare
discharge. We are suggesting phasing down that factor to
4.5 percent by the year 1998.

Senator Breaux. May I ask another question on that?
Do you do anything on indirect medical education to HMOs?

| Ms. Nestor. In the Choice plans, what we have done,

the way the system works today, those costs are included in
the health plan payments. In our new program, we will take
those costs out and we‘will pay those directly to the
hospitals who see Medicare Choice patients, so they will
bill the Medicare program directly and we will pay them
directly for those costs.

Senator Breaux. So HMOs that are not doing teaching

would not be getting a higher reimbursement rate.

Ms. Nestor. That is correct.
Senator Breaux. All right.
Ms. Nestor. On page 28, there are several provisions

relating to the hospital outpatient departments. The first
has to do with, we want to fix the formula. We have a
formula today that Medicare uses to pay hospital outpatient

departments.

This is exactly the same provision that was in the
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administration’s plan last year. We have learned that this
mistake in the formula has been costing the program quite
a bit of money. We would like to get that fixed this year,
so we are proposing that we make the changes in the formula

that will make it work and take out the mistake.

Senator Grassley. Ms. Nestor.
Ms. Nestor. Yes.
Senator Grassley. I do not want you to explain what

the mistake was, we do not need to take the time to do
that.

Ms. Nestor. Right.

Senator Grassley. But is this an example of something
that the bureaucracy did not carry out Congressional
intent, or did Congress make the mistake?

Ms. Nestor; Senator, this was actually in the law
incorrectly.

Senator Grassley. So Congress made the mistake.

Ms. Nestor. I guess so. So we need to fix that.

Senator Grassley. We need to place the blame where
the blame is deserved.

Ms. Nestor. Yes.

The next hospital outpatient department payment
provision is to extend the current law provision. We
currently have a 5.8 percent reduction on hospital

outpatient department, the cost portion of those payments.
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We suggest extending that through 2002. -

The next provision relates to nursing home payments.
This is an area that I would juSt emphasize has been
growing very rapidly, particularly in the 1990s. Medicare
payments to nursing homes have gone up 35 percent a year
since 1990. We wanted to look very hard at our payment
system to see if there might be some ways that the payment
system was causing some of the increase in spending in this
area..

What we have found is that Medicare pays two ways to
nursing homes. We pay per day for the routine costs, that
is, the room and board costs and overhead, and then we pay
on a cost basis for everything else. That is primarily the
therapies, physical therapy, occupational therapy. That
seems to be the area that has been growing very rapidly.

What we are suggesting here is putting some limits on
the non-routine services payments from the Medicare
program. We will set those limits according to what a
nursing home’s actual experience has been and a National
average amount.

The next provision relates to home health care
services. That starts on page 33. Let me just say that
this is another area that we looked very closely at,
because growth has been going up from 1990 to 1991, 44

percent, then 40 percent, then 35, then 22.
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We also found in this area that Medicare pays per visit
based on the cost. What we are suggesting is a new payment
system where we would limit, according to the type of home
care patient, how much Medicare would pay.

We would set that according to the regional average and
home care agencies that can keep their costs down below
that and we would share in the savings with them. It is
moving us to a prospective system similar to the hospital
system payments that we have today.

Senator Pryor.  Mr. Chairman, at that point, may I ask

a question, please?

The Chairman. Please do.
Senator Pryor. Has our vote started?
The Chairman. It looks to me like it has.

Senator Pryor. All right. I will just make this very
brief.

If we are going to allow some of the home health care
agencies to have a larger profit if they do not spend as
much per visit or per patient, if they spend below the
norm, is this not going to be an inducement for them to
spend less and to basically expend less care per patient so
they can have more profit?

Ms. Nestor. Senator, we have looked very closely at
that part of this provision and we are going to limit how

much the home care agencies can actually share in savings
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so we do not get into that problem. We have also put in a

number of quality controls, particularly in the beginning

of this new payhent system. This was one of the things we

were worried about when we started the prospective system
for hospitals.

We are going to monitor very closely patient needs and

what the home care companies are doing to make sure that

‘patients are getting the appropriate services, and we are

going to have to refine this as we go along. But we have
been working very hard on that this year.

Senator Pryor. Are you going to employ the same
monitoring, let us say, dévices or entities that are now
being used, or are you gbing to create a new one?

Ms. Nestor. No. We would use the same devices that
are now currently available.

Senator Pryor. I see. Thank you.

Ms. Nestor. There is one more provision that I would
like to cover. This is payment for hospice services. This
is care for dying patients, on page 38. Medicare also has
an annual inflation update for hospice services. We are
recommending that we set the inflation update here exactly
the same as for other services, at market basket minus 2.5
percentage points for the next seven years.

I am finished.

The Chairman. This may be a good time to have a brief
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recess so we can go and vote and return right back to

continue.

Senator Moynihan. Mr. Chairman, I believe Ms. Nestor
has finished her portion.

Ms. Nestor. Yes, sir; I have.

Senator Moynihan. I would like to express my, and I
am sure all of our, appreciation, for your clarity.

Ms. Nestor. Thank you.

Senator Moynihan. CBO gives you all the answers, and
they hardly give Julie any.

[Laughter]

Senator Breaux. I have one quick question. Did we do

skilled nursing facilities?

Ms. Nestor. Yes, sir; we did.

Senator Breaux. How much did you get out of that?

Ms. Nestor. Skilled nursing facilities, $10.4
billion.

Senator Pryor. Mr. Chairman, what are our plans for

the balance of the evening? I know we are not even halfway
through the walk through. Are we going to continue the
walk—-through this evening?

The Chairman. Yes. It is my plan to return
immediately and continue until we finish.

Senator Pryor. We are going to jog through it, as

Senator Breaux says. Thank you.
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The Chairman. The committee will be in recess for 10

minutes.

(Whereupon, at 5:21 p.m., the méetingAwas recessed.)
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The Chairman. The Committee will come to order.

Julie, who is next?

Ms. James. We are going to move on to physicians,
and Alec will discuss this.

The Chairman. Alec?

Mr. Vachon. Thank you, Mr. Chairman.

I will first discuss the changes to physician

payments. 1In the area of physician payments, the

Chairman’s Mark makes two changes: First, the Chairman’s

Mark restores the integrity of the Medicare fee schedule
by combining three different payment rates currently
under Medicare, or conversion factors, into a single
conversion factor for 1996.

Because there are three different payment rates,
some physician services of the same relative value, and
which should be paid at the same amount of money, are
not. This change to a single conversion factor is
recommended by the Physician Payment Review Commission
and by most medical associations, as well as by the
Congressional Budget Office.

Second, the Chairman’s Mark corrects technical
problems with the update formula, the formula which is
used tb increase or decrease the fees Medicare pays to
physicians. The formula is used both to account for
inflation and to offset or increase, depending on how
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well an expenditure target is met.

Over the past 2 years, however, the update formula
has given very large fee increases. For example,
surgical services in 1994-1995 combined have received a
22.2 percent fee increase. In the future, however, CBO
actually predicts negative updates. It is a highly
volatile system. The proposed formula revision in the
Chairman’s Mark would lend less volatility to the current
system. It would also be based on a sustainable growth
rate of real GDP per capita, plus 2 percentage points.

Mr. Chairman, I will now move on to changes in
payment for clinical laboratories. 5

The Chairman. Could I ask a question. We were
talking about GDP being 4 points. Is that correct?

Ms. James. The nominal per-capita GDP is 4.3
percent.

The Chairman. So would that apply here?

Mr. Vachon. Yes. This is smaller, sir. I think
it is about 2.2 percent réal GDP.

The Chairman. Two percent.

Mr. Vachon. Yes.

The Chairman. All right.

Mr. Vachon. Mr. Chairman. Next, in the area of
clinical laboratory fees, the Chairman’s Mark would
continue a phased in reduction in lab fees begun with the
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1993 reconciliation bill, and take those phased in
reductions one step further in 1997.

The Chairman’s Mark also provides for no inflation
updates for laboratory fees from 1996 through 2002.

Mr. Chairman, next is durable medical equipment.
Durable medical equipment includes those items for use in
the home, such as wheelchairs and hospital-type beds.
Also included in the savings analysis are savings from
orthotics and prosthetics.

The Chairman’s Mark would eliminate inflation
updates for most DME items for the next 7 years. The
Chairman’s Mark would also cut prices of one category of
durable medical equipment, where there seems to be an
excessive payment rate.

In the area of ambulances, and ambulatory surgical

- services, the Chairman’s Mark provides for no inflation

updates for the period 1996 to 2002.

Mr. Chairman, next I will turn to the area of
increased beneficiary cost sharing. 1In the area of
increased beneficiary cost sharing, the intent was to
spread any additional beneficiary cost sharing over all
beneficiaries, rather than, say, adding or increasing
copayments that affect those individuals most using
medical services.

The first increased beneficiary contribution is in
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the area of the Part B annual deductible, which is
currently $100. The annual Part B deductible would be
increased to $150 in 1996, and then increased annually by
$10.

I would note, Mr. Chairman, that in the 1990
reconciliation bill the Finance Committee and the full
Senate approved anAincrease of the deductible to $150.
The Senate, however, receded in conference.

In the area of the Part B premium, the monthly Part
B premium ----

The Chairman. What year was that you said?

Mr. Vachon. Nineteen ninety, sir.

The Chairman. Thank you. '

Mr. Vachon. In the area of the Part B monthly
prémium, the premium paid by all those enrolled in Part B
of the Medicare program, this year the Part B premium
covers 31.5 percent of Part B spending. The Chairman’s
Mark would set this policy in statute for the next 7
years, and put into statute those premiums expected to
cover 31.5 percent of Part B spending.

One other provision, Mr. Chairman, is in the area of
the Medicare secondary payor. The Chairman’s Mark makes
three changes to Medicare secondary payor policy. First,
the Chairman’s Mark extends permanent law that Medicare
is a secondary payor for disabled beneficiaries. We have
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1 employer-provided health insurance.
2 The Chairman’s Mark makes permanent law and extends
3 to 30 months the period of time employer health insurance
4 is the primary payor for end-stage renal disease
5 beneficiaries. | |
6 And, last, the Chairman’s Mark makes permanent a
7 data match program that allows the Medicare program to
8 identify when it should be the primary or secondary payor
9 for disabled, aged and ESRD beneficiaries.
10 Thank you, Mr. Chairman
11 The Chairman. Thank you, Alec.
12 Ms. James. Mr. Chairman, on page 43 ----
(::) 13 The Chairman. Yes.
14 Ms. James. ---- we have a provision which would
15 reduce the taxpayer subsidy for the Medicare Part B
16 premium. The beneficiary currently pays 31.5 percent of
17 Medicare Part B costs, and the additional 68.5 percent is
18 a subsidy from general fund revenues. This provision
19 would reduce, and gradually phase out that subsidy for
20 high-income individuals.
21 The thresholds are $75,000 of income for an
22 individual and $100,000 for couples. Those are the
23 thresholds at which the increased premium begins. At an
24 income level of $100,000 for singles and $150,000 for
25 couples, the beneficiaries would pay 100 percent of the
{ ) MOFFITT REPORTING ASSOCIATES
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Part B premium.

This would be administered just as the current
premium is administered, by having the Social Security
Administration reduce the Social Security checks by the
amount of the premium. |

Ms. Nestor. On page 46, we have a number of
provisions relating to rural health services, Senator.

The Chairman. All fight.

But we do not have Senator Grassiey here.

Ms. Nestor. I know. Senator Grassley and Senator
Pressler.

We are extending the Medicare-dependent hospital
program. These are special payments from Medicare for
hoépitals with 100 or less beds and 60 percent of their
patients are Medicare patients. So these are small rural
hospitals that have a large number of Medicare patients.
And we are going to extend the special payments for these
hospitals.

Second, we are going to create a new limited
hospital program throughout the country. This will allow
sméll hospitals to transform, and not have to meet all
the Medicare requirements, such as having a 24-hour-a-day
emergency room in order to receive Medicare payment.

This will allow rural areas to have more flexibility by
taking small hospitals of 6 to 12 beds, and transform
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them to better meet community needs.

We will also grandfather in a special program in
Montana that has been doing just, called the medical
assistance program, which allows small hospitals to
continue to receive Medicare payments. |

The next program is a new program called the Rural
Emergency Access Hospital Program. Again, these are
Medicare payments to hospitals that are going to downsize
and essentially become small emergency rooms in rural
areas, where they will hold patients for 24 hours and
transfer them out to other areas.

We have two provisions that help expand primary care
in rural areas. We are going to have bonus payments
increase from 10 to 20 percent for primary éare
physicians in health manpower shortage areas. And we
will now pay physician assistants and nurse practitioners
85 percent of the physician fee schedule in outpatient
settings.

Finally, we will have a new program for
telemedicine, which will allow us to explore ways that
rural physicians can use the telephone lines and
computers to serve patients and work with physicians in
other geographic areas.

The next area is a series of anti-fraud and abuse
provisions. We have several things we are doing in this
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coordinated anti-fraud program. This will be jointly
established, and will also involve the Secretary of
Health and Human Services through the Office of the
Inspector General and the Attorney General. They will
jointly coordinate Federal, State and local law
enforcement activities, to combat fraud and abuse in the
Medicare and Medicaid programs.

Our provisions also include the establishment of a
mandatory account. The way the program will work is that
civil monetary penalties and other fines will flow into
the hospital insurance trust fund. The hospital
insurance trust fund will then fund an amount of money
each year that will then be used for all purposes
relating to our coordinated anti-fraud and abuse program.

We have a number of new guidelinés. These are to
help providers understand the law, what is permitted and
not permitted relating to anti-fraud and abuse. These
are a number of expanded and clarified safe harbors,
interpretive rulings and special fraud alerts, which are
some communication devices with the providers to
understand the law.

We are also revising some of the current sanctions
for Medicare and Medicaid fraud and abuse, and
establishing some intermediate sanctions to give
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providers an opportunity to put together a plan of action
before penalties apply.

We are also establishing a new data collection
program to share information in a data base, so that we
can become aware of some of the outrageous fraudulent
activities across the country.

We are increasing civil monetary penalties in a
number of areas, and have created a new section in the
Criminal Code for health care fraud and abuse.

We also are giving the State health care fraud units
a little expanded authority. When they are in the
process of looking and fraud and abuse in Medicaid, and
find it in our other Federal programs, we are allowing
them to help in those areas.

We have also added to the Chairman’s Mark two
exceptions to the current anti-kickback statute. In the
areas of managed care and discounting, this would clarify
and allow certain exceptions to the anti-kickback law.

The Chairman. All right.

Senator Grassley. We are on fraud, Mr. Chairman?

The Chairman. Yes.

Senator Grassley. I think I have read the document
to my satisfaction that there is nothing in this that
changes the False Claims Act of 1986. That is a bill
which I sponsored, which lawyers call quitam legislation.
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Ms. Nestor. Yes, sir. We do nothing to change
that.

Senator Grassley. Yes. I do want to point out to
everybody in the room, so it is you, Mr. Chairman, that
the House provision on anti-fraud strikes out, as far as
fraudulent use of taxpayers’ money in health care
programs. It does not strike it out in Government
generally. But, in the health care programs, for any
organization that has a volunteer whistle-blower
provision within their organizations, if the whistle-
blower tells the management of the organization that
there has been certain fraudulent use of taxpayers’
money, then that triggers a situation where quitam
legislation could not be used.

We have had at least one suit of $110 million of
taxpayers’ money that was recovered in the health care
area because of the quitam provisions.

If the House provision will prevail, every
organization related to health care is going to put in
some sort of volunteer whistle-blowing provision, which
then will preempt the quitam legislation.

I hope that people on this side of the Hill will
study the value of quitam legislation. This legislation
has brought $1 billion into the Federal Treasury, albeit
most of it from defense-related industry, and the defense
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use of taxpayers’ money. But there is plenty of
opportunity for the fraudulent use of taxpayers’ money.
And we cannot expect every U.S. attorney to know where
the skeletons are buried, and in which closets.

Access and encouragement of whistle-blowing is going
to expose a massive waste of taxpayers’ dollars. It is a
provision of the law that I think is proven. The $1
billion ought to prove that it has done some good that
otherwise would not have been recaptured. And I hope
that the Chairman will study this provision of law very
well. If it gets through the House of Representatives,
we will not agree to it in conference.

The Chairman. I know this has been an area of
special interest to the Senator from Iowa, and he has
done tremendous work in helping expose fraud and waste,
particularly in the Department of Defense. So I will
show him that, as we have worked together in the past in
many of these areas, I will work with him on that in the
future.

Senator Grassley. But in the area of detection of
health fraud, I could not hold a candle to the good work
you have done, even a long time before I ever came to the
Senate in this area. And I have worked very closely with
you, when you were Chairman of the Governmental Affairs
Committee, on legislation of this type. So I know that
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you too have a concern and a track‘record in that area.

I was thinking that you may not have known of this
provision in the House bill, and I wanted to acquaint you
and everybody with it. Hopefully, we will keep the
present law, and not give an exemption to health care
organizations from the quitam legislation, and that we
will encourage whistle-blowing in any industry where
taxpayers’ money is used. There are not enough U.S.
attorneys here to prosecute all this, and we need the
economic incentive of every citizen who knows about it.

If the Justice Department will not cooperate with a
whistle-blower to let the citizen move forward in court
to see that the issue is resolved, the taxpayers’ money
recouped, and we get a sound use of taxpayers’ money.

The Chairman. Well, as I indicated, I am very
sympathetic to the goals and objectives of what you are
discussing, and I will work with you as this legislation
progresses.

Ms. James. Mr..Chairman, if we can move to page
52, we have the budget expenditure limit tool. This is a
mechanism to assure that actual Medicare spending does
not exceed what we are projecting in this proposal. I
want to emphasize that this provision did not contribute
at all to the savings that were scored by CBO. There is
nothing in the $270 that is attributable to this
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mechanism.

I would also like to point out that the figures in
the table on page 53 that indicate what the targets will
be, these will change until we get our final numbers on
the proposal. Then we will put in the final numbers.

The mechanism would work very similar to the Gramm-
Rudman-Hollings sequester mechanism. Basically, the
actual Medicare spending would be compared to the targets
and, if Medicare spending was exceeding what had been
projected, it would‘trigger a sequester, and there would
be a reduction in Medicare provider payments, in order to
make up for that overspending and get the program back on
track.

So it would be both a prospective and a
retrospective analysis of where the Medicare spending is,
in relation to where it was supposed to be. And there
would be a sufficient reduction in provider savings to
make up for that difference, so that the program would
get back on track, and we would not have a situation
where this entitlement program was growing much faster
than was envisioned.

Senator Moynihan. Could I ask Ms. James, Mr.
Chairman?

Ms. Janmes. Yes.

Senator Moynihan. Ms. James, this is a tentative

MOFFITT REPORTING ASSOCIATES
(301) 390-5150



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

242

table you have here?

Ms. James. Yes.

Senator Moynihan. And when do you think you will
get a table we would ---~-

Ms. James. Well, these figures, Senator, when we
are finished and know exactly. These are all preliminary
numbers. When we have our final numbers on this
legislation -~--

Senator Moynihan. Then these come out.

Ms. James. Then these would become the targets for
the annual spending, yes.

Senator Moynihan. Thank you.

Ms. James. I would also mention that there is a
special provision in here, a special procedural
provision, that would allow Congress to have an expedited
procedure to intervene and make different reductions than
the reductions that would be called for in the mechanism.

The Chairman. All right.

Ms. James. Now, Senator, that concludes the items
that contribute ----

Senator Grassley. I have a question.

The Chairman. Yes, Senator Grassley.

Senator Grassley. We are at that point, right,
when we do not reach our budget figures, there will be a
sequester?

MOFFITT REPORTING ASSOCIATES
(301) 390-5150



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

243

Ms. James. If the spending is exceeding what was
budgeted, yes.

Senator Grassley. Yes, all right.

If the spending overruns, would these spending
reductions called for in this section going to be
uniformly assessed across the country, regardless of
whether providers in particular market areas had not been
overspending? In other words, would providers in the
efficient low-spending areas have the suffer the same
spending reductions that providers in overspending areas
sustain?

Ms. James. The policies would apply nationwide,
uniformly.

Senator Grassley. All right. At this point, Mr.
Chairman, all I would do would be ask for consideration
of a point of view, because I do not think we have had in
any of our discussion in the past. We would have some
high-cost areas like Philadelphia, for instance, that
would spend $625 per person, per month--these are present
day figures--or Wayne, Michigan, with $567 a month. We
would have low-cost areas like Falls River, South Dakota
that would spend $177 per month, or Republic County,
Kansas would spend $230 per month, or Green County, Iowa
would spend $226.

All right. Of course, I need to say that associated
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with the higher figures is sometimes a lot of
overutilization, highest number of doctors, more days
spent in the hospital, more access to specialists, and
things like this. 1In rural America, we might not have
these.

If you have a market situation in the high-cost
areas that encourages the overutilization of health care,
and we go over what is budgeted for the Medicare fee-for-
service system, it seems to me that if there are areas of
the United States that are more responsible for the
overutilization and increased costs than other sections
of the country, we are only gding to encourage those
high~-cost areas to be less conservative, less
responsible, if they do not suffer any more of a penalty
that low-cost parts of the country do.

And when you have this uniform assessment across the
country of a reduction, that is exactly what is going to
happen.

Now I am not prepared to say what we should do about
that, but I think that is a consideration. If we are
going to try to get more responsible use of the delivery
of medical care, and more of that comes in the high-cost
areas than in the low-cost areas, then we should not
encourage that, and we surely should not penalize
conservative parts of the country that are not a part of
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the problen.

I just throw that out for your consideration. You
do not even need to comment now. We will talk about it
later.

The Chairman. All right. Shall we proceed?

Ms. James. Mr. Chairman, that concludes the
provisions in this proposal that went towards arriving at
our $270 billion figure. I actually should have said
this before I discussed the budget expenditure limitation
tool, but we have two more provisions.

These two provisions were includes solely to address
the problem of the solvency of the Medicare trust fund.
The first one on page 54 is conforming the eligibility
age for Medicare.to the eligibility age for Social
Security. We now have a phase-in, beginning in the year
2003, where the eligibility age increases by 2 months,
and then phases up to the year 2027, I believe, where the
eligibility age would be 67.

The Chairman. So it takes 24 years to phase in the
2-year increase.

Ms. James. Yes. And it conforms to the present
law for Social Security.

The second provision is extending the hospital
insurance tax to all State and local government
employees. Some State and local government employees

MOFFITT REPORTING ASSOCIATES
(301) 390-5150



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

246
that were hired before April 1, 1986 do not currently pay
the HI tax. This provision would require all of these
employees to pay it. We know that about 98 percent of
these employees end up getting Medicare coverage, either
through other employment or through their spouses. So
this would equalize that and contribute to the long-term
solvency of the trust fund.

The Chairman. All right.

Ms. James. Mr. Chaifman, that is the end of the
Medicare portion.

Senator Moynihan. I guess we will want to have
estimates on how much wé would raise by extending.

Ms. James. I have that estimate, Senator.

Senator Moynihan. Oh, good. Wow. Here we have an
efficient staff.

Ms. James. I have that one. I believe it is $13.5
billion over the 7-year period.

Senator Moynihan. Well, do you not include that in
your revenue estimates? That is sizeable amount.

Ms. James. No. We do not have any revenue
estimates in this. These are just reduced spending.

Senator Moynihan. Oh, that is included in you
reduction.

Ms. James. No. That money is not included in the
money we are saving, in our instructions for saving $270
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billion.

Senator Moynihan. Oh, I see. This comes under the

heading of revenue.

Ms. James. Exactly.

The Chairman. And that does not count.

Senator Moynihan.  Thirteen and a half billion. We
had that one last year.

The Chairman. Thank you Julie, and Susan and Alec,
very much.

I guess we now turn to you, Roy, on Medicaid.

Mr. Ramthun. Mr. Chairman, the Medicaid proposal
in the Chairman’s Mark begins on page 56.

Mr. Chairman, the Medicaid proposal is unchanged
from the initial release of the Chairman’s Mark. So I
will just hit some of the highlights to reacquaint
Members with the Medicaid proposal.

The Medicaid program would remain a program for low-
income families and individuals in this country.

However, States would be given much greater flexibility
to determine who is eligible, and kinds of benefits that
they provide to those individuals.

States would be required to meet certain minimum
spending obligations for three specific groups of
beneficiaries with low incomes. The three groups are
families with a pregnant woman or a child, elderly
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individuals, and disabled individuals.

The amount that the State would be required to spend
would be on a percentage basis, not a dollar basis. The
percentage would be equal to 85 percent of the State’s
former percentage of épending on each of those groups for
those individuals the States were required to cover, and
for the sérvices they were required to provide to those
individuals.

States would have much greater flexibility in
setting payment rates to providers, as well as
determining provider qualifications. The Boren
amendment, which is a provision of current law which
governs reimbursement for hospitals and nursing homes,
would be repealed, as well as would cost-based
reimbursement requirements, which would also be repealed.

As you may recall, these two provisions are also
included in President Clinton’s June budget proposal for
Medicaid.

States would determine their provider standards, be
they in the fee-for-service sector or for managed care.
States would no longer be required to seek waivers from
the Federal Government to enroll beneficiaries in managed
care programs, or to put elderly and disabled individuals
into home- and community-based care programs as an
alternative to being institutionalized in a nursing home.
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~ We would replace the Federal minimum nursing home
standards that are currently in both the Medicare and
Medicaid laws with a new set of standards in only the
Medicaid law. This would essentially replace the Federal
standards with a set of State standards that are very
similar to the current law requirements.

I would underscore that the Federal nursing home
standards for the Medicare program are not being affected
here. They will still remain in place. It is my
understanding that roughly 61 percent of nursing homes in
this country participate in both Medicare and Medicaid.
In order to do so, they would continue to have to meet
the Medicare standards, if anyone thought the State
standards would be less than the current law standards.

The standards would also apply to the protection of
residents’ rights, which have been written into the law.
States would have to have é certification program to
assure the quality of care that is provided in nursing
homes. When States find deficiencies in nursing homes,
they would be required to sanction ﬁhem, and make the
evaluations of the nursing homes available to the public.

The Federal Medicaid drug rebate program, which has
been in existence since 1990, would remain in effect, but
would be terminated effective October 1, 1998.

The Chairman’s Mark would remove disproportionate
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share hospital funding from the current Medicaid base,
reduce it to a level of $5 billion, which compares to the
present level of $8.5 billion, the Federal share. This
money would be targeted to hospitals that meet specific
criteria of need. The need would be defined as the
proportion of Medicaid and uninsured patients that they
are serving in those areas.

The money would be paid directly from the Secretary
to those hospitals, would not go through the State. The
criteria by which hospitals qualify for these targeted
DSH funds would be similar to the minimum Federal
standards that are in current law today.

Federal funding in the future for the Medicaid
program would be limited on an aggregate basis. Each
State would have an aggregate cap placed on the amount of
Federal funding it coﬁld receive from the Federal
Government. States would have to put up State dollars to
receive Federal matching dollaré, as they do under the
existing program. However, there would be an outer limit

on the amount of Federal funding that each State could

.receive.

I regret to inform you that we still do not have the
formula for the distribution of funding across the States
worked out. We are very close. We should have that
either later this evening or first thing in the morning.
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I would be happy to go into more detail to describe how
the formula would work, how much the States would get,
and explain the rationale behind the proposal when we
have that finished.

Senator Moynihan. That is the counterpart to the
House of Representatives’ proposal?

Mr. Ramthun. Yes.

Senator Moynihan. Six percent, 4 percent, 2
percent.

Mr. Ramthun. States would still be held
accountable for their expenditures of Medicaid funds. We
would have provisions in place to make sure that States
do not use the Federal funds to provide other than health
care services to low-income individuals. We would
require States to continue to report annually to us the
data on their expenditures, and their services provided
to individuals who are low-income in their State.

States would be required to go through a public
process in developing a State plan, which is a public
document describing all the details of the State’s
decisions to determine who they make eligible under the
program, the types of benefits they provide them, and the
types of services that are available to them.

The Secretary would still conduct oversight. We
have worked very closely with the Governors to try to
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reduce some of the antagonistic relationship that
currently exists, and try to make it a situation that is
a little bit more conducive to working out the
differences between the State and Federal Government,
instead of going into dispute all the tiﬁe.

Those are the major highlights of the Medicaid
provisions in the Chairman’s Mark.

Senator Moynihan. Mr. Chairman, it was remarked
this morning that current Medicaid outlays are rising at
10.5 percent, and I take it that the purpose is to reduce
this in half to 5 percent.

Mr. Ramthun. Yes, that is correct.

The Chairman. Any more questions?

Senator Moynihan. We will have questions tomorrow,
but we want to hear the formula.

The Chairman. All right. Does that finish your
section, Roy?

Mr. Ramthun. Yes, Mr. Chairman. That concludes
the discussion of Medicaid.

The Chairman. Brig, are you going to do EITC?

Ms. Gulya. Yes, sir.
Senator Grassley. I have some gquestions on
Medicaid.

The Chairman. All right. Please proceed.
Senator Grassley. I think I have three questions,
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pretty narrowly focused, Roy.

I am looking at how the current Medicaid rule would
affect veterans’ homes. I think about 20 States have
veterans’ homes. Mine is one of those. 1Initially,
veterans residing in veterans’ homes paid all but $90 of
the veteran’s pension to the home to help with the cost
of their care.

A recent court ruling now allows Medicaid~eligible
veterans to keep their entire pension, making Medicaid
pay the entire cost of their care. Other veterans must
still spend down their pensions to $90. This obviously
appears to be an unfair situation. In any case, would
you clarify how this Federal Medicaid requirement would
work in the event that this Medicaid proposal is enacted?

Mr. Ramthun. I am not quite sure how it would work
in this situation. I believe that under the Chairman’s
Mark, the State would have the ability to try to access
those veterans’ pension funds, but I think it would
require a specific change in Federal law which would make
that change mandatory.

The question would be whether we would want to
impose such a requirement on the States, or to allow them
some ability to access those pension funds. It may
require some change in the veterans laws to specifically
allow States to gain access to those pension funds. We
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have been trying to sort this issue out for a couple of
months.

Senator Grassley. And it is too sticky of a
situation to deal with, or too complicated to deal with?
Mr. Ramthun. It is a very complicafed issue.

Senator Grassley. All right.

On another question, does the set aside for the
elderly include 85 percent of the amount of funds that
Stats spent on Medicare premiums for qualified Medicare
beneficiaries? And will the States be asked to spend
that amount on Medicare premiums or any other cost-
sharing?

Mr. Ramthun. You are correct that the current
spending on Medicare premiums, as well as out-of-pocket
expenses, the Medicare cost-sharing for those
individuals, that Medicaid does pick that up, is in the
calculation of the set aside percentage for the elderly
podpulation. There is no specific requirement on States
that they continue to pay those premiums. Frankly, I
believe it is in States’ interest to make sure that they
pay those premiums so thét those individuals are enrolled
on Medicare, and Medicare will pick up the great bulk of
their acute care expenses.

Senator Grassley. All right. Now, once again, on
just a little different point about this 85 percent in
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the three areas--families with pregnant women and
children, elderly individuals, disabled individuals--
where the State has to spend 85 percent of the average
percentage of the State’s Medicaid spending during fiscal
year 1992 and 1994 for mandatory services for members of
those groups who were required to be covered under the
current Medicaid law.

Because the long-term care services for people with
mental retardation and other developmental disabilities
are optional under current law, could you clarify if it
is the intent of this legislation to no longer obligate
the States to continue to spend Medicaid dollars on long-
term care for people with mental retardation or
disabilities?

Mr. Ramthun. I know that the nursing home
expenditures are in the elderly calculation for the set
aside. I will have to double check on whether the
institutions for the mentally retarded are in the
disabled set aside calculation. I do not remember off
the top of my head.

Senator Grassley. If I indicated that I was just
talking about institutions, the answer would be that I am
not. I would be talking about groups homes as well,
smaller community-based facilities. Or were you thinking
about that when you used the word institution?
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Mr. Raﬁthun. I was thinking of the nursing homes
for the mentally retarded, not the community-based.

Senator Grassley. Yes. Well, I would be speaking
of the community-based ones, maybe even more so than the
institutions because, you know, there is such a movement
away from State institutions now to the community-based
facilities. I do not know whether that would still be an
issue, but that is not my main issue.

Mr. Ramthun. Well, remember that we are just
looking at the amount of spending on proportignal basis
that the State was spending in previous years.

Certainly, the nursing home care for the mentally
retarded is the most expensive that the disabled mentalI&
retarded receive today. And that provision is the one
that I am not sure is in the calculation. As I look back
into the document, I believe it is not in the
calculation.

So there would be no specific institutional
services, unless they are considered nursing home
services, that the individual is receiving. The specific
class of institutions specifically for the mentally
retarded,‘as well as the community-based programs, would
not be part of the calculation of the set aside for the
disabled.

Senator Grassley. The 85 percent, then, is just
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based upon the mandatory services, or would it based upon
the mandatory services plus the optionals?

Mr. Ramthun. It is just the mandatory services.
The optional services are not part of the calculation.

Senator Grassley. Thank you.

The Chairman. Brig, do you want to proceed now?

Senator Moynihan. Mr. Chairman, if I could just
say, if we are going to move to the earned income tax
credit, could I ask that Secretary Samuels be available
at the desk for purposes of questioning?

The Chairman. Yes.

Senator Breaux. Could I ask you a question on
Medicaid before we go ahead?

The Chairman. Yes.

Senator Breaux. On the vaccines for children
program under Medicaid, I take itlthat this proposal
terminates it as a program, but how does it address it
under the mandatory requirements that States have some
things that I think are still mandatory under the block
grant? Are vaccines included in that? I think States
are still required to immunize children.

Mr. Ramthun. States are still required to immunize
children under the Chairman’s Mark. There may be
vaccines being provided under the Early Periodic
Screening, Diagnosis and Treatment services, which are a
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mandatory service under current law. There is no
specific current law service which says immunization, so
some of them may be in that category. Some of them could
possibly be covered under a physician service. It
depends upon whether the physician bills separately for
the vaccine itself. Certainly there would be an office
visit involved.

In addition, there is mandatory coverage of rural
health clinic services and Federélly qualified health
center‘services. Those types of services do not
distinguish between the actual service provided. Each
visit that an individual makes to one of those clinics
would be counted as a service. So those are examples of
how vaccines might currently be part of the set aside
calculation. But, other than that, there is no specific
immunization piece in the set aside calculation.

However, there is the requirement on States to immunize
the children.

Senator Breaux. I am concerned, and I would like
to ask another question about the inability of the States
to buy in bulk rates to get better prices for vaccines.
Under this block grant program, if the State wanted to,
could they use a portion of their block grant money to
buy vaccines, say from the Centers for Disease Control,
at a bulk rate because they buy in volume? Would they be
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allowed to do that?

Mr. Ramthun. I believe purchase of vaccines would
be an allowable expense under the Medicaid program. I do
want to emphasize that we are in no way repealing the
Public Healﬁh Service programs, the 317 program, through
which the Centers for Disease Control negotiate contracts
to purchase vaccines for the public health clinics around
the country. There are a dOZen States who exercise an
option under that program, to purchase vaccines for all
the children in their State. We are not affecting that
program at all, so they could have several options here.

Senator Breaux. All right. Thank you.

Thank you, Mr. Chairman.

The Chairman. Thank you, Senator Breaux.

Brig?

Ms. Gulya. Discussion of the earned income tax
credit reform proposal begins on page 77 of the
Chairman’s Mark.

In brief, under present law, the earned income tax
credit was first added to the Internal Revenue Code as a
temporary measure in 1975, to provide cash assistance to
low-income working families with minor children. It was
made permanent in 1978, and has been expanded several
times over the years.

The annual cost of the EITC has increased
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substantially. During its initial 10 years, the annual
cost roughly doubled, rising from $1.3 billion in 1975 to
$2.1 billion in 1985.

During the past 10 years, the cost of the EITC rose
from $2.1 billion in 1985 to almost $20 billion in 1995.
By the year 2002, the EITC is expected to rise to almost
$32 billion.

The EITC is a refundable tax credit, meaning that it
first offsets any income taxes owed by an individual, and
then the remaining EITC is paid by check to that
individual from the Federal Government. '

The amount of the EITC received by a taxpayer
depends on whether they have one, more than one, or no
qualifying children, and is determined by multiplying the
applicable credit rate by the taxpayer’s earned income,
up to a maximum earned income amount.

The EITC is phased out at certain income levels, and
is reduced by a phase-out rate that is multiplied by the
amount of the earned income, or AGI, adjusted gross
income if greater, in excess of the beginning phase-out
income amount.

For those with earned income, or adjusted gross
income if greater, in excess of the ending phase-out
income amount, no credit is allowed. The maximum earned
income amount and the beginning phase-out income amount
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are both indexed for inflation. The ending phase-out
amountKalso rises if there is inflation.

I will now turn to our reform proposals. The first
piece of our reform proposal involves individuals who are
not authorized to be employed in the United States. Only
individuals who are eligible to work in the United States
would be eligible to receive the earned income tax
credit. Taxpayers claiming the EITC would be required to
provide a valid Social Security number for themselves
and, if married, their spouse’s taxpayer identification
number and that for their qualifying children.

Social Security numbers would have to be valid for
employment purposes in the United States, and taxpayers
residing illegally in the United States would no longer
be eligible to receive the EITC.

An additional proposal which we have to get to
compliance issues would allow the Internal Revenue
Service to use simpler procedures to resolve questions
about questionable Social Security numbers. These
procedures would also be allowed to the IRS in cases
where taxpayers claim the EITC, and fail to pay their
self-employment taxes.

The proposal would help insure that only legitimate
EITC claims are processed.

The second part of our proposals would repeal the
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EITC for individuals without qualifying children. The
EITC would no longer be available for individuals without
qualifying children, and this change would help refocus
the EITC program on low-income working families. This
would help return the.program to its original purpose,
which was helping families with low income and children.

The next piece of our proposal would maintain the
credit rate for individuals with two or more qualifying
children at 1995 leveis, which would mean a 36 percent
credit rate.

We would also change the definition of disqualified
income. The wealth test, as it is known, was enacted
just earlier this year, in an effort to ensure that
people who claim the EITC because of low earnings would
no longer be able to do so if they had substantial
financial assets.

Our definition of disqualified income would be
expanded to look at a person’s net capital gain income
and passive income.

The next piece of our proposal would change the way
the EITC is phased out. Rather than specifying a phase-
out rate, the EITC would be phased out over fixed dollar
income ranges. The amount of earned income tax credit
that may claimed by a taxpayer would be reduced by a
certain percentage by each $100 or portion thereof, by
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which the taxpayer’s earned income exceeds the applicable
phase-out amount.

For taxpayers with one qualifying child, this
percentage would be 0.82 percent, meaning that the EITC
would.be phased out over an income range of $12,100. For
taxpayers with more than one qualifying child, the
applicable percentage would be 0.62 percent, meaning that
the EITC wouid be phased out over an income range of
$16,100.

The income amounts at which the EITC phase-out
begins would continue to be indexed for inflation, and
this phase-out income range will also help ré-target the
EITC program to low-income working families.

An additional aspect of our modification of adjusted
gross income used for phasing out the credit would have
two pieces to it. Certain items would be added to AGI
for purposes of determining eligibility for the earned
income tax credit. These items would be tax-exempt
interest, Social Security benefits that are not subject
to income tax, non-taxable distributions from pensions,
annuities and IRA’s, and child support that is received.

The following items would be excluded.

Senator Breaux. Pardon me.

Ms. Gulya. Yes, sir.

Senator Breaux. So you are going to count as
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income these four items that are not now béing counted?

Ms. Gulya. Yes.

Senator Breaux. What is number 2?

Ms. Gulya. Number 2 is Social Security benefits
that are non-taxable.

Senator Breaux. Which ones are they?

Ms. Gulya. Certain payments made under the Social
Security program are not subject to tax.

Senator Breaux. I know. Which ones?

Ms. Gulya. Excuse me a second.

[Pause]

Certain disability benefits are non-taxable.

Senator Breaux. So we are going to start counting
Social Security disability payments as income for people
who are already poor?

Ms. Gulya. The one thing to remember about this
aspect ----

Senator Breaux. I am just trying to find out what
Social Security benefits not subject to income tax for
the first time will be counted as income under this
proposal for people on the EITC.

Ms. Gulya. All right. For pﬁrposes of this
program, in determining eligibility, we will be looking
at Social Security benefits that people receive if they
are disabled or if you have grandparents, for example,
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taking care of children aé well.

Senator Breaux. How about widowed folks? Are
their Social Security payments counted as income now?

The Chairman. I invite Mr. Kies to come forward.

Senator Breaux. Yes. Maybé we can get Mr. Samuels
to comment too. I am just trying to find out what we are
saying is going to be income that is not now counted as
income. |

Mr. Kies. There are a number of portions of Social
Security benefits that are not currently taxable. Only a
portion of the regular Social Security beneficiaries’
benefits are taxable under the various provisions that
have been enacted, and which were changed in 1993. So
that portion of just regular Social Security benefits
would be added to AGI, even though they are not generally
taxable, for purposes of determining whether or not a
taxpayer is subject to this phase-out.

There are certain Social Security disability
payments which are not taxable under current law either.
Those would be added. They would not be made subject to
income tax; they would only be included in the measure of
income to determine whether a taxpayer is subject to the
phase-out.

Senator Breaux. I understand that.

So you are picking up Social Security payments to
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determining whether they can get an EITC. Any other
group that is exempt? How about retirees? So it is
retired and disabled people. How about widowed people?

Mr. Kies. Anyone who is receiving EITC. It could
include a widow who is receiving Social Security
payments.

For example, there are some grandparents who are
taking care of children, so it is their dependent. But,
again, it is only for purposes of determining whether or
not the individual has an amount of income that is
greater than the amount for determining whether or not
they are eligible for the earned income tax credit.

Senator Breaux. What kind of an increase or loss
of benefits would this mean to disabled people?

Mr. Samuels, do you have any comment?

Mr. Samuels. Senator Breaux, I just want to
confirm that it is also our understanding, as Mr. Kies
described, that the types of Social Security payments
would be included in income for purposes of determining
the phase-out of the EITC.

We estimate that the taxpayers who would be affected
by this would have, on average, adjusted gross income of
about $9,500. So that is the group who would be
affected. They are earning about $9,500, and also
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receiving Social Security. So a family Where, say, a
husband is disabled and receiving disability benefits,
and the wife is working, they have two children, their
EITC would be phased out because the disability benefits
would be included in income.

From our perspective, it has the effect of taxing
those Social Security benefits because, in the absence of
this provision, they would otherwise have received the
earned income tax credit.

Senator Breaux. Mr. Chairman, I cannot imagine how
we can make adjustments in the EITC. We will argue the
merits later. But to all of a sudden start taxing the
disability payments for people who are making $9,500 a
year, to count that and knock them out of the program, I
think is very unwise.

What about the child support received? What does
that mean. As I understand it, child support is not now
taxable to a mother in most cases. If the former husband
is paying it, the child support is not taxable as income.
It is not deductible to the father who pays it as an
expense. Are we changing both those things?

Ms. Gulya. No. Again, we were just looking at
child support that is received from divorce settlements
or other official legal separation documents. Again, it
is only for purposes of determining an income level for
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purposes of this program. Many other assistance-type
programs, such as low-income housing, AFDC, look to
levels of income, including ¢hi1d support, in determining
their eligibility requirements. We view the EITC as a
category of a program. And within that category, it is a
legitimate concern to see where the sources of income
are. Child support received form a divorce settlement is
one of those.

Senator Breaux. So it _is going to amount to a
double taxation on the child support.

Mr. Kies. Senator Breaux, can I make just one
clarification about that? I think that Treasury will
confirm that in their measure of expanded gross income,
there was a lot of discussion about the fact that they
included, for example, the rental value of housing.

There are articles written saying that they tax the
rental value of housing. That was never correct. They
do not tax the rental value of housing; they just include
it in the measure of economic incomé. I think the same
principle applies here, that wé are including certain
items for purposes of determining the economic capability
of an individual, to determine whether or not a tfansfer
payment should be made.

Senator Breaux. The concern is that we are only
doing it for poor people in this case.
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Mr. Kies. But they are the only people who qualify
for this credit. That is true.

Senator Breaux. Yes. But you are not proposing to
change the child support laws for somebody who is making
$100,000 a year, are you?

Mr. Kies. No. And we are not proposing to tax
people who get child support payments either. It is not
going to be subject to income tax.

Senator Breaux. It is a tax increase by lowering
the earned income tax credit that they might get.

Mr. Kies. It is only going to be used for
determining eligibility for a transfer payment.

Senator Breaux. If you are not eligible, you do
not get the benefit. Therefore, you pay more.

Mr. Kies. You do not get the transfer payment.

Mr. Samuels. Senator Breaux, just a couple of
points. First, there are a number of phase-outs of
various provisions, based on income at the higher income
levels. We do not include child support for any of
those.

In this particular case, we estimate that the
average recipient of child support has about $3,000 of
child support. The average reduction in their earned
income tax credit is $549, so that is what they will
suffer in terms of their after-tax income.
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So we think that this is a change. And, more
importantly, everybody should realize what we are doing.
More importantly, there is no way for the IRS to check on
who gets child support. There is no reporting to the
IRS. If we want to set up a reporting system, we will
have to have everyone who pays child support report that
to the Internal Revenue Service.

When a person pays child support to a former spouse,
that person does not necessarily know whether that former
spouse is going to be an EITC recipient, whether they
qualify for the EITC. So it is a very serious
administrative problem that we think will increase the
error rates that we are all concerned about.

Senator Breaux. I find it fundamentally wrong. Is
there any other place in the Tax Code--and maybe there
is; if there is, I am wrong--is there any other place in
the Internal Revenue Code of this country that we
consider a retired disabled person’s Social Security
benefits as income qualifying or disqualifying them for
any program that you can think of?

Mr. Kies. I believe Treasury includes that in the
definition of expanded gross income for defining income
class, do they not?

Mr. Samuels. Mr. Kies, I think we are talking
about a completely different concept. We are not talking
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about what the Internal Revenue Code defines as income.
We are talking about a classification for purposes of
distributing the burden and benefits of various tax
provisions. I do not think anyone is suggesting that one
incorporate either the Treasury’s method of distributing
income measurements that are used for a very specific
purpose, or the Joint Committee’s method for decidiné
whether people will get certain tax benefits, or be
subject to additional taxes.

Senator Breaux. I am sorry I have taken so much
tinme.

The Chairman. Just let me point out that child
support is considered in a number of means-tested
programs. In the case of AFDC, all but the first $50 of
child support received per month is included as income
for recipients. Most housing assistance programs use the
same eligibility determination standards in which all
child support received is counted in determining
eligibility. Child support payments are counted as
income for'recipients of food stamps, disregarded from
the income of payors. Child support payments are counted
as.income for recipients of school lunch and breakfast.

So in the question of determining whether or not it
is income, there is great precedent for it.

Now let me make the point, first of all, that 85
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percent of EITC really is a cash payment, income
redistribution. 1Is that correct, Ken?

Mr. Kies. Yes, sir.

Mr. Samuels. Mr. Chairman, could I just mention
one point which I think is very important?

The Chairman. Let he just continue, Mr. Secretary.

I think it is important to understand that what we
are trying to do is get a more accurate picture of what
the income of the individual is because, after all, we
are asking other low- and middle-income taxpayers to pay
taxes for this social program. Make no mistake about it.
So what we are trying to do here is develop a test that
is fair, and that is equitable.

As I say, there is precedent in considering income

as to whether or not one is eligible to include these

factors we have here. Is there any reason not to include

tax-exempt interest as part of the income of an
individual? We have talked about child support. We have
talked about non-taxable portions of Social Security. We
can always try by anecdote to get some unfortunate |
situation but, basically, the purpose of these reforms is
to focus the program on those in need. That is the whole
intent, and it seems to me that is makes great sense to
consider many of these items because we are asking other
middle-class taxpayers to finance the cost of these cash
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payments.

Mr. Kies. Mr. Chairman, I just wanted to make one
point because it was mentioned earlier today, and that is
the composition of the payments. I think it is very
important, when you are talking about this, not to use
the arcane budget scoring rules that are used for
purposes of this reconciliation process, but to really
sit and think about what this program is doing for
wofking American families.

We estimate that almost 80 percent of the payments

will offset payroll taxes and income taxes. So it is a

very significant offset to taxes that are borne by low-
income working Americans. That does not include excise
taxes and other taxes.

So, in our view, this is not a transfer payment
program; this is a program that cuts taxes on working
Americans to get them off of welfare and onto work. And,
when you actually look at the proposal, and see the
effect of it, it really is a body blow to the group of
taxpayers who are now getting the benefit of these tax
cuts that are in the proposal.

We estimate that 17 million working families will,
as a result of this proposal, have an immediate tax
increase of $281, which will grow to $457 in the year
2005. More importantly, the way the proposal is
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structured, the phase-out rate effectively starts to
increase, and it is sort of a creeping tax increase as
you go through the years. By the year 2005, we estimate
that families with children, one out of five, will be
thrown off the program. They will not be entitled to get
a credit.

So this is not a situation where someone is reducing
the growth of the program. This is a situation where the
effect of the proposals is to prbduce very serious damage
to those working Americans to whom the program has been
targeted.

The Chairman. Just let me thank you, Mr. Samuels.

Just let me point out that this is the fastest
growing entitlement on the books. It has grown something
like 1,100 percent in the last 10 years. 1In the last 5
years, the credit has grown something like 14 plus
percent to 36 percent.

This program is not going to be reduced as a result
of these changes. As a matter of fact, it will continue
to grow. What we are trying to do is make certain that
the program is focused on those it was intended to help.
Make no mistake about it, 52 percent of the recipients do
not pay any taxes at all. 'So it is a social welfare
program, and should be recognized as such.

Brig, do you want to go on?
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Ms. Gulya. Yes, sir. The other modification to
AGI that we have is that we exclude certain items. These
items are net losses from rents and royalties, net
capital losses, net losses from sole proprietorships,
partnerships, S corporations, real estate mortgage
conduits, trusts and estates, and also net operating
losses. |

By broadening the definition of AGI used in phasing
out the EITC, this will prevent persons with substantial
income from sources other than their earnings from
claiming the credit.

The final compliance piece of our proposal would
double civil penalties applicable to income tax return
preparers filing returns claiming the EITC. This
provision would help address concerns raised with respect
to the high incidence of fraud in tax returns claiming
the EITC. Again, this doubling on income tax return
preparers, not anyone who is claiming the credit.

Senator Moseley-Braun. Mr. Chairman?

The Chairman. Yes. The Senator from Illinois.

Senator Moseley-Braun. Thank you.

Mr. Chairman, I did not react quickly enough, I am
afraid, because I really hadlwanted to try to get some
sense of the rationale with regard to the change in the
definition of disqualified income, trying to get some
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rationale for why it was that child support was taken
out. Including child support as part of the AGI
definition for phasing this out seems to me to create a
double whammy on families with children, particularly
where there is a single parent--a woman in most
instances--trying to take care of a child.

Certainly, given all the other information that this
Committee has had regarding the situation of children in
this country, the fact that so many children are in
poverty, and that one of the leading causes for that is
inadequacy of child support, to add child support as one
of the items counted in determining the phase-out of the
EITC seems to me to just exacerbate the situation that

working mothers find themselves in. It will effectively

mean a tax increase on them, but one that is specifically

targeted to the fact that they are receiving some help
with their children’s support.

I want to understand what possible rationale there
could be. The Chairman mentioned fairness, and I just
cannot see any fairnesé in including child support as
part of the AGI definition used for phasing out the
earned income tax credit.

I would like to ask the staff, what was their
thinking in including child support, and whether or not
this would impact in a negative way on children?
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support was looking at other eligibility items that are
included in other entitlement programs, such as AFDC,
low-income housing assistance. Those programs all look
at sources of income in determining their eligibility
requirements, including child support.

It is our belief that the earned income tax credit,
as an entitlement program, must look to the same kinds of
requirements that those programs do in determining their
eligibility. So that is why we included it--to bring it
in line with the other entitlement programs and what they
look to in determining how people qualify to receive
assistance.

The Chairman. Maybe I read these before you came
in but, under AFDC, all but the first $50 in child
support received per month is included as income for
recipients. Most housing assistance programs use the
same eligibility determination standards, in which all
child support received is counted in determining
eligibility. Child support payments are counted as
income for eligibility for food stamps. Child support
payments are counted for school lunch and breakfast
prograns.

So, for the same reasons that it was included in
those programs as a means of determining eligibility, it
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was also included in this program.

Senator Moseley-Braun. But it would seem to me,
given the way the EITC is calculated, counting child
support as income would just make it more difficult to
administer.

The fact is that the child support payments will
allow for a slippery slope in terms of the administration
of the program, which would probably result in more
families with children than not being excluded from
participation. Aand there is no indication that the IRS
has the ability to track child support payments of
custodial parents in a way that would allow it to
administer EITC rationally, given this new role.

Mr. Samuels, would you comment on that?

The Chairman. Let me just make the comment that 85
percent of the payments are cash payments. This is a
social program, it is an entitlement, it is an income
redistribution.

So there is no reason not to consider child support
in this program, when it is considered in many of the
other programs. It is a question of trying to get the
program focused on those most in need. And the theory is
that this is an income that ought to be considered. Now
different people will disagree.

Senator Moseley-Braun. But Mr. Chairman, this is
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very different from the other programs you mentioned.
There is no bureaucracy involved here. There are no
administrative costs associated with the EITC.

The Chairman. But there has been 30 to 40 percent
waste, fraud and abuse down througﬁ the years.

Senator Moseley-Braun. And you recall, sir, in the
hearings we had on this, on the EITC, the iRS admitted
that much of that number was a function of their own
error, not individuals trying to game the system of
anything, it was just a mistake because of the
complications of computation.

The Chairman. We had hearings in Government
Affairs which showed that a large amount of this fraud
was gaming, sometimes on the part of a professional tax
preparer who submitted forms for those who were not
entitled to it.

There were serious questions of individuals
overstating. One of the ironic facts of this particular
program is that the IRS ordinarily has to guard against
people understanding their income, whereas in this case
the problem is overstating, particularly in the case of
self-insured. So GAO has come up with studies showing
that there have been very significant problems with fraud
and abuse. But, again, what we are trying to do through
these reforms is to focus the program on those that
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should be qualified and eligible for it.

The program is not being cut back.

Senator Moseley-Braun. And certainly, sir, no one
would object to focus and being fair with this, or
stamping out waste, fraud and abuse. My concern, and the
concern that I hope the Committee will take at good look
at, is the impact on children and on working women who
are supporting their children in many instances by
themselves, with inadequate child support. |

We already know, and we have had hearings here,
about how difficult it is for working divorced mothers to
collect child support as it is. Now we are going to say,
if you are lucky enough to get it, it is going to be
counted against you for purposes of the earned income tax
credit.

And I would point out again that 80 percent of the
EITC refunds to which you refer refunds payroll and
income taxes paid in by the recipient. This is not
welfare in the classic sense of just a check coming in.
This is a refund on taxes that working people have paid.

Again, with regard to this particular part about
child support, counting child support, it just seems to
me that puts a triple whammy on working women who are
trying to support their children. If they are lucky
enough to get child support, this proposal means they
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will be punished by the Government for working and
collecting some portion of child support from the other
parent, the non-custodial parent.

Mr. Samuels, I had a question pending for you, if
you could respond.

Mr. Samuels. Senator, we view this very
differently than the entitlement programs that have been
mentioned. This is a program for people who are working;
it is not for people who are not working. This is to
encourage people to work, to get offlwelfare and onto
work. And I must say that, looking at the overall thrust
of this proposal, it is going to have a negative effect
on people who are trying to get off of welfare and onto
work.

We are very concerned about the issue of errors.
There is a lot of discussion we have had. We testified
before the Chairman earlier this year on this issue.

A couple of points. One, a lot of the statistics
and comments are based on old information. We have taken
very aggressive steps £o try to deal with the error rate.
I think when you discuss it, you should discuss it in
terms of what the situation is now, not what it was
before numerous steps have been taken.

There is a part of this package that we support, and
those are the provisions that deal with compliance, which
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were in the President’s budget proposal. Those are in
the package. Over the 7-year period, they constitute
about 7 percent of the total. So 93»percent is not
dealing with compliance, it is dealing with this child
support, it is dealing with taking workers who are not
living with qualifying children and denying them the
credit that is an offset to their payroll tax liability.
It is changing the ﬁhase-out rate, which is done in a
way, as I said earlier, is a creeping tax increase. When
you actually look to see what happens, it is a creeping
tax increase on people who are working, earning
approximately $11,600 and more.

So it is not just refiguring the program at the top
end; it hits a very large number. As I said earlier,
about 17 million taxpayer will be hit by these changes.
So these are very significant changes to the only program
we have that rewards work. Given all the debate on
welfare, it seems to us that this is not the time to cut
back in these various ways on people who are actually out
there doing their best, playing by the rules and working.

Senator Moseley-Braun. Mr. Samuels, how much of
the money goes to the question of compliance? How much
in the Chairman’s Mark goes to the compliance mechanism,
and how much of the cuts will actually go to cutting the
actual operation of the earned income tax credit on
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working people? I think it is important to separate out
how much goes for which.

Mr. Samuels. Our estimate is that about 7 percent
over the 7-year period goes to compliance, and the
balance goes to reducing the program and raising taxes on
people who are playing by the rules.

Senator Moseley-Braun. So 93 percent are actual
reductions in the earned income tax credit for working
people, working poor.

Specifically with regard to child support payments
being counted now, what impact is that likely to have in:
terms of reducing or increasing the taxes paid by working
mothers?

Mr. Samuels. We estimate that the average child
support payment that would be subject to this provision
is about $3,000, and would result in an average tax
increase in 1996 of about $550.

Senator Moseley-Braun. So the average working
mother would pay a tax hike of $550 as a result of this
proposal?

Mr. Sanmuels. Right.

Senator Moseley-Braun. Mr. Chairman, I know what
you said you are trying to do in terms of focus and
fairness, I frankly cannot imagine but that the proposal
as presently written will do that. In fact, I think it
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will have the untoward effect of being a tax hike on
working women who have children and are trying to support
those children.

We have had testimony in other parts of the
Commitﬁee, on other occasions, about the situation of
children in these United States. Twenty-three percent of
our children fall below the poverty line. That gives us
the highest level of children in poverty in all the
industrialized world.

This proposal, specifically as it touches on child
support, will just exacerbate that dismal and
embarrassing record. I would encourage the Chairman to
take a good hard look at whether or not we can ameliorate
the impact on working women.

The Chairman. Mr. Kies, would you care to comment?

Mr. Kies. Senator Roth, I would just point out
that I believe that the intention of this part of the
proposal, along with most of the other elements, is to
measure the amount of economic resources that an
individual has.

Just by way of example, when I was in private
practice, I represented a person in a divorce settlement
where they received $5,000 a month of child support.

That would be $60,000 a year. That individual had earned
income of around $15,000 a year. I do not think that
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most people would believe that someone with $75,000 of
resources needed the earned income tax credit.

Now the question is, what is the right point at
which to measure economic need? I think the point you
have made, which is that child support payments are
included for purposes of other forms of transfer
payments, really is tﬁe key point here.

That is, should this be part of the measure of
determining whether there is economic need which
justifies granting the credit?

Senator Moseley—Braun.. Mr. Kies, that is really
misleading. Frankly, it is up to that person, the
hypothetical you just gave, and I hope we are not
legislating based on hypotheticals here. That
hypothetical depends upon her getting that child support
to begin with. And there is not a divorced woman out
here that does not tell you that she holds her breath
month to month, to make certain that the checks actually
get there in time to support the kids.

So the fact is that child support is very different.
It is not a regular payment like getting a check you can
count on every month, for most women. Now there are the
exceptions, people who have a lot of money, for whom this
is just a regular matter. And you are correct. As to
those high-income taxpayers, no one is looking to extend
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the EITC to thenm.

But the average working woman can only count on
child support when she has got it. And to penalize her
now by counting that, so that the refund on taxes she has
paid at her job get reduced, is the issue that I am
trying to raise for purposes of this discussion.

Mr. Kies. And I think you are quite correct. It
should only be counted if the individual receives it.
Indeed, that is the way the proposal works. It is only
counted for a particular year'if it is paid during that
particular year.

Senator Moseley-Braun. IRS does not have a
mechanism for doing this, Mr. Kies. That is the
testimony we had.

The Chairman. Well, the hour is growing late. Are
there any more questions for Brig?

Senator Graham. Mr. Chairman, I have a question on
this point. I apologize for being detained on the floor
after that last vote. I have a few questions that roll
back into some of the previous parts of the walk-through,
if I could go over those.

The Chairman. Please proceed.

Senator Graham. On the EITC, on page 82 and 83,
the various listings of items to be included and
excluded, is there a dollar number associated with how
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much each of those will produce? And is there some sense

of what the administrative cost of monitoring those will
be? I share Senator Braun’s concern about the difficult

of keeping up with, for instance, the child support

. payments.

Ms. Gulya. I can‘provide you with a number for
both the block of items in A and items in B. In A, it
would have an outlay reduction effect of approximately
$10.6 billion.

Senator Graham. And how is that allocated among
the four sub-itens?

Ms. Gulya. That I do not have at this time.

Senator Graham. Could you provide that tomorrow?

Senator Breaux. The total of A is 10.2?

Ms. Gulya. Ten point 6.

Senator Breaux. Ten point 6 billion?

Ms. Gulya. Roughly. The thing to remember about
the numbers I am giving you is that there is an
interaction, so that you cannot just pull them out
piecemeal. The estimation has been done looking at the
different pieces of the proposal in conjunction with the
other pieces.

Senator Graham. Could you give us your best
estimate of what the individual four components
contributed towards that 10.6, with whatever caveats you
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think are appropriate?
Mr. Kies. I think the best we could do, Senator

Graham, because of the phenomenon of stacking, is to

‘identify, for example, the relative magnitudes of each of

those, how much each of those categories of income have
been taken into account for purposes of determining these
effects.

So one piece of it may represent one-tenth of the
total, one may represent one-half. So it would at least
give you an idea of the relative magnitude. But it is
purely a function of which order you stack them in as to
how much revenue or outlay effect is attributable to
each. So it can be very arbitrary, depending on the
order. But I think it would give you a pretty good idea
of the relative magnitude if we told you the amount of
each of those classes of income that we have assumed in
connection with these estimates. We can get you that,
and I think that would help answer the question.

Senator Graham. All right. When I get the

numbers, there may be some more questions as to the

methodology.

Mr. Kies. Sure.

Senator Graham. All right.

Then as to B, the excluded items?

Ms. Gulya. That would be $1.4 billion over 7

MOFFITT REPORTING ASSOCIATES
(301) 390-5150



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

289

years.
Senator Moseley-Braun. Is that for all four?
Ms. Gulya. Yes, Senator.
Senator Moseley-Braun. One point four billion over

7 years? And that is for all four categories--rents and
royalty losses, capital losses, proprietorships, and so
forth?

Ms. Gulya. Yes.

Senator Graham. I wonder if Mr. Samuels has any
comments about the first of the interaction that leads to
the $10.6 billion figure associated with paragraph A at
the bottom of page 82, the $1.4 billion associated with B
at the top of page 83, and then an estimate of what the
administrative cost might be in terms of overseeing those
particular items in the Tax Code?

I wonder if you have any comments as to whether
these changes are moving us towards or further away from
a flat tax and simplification? I would like you to
comment on that.

Mr. Samuels. I think that the biggest item is
adding untaxed Social Security benefits and untaxed
retirement benefits. One point I would like to mention
on the untaxed retirement benefits, these are amounts
that have previously been taxed that are now being
counted as income for purposes of this calculation. That
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is the biggest one. Our 7-year number on that is about
$5.6 billion.

With respect to the administrative costs, as I
mentioned with respect to child support, there is no
system in place to report child.support so the IRS can
check whether someone has received the child support.

We are trying to reduce errors, and make this
program as simple as possible. That is the point. We
have got low-income working Americans, and they should
have a simple system. Adding these new items is
obviously going to make the form much more complicated.
It is QOing to be more complicated for the IRS to check.
So it is moving in the opposite direction from
simplification, which I think we are all much more aware
of these days. In our view, it ought to be given greater
weight in analyzing any of these proposals.

As I said before, I think that the overall thrust of
this Mark is going to discourage people from work. It is
going to affect 17 million EITC recipients. And the wéy
it has been structured, over time we are going to be
taking families who are now receiving the income tax
credit, and they are just going to be dropped out of this
credit.

We have estimated, because of the way this thing is
structured, by the year 2005, 21 percent of families with
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children will no longer be eligible for the credit. That
is one in five of the people who would otherwise be
getting the credit. These are families with children.
One in five would no longer be eligible. And that is a
dramatic change in the program. And it obviously results
in a significant tax increase on those families who
otherwise would have been entitled to the credit.

So, when you look at the whole package, it is a
major change. It is a reduction in the program of over
20 percent.

The Chairman. If I could just interrupt, we have a
copy of your press release. I think everybody has had
the opportunity to discuss their point of view on this
admittedly most important matter.

But the hour is late. We have been in since early
this morning, and I know that staff has had no time to
even eat, so I am anxious to bring it to an end tonight,
so that we can begin tomorrow with the mark-up.

Senator Graham. Well, can I turn to my other
questions then? I guess that is as far as we are going
to get on the EITC.

I am starting on page 38, which is the hqspice
service payments. As I understand this, the proposal is
to cut the MBI, the hospital market basket index for
hospice, 2 percentage points each year between 1996 and
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2002. That seems to be a more stringent reduction than
is being recommended for some of the other areas. I
wonder why you are proposing that.

Ms. Nestor. Senator, let me just say that in the
modifications, that is actually market basket minus 2.5
perceﬁtage points.

Senator Graham. So you have increased it?

‘Ms. Nestor. Yes, sir. And let me just say that
hospice service payments ----

Senator Breaux. Let us get that straight. On page
38, under number 2 for FY 1997 should be 2.5?

Ms. Nestor. Yes. It is market basket minus 2.5
percentage points.

Senator Breaux. For FY 19977 For every year?

Ms. Nestor. For each year between 1997 and 2002.

Senator, let me say that the hospice program is the
fastest growing program in the Medicare program. In
recent years, it has grown as much as 40 percent a year.
This market basket inflation increase that we are setting
for hospice is the same increase that we are giving to
the hospitals and to the other areas, the nursing homes
and home care. So we are setting the same inflation
update. However, I just want to point out that this
program has been growing much more rapidly than the rest
of the Medicare program.
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Senator Graham. Well, have you evaluated what the
relative cost factors are of having a person expire,
since the only persons who are eligible for this program
are those who are within 6 months of death, expire under
a hospice service setting, as opposed to‘in alternative
settings, particularly either in nursing homes or
hospitals?

Ms. Nestor. Senator, we think this is a very
valuable program, and this is no reflection on that. We
are just handling all the inflation updates the same.
This program is actually paid on a little different
basis, by patient, today. And that would continue.

Senator Graham. I got the impression that you
thought the growth in the program was a negative. I
could argue that the growth in the program is a positive
because it is shifting terminal patients into a more
appropriate and less expensive setting.

Ms. Nestor. Certainly, Senator, on many of the
non-hospital services I think there is an amount of
volume growth that is due to more appropriate settings.

Senator Graham. On page 49, under the issue of
fraud, there is a reference made to safe harbors. It
says, "The Secretary shall publish an annual notice in

the Federal Register soliciting proposals for

modifications of existing safe harbors." Could you
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explain what you contemplate there?

Ms. Nestor. Senator, there has been an interest in
clarifying some of the current laws for Medicare fraud
and abuse. We do have some of that clarification in the
law now through safe harbors which say what kinds of
things providers can do that are allowed under the law.

.This is just expanding some of those, so that we
would have some more safe harbors, so it would be very
clear to providers what things are considered fraudulent
and not.

Senator Graham. Have you discussed this matter
with some of the U.S. attorneys who are involved in
dealing with Medicare fraud?

Ms. Nestor. Yes, sir. We actually have worked
over the last 2 yeafs with Senator Cohen’s staff, who
have worked very hard with a number of these groups on
these issues.

Senator Graham. And are those U.S. attorneys
supportive of expanding this concept of interpretive
rulings and safe harbors?

Ms. Nestor. Senator, that is my understanding.
Let me check to make sure.

Senator Graham. Could you provide ué with some
data from U.S. attorneys?

Ms. Nestor. All right.

MOFFITT REPORTING ASSOCIATES
(301) 390-5150



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

295

Senator Graham. Since we are not going to be able
to call any of them as witnesses, I would like to Qet
their information on that.

Ms. Nestor. I would be glad to do that.

The Chairman. Senator Graham, I understand that we
are fairly close to a vote. I am hopeful that we can
complete the walk-through tonight. We have three
additional items. I do not want to cut you off. On the
other hand, I do think it is important that we proceed.
Perhaps we can answer your questions infqrmally.

Senator Graham. I only have a few more to go, if I
could.

On page 54, there is the description of the Belt
provision. At the top of the page it says that there
will be an order issued on October 15. The order will
specify the reduction in payment amounts for provider
services that are necessary to meet the annual spending
target.

If that Belt process is required, and I had thought
when I saw it, Gramm-Rudman-Hollings seems to be the
parent of this idea. How will that order to specify the
reduction of payment amounts for provider services apply
to all of the entities under the Medicare program, such
as the medical savings accounts and the home health
maintenance organizations?
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Ms. James. Senator, if the Belt is triggered, if
the sequester mechanism is triggered, the spending will
take part in the traditional side of the Medicare program
since we have fixed, and we know how much we are going to
be spending on the other side. So it would apply oniy to
the fee-for-service side of the Medicare program.

Senator Graham. So'you are saying that, if you.do
not reach the target you have set under the Medicare
choice in a particular year--for instance, in 1999, when
YGu have a target of $6 billion--if you do not reach that
$6 billion, whatever that shortage is will come out of
the fee-for-service side of the equation?

Ms. James. Yes, Senator. We have the growth rate
on the other side fixed at a 4.3 percent growth per
capita. And we cannot spend any more on that side
because that is a fixed payment amount.

Oon the traditional side, we still have an open-ended
entitlement program. So this is trying to establish some
discipline on that side. And the per-capita growth rate
on the traditional side is higher than on the Medicare
choice side.

Senator Graham. So when you tell the beneficiaries
of Medicare that you are not going to touch fee-for-
service, that they are going to have fee-for-service as
they know it, is that not a breach of that commitment?
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You are going to be telling them, if you do not meet
your goals, even if it is'in goals that were set for
medical savings accounts, and, using my hypothetical, by
definition you have not met the goals because you have
not got to the $6 billion, that it is not going to be the
medical savings accounts--not the health maintenance
organizations--it is going to be fée-for—service that
will be the party out of which those failed savings are
accomplished. Is that fair?

Ms. James. Senator, I do not want to repeat
myself. But again, we know that we have controlled
spending on the one side, and this was the best way to
deal try to deal with the spending on the other side.

Senator Graham. For instance, Senator Breaux and I
were just looking—at-—-a-study done-by one-of-the-most— M —
respected health economists in the nation, saying that
his firm predicts that the medical savings account will
cost $15 billion, not the cost figure that you are going
to produce tomorrow when we see the numbers of how the
$46 billion was arrived at. |

Suppose Mr. Lewin is right, that it does have a $15
billion cost upside? I assume your increased cost is
less than $15 billion. And it blows these savings so
that the result of that failed experiment is going to be
higher fee-for-service charges?
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Ms. James. Well, we certainly do not expect that
the choice plans are all going to be medical savings
aqcount plans. I want to make that clear. The
understanding is that would be only a small part of it.
And we do know that, for people opting into the choice
side, the Government spending for those persons will be
predictable because we will know what we are going to
spend.

Therefore, we simply do not have any incentives. We
have struggled and struggled on the other side to have
some incentives to try to control the open-ended
entitlement nature of the other side of the program. So
this is very similar to many of the provisions that were
in last year’s bills, to try to control this.

Senator Grahanm. We have had evidence already that
you are proposing to restrain the growth in Medicare, a
program that deals with some of the frailest people in
our society, at a rate which is below the rate projected
for the private sector, in terms of priyate insurance
plans. It is below the rate that we have for our Federal
health insurance plan, which happens to be an 8 percent
growth during most of the years from now until the end of
the century.

Yet you are going to be shocked, shocked, shocked
when fee-for-service on Medicare does not reach that
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goal. And the consequence of that failure to meet that
goal will fall on the fee-for-service program.

The Chairman. If I could interrupt, I think the
time has come when we must move on. |

Senator Graham. Well, I will go on to the next
question. I have three more questions.

The Chairman. I would ask that you make the
discussion as brief as possible.

Senator Graham. All right. I will make it as
brief as possible. And I will conclude several of these
with a request for additional follow-up information.

Senator Moseley-Braun. Senator Graham, just one

second. Mr. Chairman, I understand that we are all

tired, and this can go on, but these are some very

important issues. This is a very important Mark,
affecting millions and millions of Americans. We are not
having public hearings. We have a group of Republican
staffers sitting here giving us the party line on this
stuff. It seems to me that, at a minimum, we ought to be
able to ask questions about it.

Senator Graham has some questions on the effects of
the Medicare proposals. It just seems to me that, at a
minimum, you would let us at least put the questions in
the one little tiny opportunity that we have. We are not
really having a chance to explore this, given the gravity
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and the importance of this situation.

I would think that with something a significant as
this Mark, we would have public hearings. We are
apparently not going to have public hearings. And we are
not going to have a chance to go through this step-by-
step and detail-by-detail. That is bad enough. But to
rush to judgment on this stuff, without even giving the
Members a chance to ask their three or four questions on
these important issues, just seems to me to be tragic.

It is bad enough that we are going to do some of this.

As I said to you the other day when I ran into you
on the elevator, there are some parts of this proposal
that are thoughtful. And I do not think you will get a
whole lot of questions on those parts of the proposal.
What you will get is consensus, and that will be the easy
part. But there are some tricky questions here, and some
very serious, dramatic, major changes in the way that our
country operates, and the people in this country get a
chance to access health care.

And I just do not think it is right, just because it
takes an hour more, or two hours more, or even three
hours more, that we be limited as Senators to being able
to ask questions about the Chairman’s Mark. /

The Chairman. Well, the Chair would point out that
we have been here since 9:00 a.m. The purpose of the
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meeting today, of course, is to go through the proposal,
a walk-through. There will be considerable opportunity
in the future to debate the amendments, in the Committee
and, of course, on the floor. We know that there are
votes coming up in the near future, so we are just trying
to complete the walk-through now so that we can continue
tomorrow.

Senator Moseley-Braun. So we will all get a chance
to ask questions?

The Chairman. I would like to ask Kathy Tobin if
she would walk us through the last three provisions.

Senator Graham. All right. Mr. Chairman, when we
finish this, can we come back and complete the walk-
through on Medicare and Medicaid?

The Chairman. Well, we did the walk-through. I
know some of you were necessarily away. But we have
tried to provide everybody an opportunity.

Senator Graham. Well, if the answer to that
question is yes, that we will come back to Medicare and
Medicaid after we finish these additional items, I will
of course defer.

Senator Breaux. I think the answer is no.

Senator Graham. If the answer is no, then I want
to place my questions.

The Chairman. Sure. I want to give everybody the
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opportunity. My concern is that we are coming up to some
votes. So let us proceed with the final three items, and
then come back to whatever questions until we have a
vote.

Ms. Tobin. Thank you, Mr. Chairman.

Included in the Chairman‘’s Mark is the welfare bill
which passed the Senate on September 19, 87 to 12. The
only difference between the Senate-passed welfare bill
and what is included in the Chairman’s Mark is that the
Chairman’s Mark does not include the refundable tax
credit for adoption expenses.

Because the welfare bill has already/been debated -
and marked up in this Committee, I will focus my remarks
on the three following provisions. These provisions were
included in the Chairman’s modifications that were passed
out earlier today, starting on page 11.

The first provision is the social services block
grant. Today, the social services block grant is capped
at $2.8 billion a year. Block grant funds are allocated
to States, based on the State’s share of total
population. No matching funds are required for States to
receive block grant funds.

States currently have broad authority on how their
funds are to be used, and who may be served. Block grant
funds are usually used to supplement existing programs,
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rather than to enact new programs. The Chairman(s Mark
reduces the social services block grant by 20 percent a
year, beginning in fiscal year 1997.

The second provision deals with foster care. Title
IV-A of the Social Security Act helps States pay for
foster care and adoption assistance for children who are
AFDC eligible. From 1994 to 1999, the AFDC foster care
caseload is expected to grow from 245,000 to 298,000
children. That is a 22 percent increase. At the same
time, however, the cost for administering the AFDC foster

care program is expected to increase from $1.2 billion to

'$2.1 billion. That is an 83 percent increase.

Because of the escalating administrative costs in
the foster care program, the Chairman’s Mark caps each
State’s administrative costs at a growth rate of 10
percent per year. This follows the recommendations set
forth in the 1995 red book published by the Department of
Health and Human Services Inspector General’s office.

The last provision involves costs of providing child
support services to non-AFDC families. Although States
are currently required to charge an application fee for
non-AFDC families to use child support services, many
States only charge a nominal fee. Since 1984, the cost
of providing services to non-AFDC families has risen over
600 percent, to $1.1 billion in fiscal year 1994 alone.
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Collections to offset these costs, however, have only
increased 3 percent, or we are collecting approximately
$33 million in 1994.

The Chairman’s Mark requires that States collect an
amount equal to a $25 applicétion fee, and 10 percent of
collections for non-AFDC families.

This follows similar recommendations made by the
General Accounting Office and the Inspector General’s
office at the Department of Health and Human Services.

That concludes the three items.

The Chairman. Any questions? Senator Graham?
Senator Moynihan? .

Senator Moynihan. Mr. Chairman, I think we really
have to ask, what are the grounds for cutting Title XX by
20 percent? That is one of the few flexible provisions
we have had in law for 20 years now.

Ms. Tobin. Yes, sir.

Senator Moynihan. It is everything we have said we
want States to be able to do. And now we are going to
give them less to do it with.

Ms. Tobin. Currently, the majority of Title XX
money, as you said, is very flexible. It is used to
supplement existing programs. As we are in a budget
crisis at the moment, it is easier to reduce this. We
looked at many options. Instead of reducing a single
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program like foster care or adoption by X percent, the
social services block grant covers a variety of programs.
Some of those programs already have existing funding
extremes. We are just cutting back the supplement.

Senator Moynihan. And you saved over the 7-year
period?

Ms. Tobin. Yes, sir. Over the 7-year period, we
saved $3.4 billion. |

Senator Moynihan. Well, obviously, we do not agree
with that, but that is a clear answer. Thank you.

The Chairman. Senator Graham?

Senator Graham. Mr. Chairman, I am going to
proceed with my questions, but I might say that the last
answer was an ominous one. Essentially, what you said
was that, if you had to make a judgment as to where to
cut funding, the easiest place to do it is with block
grants. That is what many of us are concerned about.

Senator Moynihan. That is what will happeh to
block grants.

Senator Graham. As we are moving so many of these
programs, whether it is Medicaid or welfare, into a block
grant form, that they will in a few years have someone
sitting at exactly the same desk asking why did you cut
the welfare block grant, or why did you cut the Medicare
block grant. And they will be able to refer to your
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answer as the basis.

Ms. Tobin. All programs under our jurisdiction for
AFDC, foster care and social services are facing a cut.
So this is following that line.

Senator Graham. On page 55, is the extension of
hospital insurance to all State and local government
employees? In the chart that was up on the easel earlier
in the day, which shows the lines relative to the
solvency of the trust fund, it indicated that one of the
principal reason why the lines where looking better was
because of the additional revenue coming into the Part A
trust fund through those increases.

What dollar figure are we associating with that?

Ms. James. It is $13.5 billion.

Senator Moynihan. We touched on this earlier.

Senator Grahanm. As I understand it, half of that
will be paid by the employee and half by the employer,
which will be the State or local government. Is that
correct?

Ms. James. Yes.

Senator Graham. So is this, in effect
approximately a $7 billion unfunded mandate that we are
about to give to the States?

Ms. James. This is an extension of the current
tax, equitably across everyone.
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Senator Graham. So is the answer to the question
yes?

Ms. Janes. Yes.

Senator Graham. So that we will not belabor this,
I am concerned about the degree of unfunded mandates in
this bill. Could you prepare a summary of all of the
additional costs which we will be asking State and local
governments to undertake as a result of this legislation,
such as this additional tax?

Next, on page 57, we list here the persons for whom
there are currently required payments, and will be
required payments in the future. Have we calculated what
the cost of meeting the minimum spending obligations
outlined on page 61 will be?

Ms. James. Senator, these amounts will vary from
State to State. It is based on the amount of spending
that goes for mandatory services and mandatory
eligibility classés of people in each State.

Senator Graham. Do you have that number by State?

Ms. James. We are working with CRS and some other
sources to try to get that information. There is a
problem with trying to identify which services go with
certain people, so we are working on getting that
information.

Senator Graham. When do you think we will have
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those numbers?

Ms. James. I am not sure, Senator. Our Medicaid
staff person who is working on it is going to be back
here in just a second, and will answer that for you.

Senator Grahanm. All right. And that leads to the
next question. On page 70, there is the issue of Federal
funding. When will we have the breakdown of the
allocation by State of the Federal funds?

Ms. James. I believe he has been working on them.
We will ask.

Mr. Ramthun. I am sorry, Senator. That is the
reason I was not present. I was trying to find out when
we are going to get those numbers. We are still doing a
little bit of fine tuning, and I hope to have it in the
next hour, but they have been saying that all day.

We know that every State and every Senator is very
interested in the outcome of ﬁhe formula. I think we
would like to have a staff briefing to walk staff through
it, once we understand what the final formula elementé
would be. Then we would be able to answer any specific
qﬁestions.

Senator Graham. When do you think you will be able
to have that walk-through? |

Senator Moynihan. In the morning.

Mr. Ramthun. Probably first thing in the morning
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would be the most realistic suggestion.

Senator Graham. Will you be able to do a
comparison of the numbers generated by the minimum
spending obligations on page 61, and the Federal
allocations that will be generated on page 70?

Mr. Ramthun. I am sorry. Where were the second
set?

Senator Graham. Sixty-one has the States will meet
minimum spending obligations for each of three specific
groups of beneficiaries. It lists those. I understand
that CRS is developing the number s on a State-by-State
basis of what that will be.

Then the Federal funding is on page 70. I am
interested in being able to see a side-by-side
comparison. To be parochial, what is Florida’s
obligation going to be on page 61, as opposed to what its
resources will be on page 70?

Mr. Ramthun. Well, I am frankly surprised that CRS
is working on that. When I called, you told them that.
When I asked the Congressional Research Service, they
told me they could not do it.

Senator Graham. Well, how are we supposed to
intelligently evaluate whether the formula on page 70 is
acceptable if we do not know what the mandatory
obligations of our States are going to be on page 61?
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Mr. Ramthun. I believe your State could give you
that information.

Senator Graham. You mean we have to call 50 States
and the District of Columbia to get the numbers?

Mr. Ramthun. If the Congressional Research
Services cannot get it for me, I do not know anybody else
in town who can get it for me.

Senator Graham. Would you agree that you cannot
reasonably assess this plan unless you have those two
pieces of information--what your costs are going to be,
and what your resources to meet those costs will be?

Mr. Ramthun. No. I do not think that is an
accurate assessment because the minimum set asides are on
a percentage basis. It could be 10, it could be 15, it
could be 40 percent. This does not in any way tell the
State how much money it has to spend. It does not tell
the State how much it has to spend, relative to the
Federal funding caps. Those are all State choices, once
those percentages are set in stone. It could be 100
percent, and we still do not tell States a dollar amount
below which they cannot spend.

Senator Graham. Well, of course, we are at a
disadvantage because all we have is what is written on
this piece of paper. We do not have legislative
language. It says, "States will meet minimum spending
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obligations for each of three specific groups of
beneficiaries." And it lists one, two and three.

Mr. Ramthun. Well, they will be specific to each
State. So whatever Florida’s past spending patterns for
FY 1992, 1993 and 1994 were, we take the average of those
three on a percentage basis.

I will continue to try to get those figures for you.
But I was told by the Congressional Research Service that
they could not do that calculation.

Senator Graham. My last question. Page 67 relates
to the 1115 waivers. It states that States with such
waivers would be allowed to continue such waivers under
the terms and conditions of the waiver agreement, at the
option of the State.

For instance, this means that the Tennessee plan can
continue under the terms of the waiver that Tennessee
has?

Mr. Ramthun. As long as it does not exceed the
Federal funding cap for the State, that is correct.

Senator Grahanm. Well, it is going to exceed the
Federal funding cap. That is why they got the waiver.

Mr. Ramthun. The State has not yet reached its
funding cap under the waiver. In my conversations with
the State, they do not project that they will come close
to reaching any of the growth rates that the House is
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willing to give them under this proposal.

Senator Graham. Well, I would like to get some
more information about the six or seven States that have
waivers, and how they will be affected by this.

>Mr. Ramthun. Well, with the exception of
Tennessee, every State that currently has a waiver is
only operating their waiver for their acute care portion
of their program. Now the cap for the acute care waiver
is a budget neutrality agreement, which puts an outer
parameter on how much the State can spend and_still be
within the spending guidelines set under the terms and
conditions of the waiver.

It is not a guarantee of Federal funds over and
above what they might be able to get in this situation.
If the State were to spend as much as it could possibly
get, and still meet the budget neutrality test under that
waiver, it would put it in excess of what might be
considered an applicable cap. These waivers only apply
to the acute care side ofltheir program. The long-term
care side of the program is not under a waiver. So,
effectively, the difference would have to be made up on
the other side of the program, to fit underneath this
cap.

The Chairman. Senator Moseley-Braun?

Senator Moseley-Braun. Thank you, Mr. Chairman.
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You know, I used to joke about being the only single
working mother in the United States Senate. It is not a
joke actually; it is the truth. So I am very concerned
about these child support issues. I have raised them
with regard to the EITC.

I have another one on page 13 of the modifications
to the Chairman’s Mark. The proposal suggests that a
back door tax, or a fee, would be associated with child
support collections, child support enforcement.

So, traditionally, or at least under current law,
the States can collect child support for AFDC, with
regard to non-AFDC mothers--and it generally is mothers--
who are trying to collect child support, the States can
offer them some help in collection also. But now we are
going to be charging $25 for an application fee and
another 10 percent of collections for non-AFDC families
who use child support services.

Again, Mr. Chairman, this would impact on the
working poor primarily, more than anybody else. I just
wanted to ask the staff, do you have numbers? Do you
have any information regarding how much this 10 percent
surcharge for this collection of child support payments
and the $25 application will generate, and what is the
rationale for that set of fees when, obviously,
collecting child support and helping working mothers
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collect child support is something that would decrease
welfare expenditures, would increase contributions under
the EITC, based on the other side of the proposal?

I mean, why would you want to impair States helping
working mothers collect child support?

Ms. Tobin. That provision brings in $3.8 billion
over 7 years.

Senator Moseley-Braun. Billion or million?

Ms. Tobin. Billion.

Senator Moseley-Braun. B?

Ms. Tobin. B.

Senator Moseley-Braun. All right. Over 7 years.

Ms. Tobin. The thinking behind this is, first of
all, this was a recommendation by the IG’s office at the
Department of Health and Human Services, and also by the
General Accounting Officé. It is to move closer to the
private sector collection system.

Under current law, private collection agencies can
charge between 25 and 33 percent of collections. So we
are just trying to recoup some of the money we are
spending.

Actually, in order for the Federal Government to

break even on providing services to non-AFDC families, it

would require a 15 percent collection fee, and also an
application fee of approximately $25 as well.
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Senator Moseley-Braun. But this $3.8 billion over
7 years comes directly out of the hides of those children
that would otherwise receive it.
Ms. Tobin. No, ma’am. Under the proposal it says,
"States woﬁld be required to collect an amount equal

to . . ." That does not necessarily have to come out of

the child support payment. The States will have the

flexibility to determine how to collect such fees.

Currently, some States are assessing fees. For
example, paternity has to be established. States can now
collect fees, the cost that the State incurred, to do
those paternity establishment tests. They can take those
fees and collect them from the non-custodial parent.

Other States are using fee collection processes
where, if the non-custodial parent refuses to pay, the
parent is then taken to court. Each time they have to go
to court, a higher fee is assessed.

Senator Moseley-Braun. All right. Would you then
be amenable that we make a legislative caveat that it not
come out of the custodial parent’s child support payment
that actually goes to the children? 1If you are going to
charge a fee, it should not come from the children.

Ms. Tobin. The proposal is designed to give the
States the flexibility.

Senator Moseley-Braun. Well, Mr. Chairman, would
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you consider entertaining that as a proposal, that the
States would have the flexibility, so long as the 10
percent fee did not come from the children? The 10
percent fee becomes a surcharge on child support.

The Chairman. Do an amendment?

Senator Moseley-~Braun. We will talk to you later
about it.

Thank you. Thank you, Mr. Chairman.

The Chairman. Senator Breaux?

Senator Breaux. Mr. Chairman, I do not have a
question. I just want to commend your staff, the
Majority staff, for the work they have done, as well as
our staff. We have tried to keep up with the work they
have done. We do not always agree on the policy
suggestions, and there has been a lot of disagreemeht.

I want all the staff to know that we are not personally
disagreeing with them, but some of the policies that are
being offered.

I think that many of the areas we have seen for
reduction in Medicare and Medicaid are very similar to
ideas that some of us have on this side. The big
difference is in the amounts. You amounts are much
larger because the targets are much larger.

But I just wanted to take this opportunity to say to
the staff--both on the Majority and Minority side--that
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we appreciate very much all the work they have done in
making this presentation in a very short period of time,
relatively speaking.

The Chairman. Well, thank you. I join you in
congratulating the staff on both sides for a very
professional job.

I would like to announce that each Member’s staff
may pick up a copy of the amendments in Lindy’s office,
Dirksen 209, at 8:30 p.m. tonight.

Rather than meet tomorrow at 9:00 o’clock, we are
going to postpone it until 10:00 o’clock.

Senator Moynihan. Our regular hour. [Laughter.]

The Chairman. I think there is a little propaganda
there.

Senator Moynihan. Could I ask, Mr. Chairman, about
the order in which amendments will be offered? Do you
have any view on that yet?

The Chairman. We have not really had a chance to
determine that, but we will be happy to let you know as
soon as we do.

Thank you very much. The Committee is in recess.

[Whereupon, the Committee recessed at 8:00 p.m, to

reconvene at 10:00 a.m. on Wednesday, September 27.]
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CHART 1 — SUMMARY

Senate Finance Committee
September 26, 1995

7-Year Savings

1996-2002 .
1. Medicare _#owom»_m . wnqo.u Billion
2.  Medicaid Reforms $182.0 Billion
3. EITC Reforms--Outlay Savings | $ 32.5 Billion
4. Welfare Reform--Outlay Savings from Finance

Commitiee Programs in Senate passed H.R.4 $ 35.6 Billion

5. Additional Savings in Modification $ 8.6 Billion
6.  Total--Chairman’s Mark $529.0 Billion
7. Self-Employed Health Deduction | $ 2.7 Billion
Grand Toetal: - $531.7 Billion
F inance Committee Instruction in |
the FY 1996 Budget Resolution: $530.4 Billion

.



CHART 2 — MEDICARE

T-year

W dicare Proposal (based on specs through 98/24): Preliminary CBO Staff Estimates savings

-F0

o 9a-37

By (iscal yaar, in billions of dollars 1986 1886 1887 4888 = {gse 2000 2004 200 Tofal
lhadlcare Part A: _
Provider Relmbursement Options - i
PPS (UB-2.6% ihru 2002 Ayﬂ 0.2 -1.3 3.0 48 8.8 88  -§1.2 -36.1
Rebase Caplial rales : u%/ - 0.3 0.4 0.4 0.4 0.4 04 - 04 2.7
Reduce PPS capltal by 15% _ ! -1.0 -1.2 -1.3 -£.3 C-14 -14 -1.5 9.0
Reduce Disproporilonate Share to 25% . 0.1 0.3 056 Q7 0.9 -09 -1.0 4.5
Reduce IME 106.7,5.6, 4 6% 04 0.8 -1.6 -1.7 -1.7 -1.8 -1.9 -0.8
Change PPS-exempt pm( cellings and floors -0.0 0.§ 0.2 04 0.5 -0.7 0.7 -2.7
NonPP$S NiB-2.6% (hru 2002 0.0 0.1 0.2 0.3 04 -0.5 -0.6 2.0
Reduce NonPPS capltal by 16% 0.1 0.2 0.2 0.2 0.2 -03 03 -1.5
SNFs 0.2 0.6 -1.0 -§.4 ~1.9 -23 -2.9 -10.4
Home Heallh Prospective Payment /1 0.0 14 2.3 28 3.3 3.7 4.3 -17.8
Hospice 0.0 0.0 0.1 0.1 0.1 -0.1 -0.1 0.5
Critical Accass Hospilals, Extend (MDH 0.0 0.1 01 0.1 0.1 0.1 0.1 0.5
AAPCC Interaction with DSH,IME GME /2 0.0 08 186 t8 20 22 25 10.7
RartA 2.4 4.6 84 122 -18.6 -18.8 22,2 86.8
Medlcare Part B:
Provider Reimburesment Qplions
Eliminate Formula Driven Overpayment 0.9 -1.2 -1.5 20 2.5 <33 4.5 -15.9
Extend 5.8% Qulpailent payment reduction .00 0.0 0.0 03 -0.3 0.4 0.4 14
increase Oufpatlant capiial reduction (0 16% 0.0 -0.0 0.1 -0.2 0.2 0.2 03 -1.0
Freaze Ambulafory Surgical Center updales 0.0 0.1 0.1 0.2 0.2 0.3 04 -1.3
Ravise MVPS (CF-3.65% In 86, GDP+2 (lwy 2002) 0.4 -1.3 -2.3 -3.2 4.1 5.1 8.2 .228
Freaze Clinlcal lab updr(e, 86% of median 0.1 0.4 0.7 0.9 1.1 -13 -1.8 6.0
Freeze Dur Med Eqpt updale, -40% on oxygen 0.3 0.6 0.7 09 -1.0 -13 -1.5 6.2
Eliminate Ambulance Updafe ) 00 0.0 0.1 01 0.1 0.2 03 0.8
Increase bonus lo rural prim care docs 0.0 . 0.0 0.1 0.1 "0.4 0.1 0.1 04
Direct paymenis (0 nurse prac/phys assts. 0.0 - 0.0 0.0 0.0 0.1 Q.4 01 - 03
REACH : 0.0 0.Q 0.0 00 0.0 0.0 0.0 0.1
interaciions 0.1 -0.1 0.2 ‘0.2 -0.3 Q.3 -0.3 -1.4
Beueficiary Options /3
Deduclible to $150 In 86; +$10/year thersafier 0.7 1.1 -1.3 -t.5 -1.7 -2.0 2.2 -10.5
31.5% Premium thwough 2002; rounded up -34 4.4 44 5.8 -8.5 -11.1 -14.1 -51.6
income-related premiums 0.0 -0.5 -0.9 -14 -1.8 2.1 25 -8.1
PartB 5.8 9.4 12,0 -16.8 -21.9 -21.6 ~33.9 -126.9
sfctbi4b.wk4 1of3 05:43 PM 08/26/9¢
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" Medicare _u_,%omma (based on specs 585: 8/24): P.m_.a_st CBO Staff Estimates = - sa -,n%m_.

1G]
m
By fiscal year, in billlons of doflars .. 188G 1898  {g@7 1898 ___ {ees 2000 = 200f 2002 Toal ?
Kaedicare Parte A and B: : >
Medicare Secand Payer AuA 0.0 0.0 0.0 1.3 1.4 -1.8 -1.8 60 o
Anll Fraud and Abuse /4 w\wﬂmr ) 0.2 0.3 0.5 0.8 0.7 -08 09 41 .
, ’ ", )\ mu
Pasts A& end B ’ 0.2 4.3 0.6 1.8 &4 -24 27 . 00 §
 Kiedicare Cholce | - Q& 4.6 38 6.0 8.4 418 AT 475 3
[Combined Tati T .88 88 L W86 IE w04 J4E | 570.3
nn“""nngll.! ORI I SN ARIRES BN AESTIR N IR SIS .!gilﬂil. lggiil.il”"
COMPARISON OF SPENDING UNDER PROPOSAL ﬁ:.: CURRENT LAW SPEHDING
Groae Mandatory Outleye for Mediczre Bensflts . ,
Current Law, BR baselins 1778 1888 2084 2404 2030 2877 3148 3448
Proposed Law ‘ 1778 1932 2071 2199 2337 2601 2677 2888
Difference 0.0 6.4 -12.0 -20.2 -20.3 -37.8 471 -68.0  -2085
Less: Flat Part B Premlumae | -
Current Law, BR baseline -20.1 -20.3 -22.0 -24.5 -26.1 -27.3 -28.7 -30.1
Proposed Law -20.1 -23.7 -26.3 -28.9 319 -35.9 -39.8 -44.1
Difference 0.0 34 4.4 4.4 5.8 85 -11.1 -14.1 516 -
Legs: Income-Rolaled Fart B v_da_s:a ‘ )
Current Law 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Propossd Law 00 0.0 0.6 09 -1.4 -1.8 -2.1 25
) Difierence . . 0.0 0.0 05 0.9 14 -1.8 21 25 -9.1
m Net ffandatory 9&&. ) ,
;¥ Current Law S 1577 1783 1871 2188 . 2370 = 2604 2864 314.7
i3 Proposed Law 677 16856 1803 1902 2004 2124 2258 2402 _
. m_ [Change in Net W¥edicare Outiays 09 88 488 %64 385 <70 -804 748 2703
£ : A |
2 P :
S (1]
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Medicare Proposal (based on spscs through 8/24): Prsliminary CBO Staff Estimates - ngs
By fisoal yesr, in biians of dollers £086 fe8g 1987 = {888 - {g9s 2000 2008 __ 2002  Tol
FOOTNOTES: | | |
" {1 Update assumed to be mariet basket -2.5 percentags polnts. 9@%
12 Reflacts payments (o faciilties providing sscvices lo Madicare Cholcs beneficlarfes. - : -

aZoiaaaw_noanons_s:oan.o8»:3u=o:=§.§oo3naai=_om8aon£2* a_.u:n.
/4 Assumes (hat leglslallve language wouki mest scorekeeping requiremsnts.

KOTES: . ESTUGATES BASED ON CHAIRMAN'S ISARK AND DIBCUSSIONS WITH COMKITTEE STARF

rqsoaoozgwamgaogndm&ﬁa&sazga.._oom. qsooa.ss,SzaEagoaxSovaEﬁiﬁgnﬂﬁsu_wf&a.

2, These esimates are bassd on preliminary spaciiications, not leglslative language. :

3. The estimates do not taks into account the "BELT" budget control mechanism.

4. The effecis of medical savings acaunt provision are embodied in the Medicare Choice ins. Possible interactions between FEHBP and the MSA
: art Inak ey sagﬂs&a » able to offest lower relmbursements by shifting , |

6. To the exient care e r rel s ocosts to other payers, federal revenuss could fafl.

6. Thess estimatas do not incorporals changes In discretionasy spending for adminietration. v .
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CHART 3 — MEDICAID
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350 .36 ,08 , 138 25,838 42,435
Outiny Reduction; ral) 305 4, -5,001 6,059 6,380 20,045 32,485
xoasaba:oqSonsga;ﬁtduog&ctmﬂoaﬂlcagicgu nontmable Social Security benefits; nortsxable distributions from IRAs.
vad_oa.-a;?Ezrﬂlggpgo.gm.gm.!liidgg!lﬁnl&a&
Support payments. )
ggl&?gtgiﬂlgﬂ}l&l;gﬁi o
WMadman 30% credit rate for Wpayers wih two or more qualifying chikiren.
nﬁiﬂi-g 8.8, geraf.gl&gg $he omission of a cormect $.3. number beated 23 3 math efor; double chvi
_ xlﬂig-r&z!gg?g;am:osaglgfgg%ie!?g
sell-amployment tux. ) ) . -
Repesl he EITC kor chidisse workers. :
goﬁclmasgzzv«ﬁ%gigu.S&g;,cligg Phassoul rales ars 0.82% per
S88~§l§!l§ﬂ!.l&§.ﬂ§‘.?aﬂ§§§

7 "~ Preliminary Estimate:
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Proliminary CB0 Estimals . — T
?«soﬁiﬂs%zgu .

DaR=A=F-T Syear  T-yowr
- 4883 1897 1988 899 2000 2000 2002 Total Totsl

Proposal: Reduce Soclal Savicas Block Gran!

by 20%
| Budgat Authorily 580 380 -580 -680 -580 580 380 -2800  -3820
Oullsys 305 380 580 360 380 -G80 -B&) 2746  -3883
*
,
|
MOTES: Thsea ara praliminary CBO stall eslimslss.

ﬁ Assumsa November 16, 1883 aifaciive dala,
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, ' CHART 6 — FOSTER CARE AD OST
|

Foitar Gara dutgotoplions o thaHami) Finaind Committed
Aunod Movamo s 18, 1888 aifaeikip clata, :

|
| D-R-A-F.T

Compasnd 10 DD DAl
| (b fiocal year, ouliays tn millons of dolars) ‘ .
| . Fire-Vom Spien-veal
| : : . 1996 1007 1698 1800 2000 2001 2002 Toial Tota)
| Dirsct Spendng o N - —
| Reduoe growih ol fostar oare :
| - adminisiretive cosle BA . o 180 200 230 250 270 280 080  -i510
to 10% ayew & : or 70 <180 200 220 250 21 -260 420  -1470
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PRELIMINARY ESTIKATE OF CHILD SUFPORT FEE

Ascunes November (6, 1688 Effsctive Dale

| ooﬁam |

Oulleys by flscal year, In millior; of doflars

jees

1907

1988

2001

- 7-Yeer

Require siates to charge non-AFDC
farmilies @ 10 percent fes an eny child
support collscted forthem and &
mandalory $26 application fes
Family Support
Food Stamps
Total -

30
-370

. <500

35
486

-840
40
-600

1869

480
60
630

2002

130
-680

- The proposed policy would rsquire statss to charge non-AFDC families who receive IV-D servioss a (68 of $26 &t he tne
they apply for services and a fee equal (o 10 percent of any child suppart collscied (or themt. The faderai govemmsant would

This estimate assianes that states would have to
would be able to do $o) or pay the federel share
pragrom In plece. If &n tmplementatlon perlod ls

Imptament the fes collection system by 11/16/85 (very uniikely that states

of the new faes on behalf of the nen-AFDC famfly untl the etate had &

allovedt before (he (aw (ekes affact, fiscel yeer 1088 sevinge il be lower.

Tolal

4,055
285
3,770



ANNUAL GROWTH RATES. 'UNDER
FINANCE COMMITTEE MEDICAID FORMULA

STATE 1996 1997 1998 1999 2000 2001 2002
Alabama 725 844 553 553 553 553 553
Alaska 725 844 4N 442 442 442 442
Arizona 725 844 553 553 553 553 553
Arkansas 725 844 553 553 553 553 553
California 725 844 553 553 553 553 553
Colorado 725 844 553 553 553 420 420
Connecticut 725 200 200 200 200 200 200
Delaware 725 6.6t 442 442 442 442 442
DC 725 200 200 200 200 200 200
Florida 725 844 553 5583 553 553 553
Georgia 725 844 553 553 553 553 553
Hawaii 725 226 200 200 200 200 200
idaho 725 844 553 5583 553 553 553
llinois 725 844 553 553 532 420 420
Indiana 725 844 553 553 553 546 5.10
lowa 725 844 553 553 420 420 4.20
Kansas 725 844 553 553 553 553 553
Kentucky 725 844 553 553 553 553 553
Louisiana 725 000 000 000 000 553 553
Maine 725 844 420 420 420 420 420
Maryland 725 844 420 420 420 420 420
Massachusetts 725 200 200 200 200 200 200
Michigan 725 844 553 553 553 420 420
Minnesota 725 844 420 420 420 420 420
Mississippi 725 844 553 553 553 553 553
Missouri 725 844 553 553 553 553 553
Montana 725 844 553 553 553 553 553
Nebraska 725 844 420 420 420 420 4.2
Nevada 725 844 553 553 553 553 553
New Hampshire 725 000 000 000 200 200 200
New Jersey 725 779 420 420 420 420 420
New Mexico 725 844 5583 553 553 553 553
New York 725 200 200 200 200 200 200
North Carolina 725 844 553 553 553 553 553
North Dakota 725 844 553 553 553 420 420
Ohio 725 844 450 420 420 420 420
Oklahoma. 725 844 553 553 553 553 553
Oregon 725 844 553 467 420 420 420
Pennsylvania 725 844 420 420 420 420 4.2
Rhode Island 725 200 200 200 200 200 200
South Carolina 725 844 553 553 553 553 553
South Dakota 725 844 553 553 553 553 553
Tennessee 725 844 553 553 553 544 510
Texas 725 844 553 553 553 553 553
Utah 725 844 553 553 553 553 540
Vermont 725 200 200 200 200 200 200
Virginia 725 844 553 553 553 553 553
Washington 725 200 200 200 200 200 200
West Virginia 725 844 553 553 514 420 4.2
Wisconsin 725 844 553 553 553 420 420
Wyoming 725 844 553 553 553 553 5.53

725 675 442 442 442 442 442

NATIONAL



FY 1994 Medicald Federal Grants
Per Person in Poverty

State Amount Rank
Alabama 1,732 41
L Alaska 2,860 11
. Arizona 1,980 7
Arkansas - 1,861
Califomia 1,453 48
Colorado 1,749
Connecticut 4,226
Delaware : 2,549 17
District of Columbi{ 3,224 7
Florida ' 1,357 50
Georgia 2,013 35
Hawaii o 2,294 24
ldaho 1,539 47
illinois 1,683 43
Indiana 2,474 19
lowa : 2,452 20
Kansas - 2,000 38
Kentucky 1.887 38
Louisiana ' 3,153 8
[Maing 3,407 8
Maryland . - 2,401 22
Massachusetts 3,936 4
Michigan 2,178 25
Minnesota 2,646 14
Mississippi 1,662 4“4
Missouri 2,040 3
Montana 2,070 31
Nebraska . . 2,443 21
Nevada 1,378 49
New Hampshire - 5,077 1
New Jersey 3,009 9
New Mexico 1,567 48
New York - 3,854 . 8
North Carolina 2,132 28
North Dakota 2,649 13
Ohio 2,374 23
Oklahoma - 1,311 St
Oregon 2,034 33
Pennsylvania 2,696 12
Rhode Island 4,095 3
South Carolina 2,155 26
South Dakota 2.085 30
Tennessee 2,146 27
Texas 1,715 42
Utah 2,025 34
Vermont 2,918 10
Virginia 1,633 45
Washington 2,643 15
West Virginia 2,598 16
Wisconsin 2.537 18
oming 2,113 29
Total 2.188 -

Note: Grant amounts are the larger of lines
6 (scaled) orline 11,

09/19/95. C:\MEDICAID\EXPNDH2.WB1



FINANCE COMMITTEE MEDICAID FORMULA SIMULATION

mcaauio.m.m.o n:nzwou _35.038.»8»:_5 Celling of 125 Percent of the National Aversge Growth (7.25, 8.75, 4.424) and a Floor of (2.2,2,2,2, &2)Percent
Revised Baseline Data Set using FY 95 Grant Est. Incl 9% DSH; Official Poverty; small state minimum = 0.21% snd the —banno.go;u!on_oo_nvsao:_u

| Federal Projecied Ahornative Ahsmative Asmative Aomative Alismative ARemative Toual
| Medicald Federal Fedaral Federal Federal Federal Fedaral }. Fedara) Federal
| Esitmated Grant Modicald Medicaid - Medicald ) Medicaid % Modicaid % Medicaid % Modicaid % Medicaid
| FY 1998 Grant Granl Difter- Grant Differ- Granl - | Differ- Grant Diffor- Grant ﬁ. Granl Diftor- Grant
| State {incl. D FY 1996 FY 1997 Ence FY 1998 Ence FY 1999 Ence FY 2000 Ence FY 2001 FY 2002 Ence | FY 1896 - 2002
Aiabama rwﬂ.-my- 13BN | TAB00 ] S TIN5 00107867 | 553|108 SeI B[ 83| 1I0enBB LS Tee T 5531 215.785.162
Alaska 180,386,150 193.653.566 209933085 | B.44 220301011 | «9t 220047441 | 442 240224740 | 442 250852262 | 442 261940997 | a2 1.607.022.412
Arizona 1,141.548,640 1228509635 | 1320912011 | 8.44 1402400848 | 553 1479953612 ] 55 1561795047 | 853 1.640,182313 | 553 1739305689 | ssa| 10386039151
 |askansas 903,568,767 970024178 |  1,051,869968 | 0.4 1110038378 | 859 1142407 ] 85 1238203218 | ss3 1304565254 § S53 1378707113 | 53 8.220.832.196
- |catitomia 8.997,621.478 8£39.307268 | 10474400913] 0.44]| 11083803728 | 83| 11684910224 | 859 12300079739 | SS3| 12900721640] 853) 13709.108.548 | ssa| e1es2.170076
- |Colorado 759.406.285 815.260,879 884,040,208 | 0.44 932,936,169 | 553 984527540 | 553 1038071912 | 5653 1.082,600.733 | 420 1,120.076,300 | 4.20 6.866,431,631
Connecticd 1,183,457.184 1,270,500.558 1295910567 | 200 1321828778 200 1348265354 | 200 1.375.230,661 200 1.402,735274 ] .2.00 1,430,789980 | 200 9.445.261.171
Delawars 184,320,398 197,858,840 210,963,033 | €61 220,301.311 442 230,047,441 4.42 . 240224740 4.42 250852282 | 442 261,949,887 4.42 1.612,230,684
District of Cokambia 472,242,450 508,049,471 510.210460 ] 200 528574689 | 200 $39.140.163 | 2.00 s40.929.088 | 2.00 560927858 | 200 572146221 | 200 3.778.983.737
Florida 3,492.519.400 3,749,394 485 .Ezubﬁ 8.44 .%.g 5.53 s_mNm._mg 5.53 A.smuum 5.53 n.gu..wnrﬂ‘n_ 8.53 8,321,831 £08) 553 31,775.644.020
_ |Georgia 2214.274.691 2377434774 | 2,577.708.521 | 8.44 2720252638 | 553  2.870.682,607 - 8.5 30290431355 | 653 3.196,958,000 | 553 | 3,373.750,736 | 5853  20.145.916.537
Hawail 308,112,537 '330,774.239 338.258.770 | 226 use s | 200 351920424 | 2.00 358962912 | 200 368,142.471 | 200 372465014 ] 200 2.464.551.475
Idaho 250,469,554 277.480,011 300,892,387 | 0.44 317,531,738 | 5% 335,091,241 8.53 353,621,787 5.5 73.477,07m2 553 ‘393,813,764 553 2.351.607.998
Winoks ~3358716225 | 3605750078 | 9.009885239 | 84| ar2ez07423| ss3] e3sezsenon]| ssa|  assaorrmas | sa2 ). 4778630504 | 420f 4979333079 | 420] 30340310948
indiana 1,592.560,484 1.709.693.437 | 1853040821 | 0.44 1950472191 | 553| 2084685103 | 833 2,170.841083 | 8.5 2297708500 | 548 | 241488484 | s510] 14476271385
fowa 748.250.363 903,284,238 871,061,345 | 844 | 919291038 | 653 970.064.514 | 553 1.010,607,224 | 420 1.053.261,127 | 420 1.097.498.094 | 4.20 6.725207.573
Kansas 577.887,823 620,391,520 672731054 | .44 709.039.413 ] 553 740100063 | 533 79062071 | 853 834351507 | 853 880491240 | 553 §.257.739.657
Kentucky 1.475,800,105 1504130710 | 1.707.790,738 | 844 | 1812783621 | 853 1912032666 | 853 2018823373 | 853 2130404308 | s3] 2248279981 | ssa| 13425307395
Louisiana 2,493.040,670 2.600,000.000 |  2,600,000000 | 0.00 2,600,000000 ] 000| 2600000000 | 0.00 2,800.000.000 { 0.00 2743780000 | $53| 2895511034 | ss3]| 18639291034
Maine 571.970.408 614,035,878 665848408 | 8.4 693814039 | 420 722950229 | 420 18306 | 420 784957675 | 420 017.925.808 | 420 5.052.857.429
Maryland 351,706,165 1451220882 | 1.573,667,684 | 0.44 1.639.761,685 | 420 708,631,676 | 420 1.760.354.207 | 420 1855,170,763 | 420 | 1.939.087.935 | 420 11841934793
Massachusetis 2,480,902,175 20671961,132 | 2725400354 [ 200 2779900368 | 200| 283s508520] 200 2892218659 | 200 2950060992 | 200] 3009062212| 200| 19864116240
Michigan 3.037,150,972 3.260542,261 | 3515650518 | 8.44 ananges | ss3 3937505799 | 883 4155240870 ] 8.5 4320770384 | 420| 4511620719 | 420] 27481511516
Minnesota 1.544,616.455 1658223121 | 1798138600 | @44 1873657398 | 420 1952351006 | 420 20830,748 ] 420 2110792438 | 420] 2208823720 420| 12.645.333 125
Mississippl 1.251.826,104 1343098018 | 1457280411 | p.4s 157877515 | 8353 1822822142 | 553 L712889738 | 883 | 1807380372 | 833 1907320507 ] $s53) 11,389.365.698
Missourt 1.410.019,072 1513726089 | 1.641,448.728 | 0.44 173221872 | 653 1828010420 | 559 1529099604 | 553 2035778600 | 6531 2148357158 | 8S3| . 12.820.637 140
Montana 270.497.720 290,392,857 3148947551 8.4 3323004351 853 350,688,091 853 roorz.om 853 390543289 1 8553 412,140,333 853 2,461,042.735
Hebsraska 425,102,423 458,369,741 494,874,054 .44 5150505071 420 837,317,301 420 850804827 | 420 583.390.7821 420 607,002,872 420 3,788,407,474
Nevada . 225,200,494 241,764,009 262,162,847 ] 044 276,680,452 853 201950775 8.8 308,105,189 853 3251433681 833 343,123,794 853 2,048.919.393
New Hampshire 349,995.282 360,000,000 360,000,000 | 0.00 360,000,000 | 0.00 0.00 387,200.000 § 2.00 374 2.00 362034880 | 2.00 2.563.778.680
Now Jersey 2.374,269,331 2548697,004 | 2747578083 | 7.79 2.062976,362 | 4.20 %R.uuo 420 3106518667 | 420 239074387 | 420 378,115,499 | 4201  20.865.379.374
New Mexco 599,150,116 643.220.244 €97.498458 ] 04|  738070123] s 778774800 | 889 619730447 | 859 885,081,541 | 553 912899444 | ss3 $.451.261,056
New York 12,288,725,548 13,192.562.308 134584135541 200 13,725541828 ] 200 14,000.052682 | 2.00 14.200.053,715 200 14,.563.854.700 | 2.00 14858087885 | 200 08,077,246.740
North Carofina 2.274,613,104 2,441911,082 . 2647047301 BM4 2,794 370017 5 2948907966 | 853 31119825761 653 32840752131 853 3.465,684,572 553 20,694.887.556
North Dakots 5740840 ] 231818268 | 251181080 | 844 265.050.268 | 853 m7or548 | 859 2989 - 883 07572739 | 420 320490794 | 4.20 1.950,776,045
Ohio "3.829,476,613 4111134920 | 4.458011.939 1 6.44 4658615150 | 450 |  4.854.276.088 | 4.20 $,058,156.620 | 4.20 8270599189 [ 420 | 491,064,384 [ 420 33.502.759.166
Okiahoma , 840,928,355 2021917 970,951,821 044 1.033,087,858 553 1090217815 853 1.150,508.849 35 1214120688 | 553 12812711037 ] 553 7.650,944,420
Oregon . 989,494,148 1062271528 |  1,151,000683 | 0.44 1215600790 | ss3 1212004785 | 487 1325058208 | 420| 1smis42.188] 420 1430568937 | «20 8,849,153,090
Pennsylvania 4077959.109 | 4377893309 424727808 | s 4048683783 | 420] 8154423641 420 6370909433 | 420 8500487630 | 420| 8831.540.110] 420] 35025195092
Rhode Istand | 541809454 ] 501659261 | ss3zeoms| 200 ‘E | 200 IJBN.B_.S_ 2.00 620606690 | 2.00 642,998824 | 200 655042601 | 200 4324219779
South Carolina T—1,351,650.201 1451064183 | 1573497724 | 844 B60512,148 | 553 752339470 | 653 1849242787 | 5531 1851505019 | 553 2.050.424.180 | 553 | 12297 S65 414
South Dakota 235,192,747 252,491,192 2713.795.137 | 844 288938008 | 553 3049014,169] 5953 321,773,922 353 339,570,131 553 358,348,359 $SS3] . 2139830917
Tennesses 2,245,684.261 2410833050 | 26142070801 944 2750014053 | 83| 2011.377.420] 85 072378591 | 853 3239452011 | S44] s404510267| ss0f 20411811981
Texas 5.393,536.018 5779495529 | 62671404841 .44 0013713302 | 653f eormas16ro| ss3 7365415357 | 859 1772722828 | 853| 8202554390 | ss3| 48980493587
Uiah 448.049.181 4810021611 sa1se8718) e4a|  ssoemasa| ssy 500880265 | 853 012891330 | s.53 646,889,760 | 553 681,848,131 | s« 4.075617.839
Vermont 222,666,479 239,043,817 203,824,485 | 200 248,700979 | 2.00 253.674.998 | 2.00 250748438 | 200 | 263.023468 | 200 269201938 | 200 1.777.117.985
virginia 1.092.857.046 1173238011 | 1272228623 | B.44 1342582888 | 553 1418627693 | 553 1495178270 | 553 1577881629 | 553 1665117377 | s53 9.943.033.234
Washington 1.561,626.214 1.697,954.951 | 1731914050 | 2.00 1.768552331 | 200 1.801,803378 | 200 1837921045 | 200 1874879466 | 200 1912173055 | 200]| 12.623070 276
Wost Virginia 1.009.081,439 10832994614  1,174,702853 | .44 1239683921 | s53 1208217338 { s83 1375488204 | 5.14 1433258625 | 420 1493453403 | 420 9.108,079.802
Wisconsin 1.531,224,598 1643646290 | 1782545020 | 0.44 1.881,120604 | 853 1,988,548573 | 553 2004925179 | 553 2182912038 | 420] 2274594342 420 13584509000
“_‘M*ﬂ%a 5 u “wm%ﬁ - “ %.mmw.n% - ﬁ.ﬂn “N ".mul = 135682951 | ss53 143188218 | ss3 151,104 418 | s.53 159,460,491 | 553 168,279,656 | 5.53 1,004.854 246
S, 747.000, 108,657, ; X 386,162 |_4.42 | 109,546,400.446 1 442 3 y 453,467, . 735,089, ;
Siates =Ty S 104,905 109,545, 2] 114392733202 | 442 | 116453467718 | 442 | 124.736.089.130 | 4 42 | 767605736 040
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) Medicaid | Heallh
States . Poverty CasoMx | Cam
=~ . Index Index
Alabama 742,000 1.19 083
Alasks 58,687 0.74 128
Arizona 587,000 0.77 0.98
Arkansas 444333 127 0.80
Califomia’ 184,333 0.04 1.22
Cdlorado . 31333 099 97|
Connecticut 289,000 1.08 118
Delavare 60,333 -0.89 1.03
District of Columbia 121,33 083 1.18]
Florida 2224333 0.98 088
Georgic - 1,049,000 0.98 0.2
Hawai - 103,333 0.98 1.1
idaho 181,333 0.91 0.88
Mincis 1,678,000 { - 0.97 099
indlana 743,333 0.9 0.93
lowa 290,000 1.02 0.58
KMK.'. 307,000 0.98 089
723,000 1.13]. 087
Louisiana 978,000 1.10 0.89
Maine 179,000 1.10 092
Marytand 463,000 L1071 100
mum 619,333 117 1.13
1,345,087 0.94 1.04
ll:h-na : 841,333 1.08 1.00
m 844,687 1.18 0.74
Missouri 780,687 1.00 0.90
Montana 122,333 0.98 0.87,
Nebrasia 165,000 0.98 0.91
NN:’& i 158,687 0.98 1.10
m 87,333 1.16 1.02
New Jersey 757,000 | 109 1.10
New Mexico 319,333 0.85 0.3
New York 2,808,333 1.03 121
North Caroiina 902,333 0.97 0.80
North Dakota 73333 1.10 _0.08
Ohio 1,443,333 0.97 095 $,798 $8,044,000,880 0.6083] $3,088,855,168
Okiahoma 601,000 1.00 0.83 $3,798 $1,801,088,087 0.7039] $1,331,138,891
Oregon 368,000 0.2 1.04 $3.795 $1,330488,117 08212 - $830228,418
Penneyivania 1,454,007 1.10 1.01 $3,798 [ $6,150,347,978 0.5481] $3,983,619,929
Rhode Isiand 107,687 | 123 1.08 $379s 05387/ 1,133
South Carciina 640,000 1.18 0.88 $3.798 $2,481,082,791 Q.7108] $1,783,532,.224
South Dakots 101,000 107 0.891 $3,798 $330,782,887 0.6950 $229,880,207
{Tennessee 883,887 1.1 0.88 $3,795 | $3221403871| o06715| $2.183233,134
Taxan 3,073,087 0.90 0.92 $3,798 $9,623,684,680 08418 $8,178,480,808
Utah 195,687 0.77 0.96 $3798 |  $548.144220 | 07438 545
Vemont 65,000 0.97 0.94 $3,795 $228,705,634 | 05955 $134,407, 705
Virginia 608333 ] 1.02 0.91 $3,795 $2,136,300.244 0.5000f $1,068,154,622
Washington §54.333 0.91 1.04 $3,795 $1,987,483,781 | - 0.8424 $1,078,000,344
Waest Virginia 374333 1.01 0.85 $3,795 | $1,219302,188 | 7572 $923,255,618
Wisconsin 559,667 120 0.91 $3,795 $2,316,453,901 0.6047] $1,400,759,674
Wyoming _ 53333 087 0.83 $3,708 46762644 | 08363 $96,320,323
u.s. 37,285,667 1.00 1.00 $3.798 | $141,499.10S.000 $81,985,918,560
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STATEMENT BY SEN. BOB GRAHAM
SENATE FINANCE COMMITTEE
SEPTEMBER 26, 1995

Thirty years ago, President Johnson signed the law creating the Medicare and
Medicaid programs. At a ceremony in Independence, Missouri, President Johnson issued
former President Harry S. Truman the first Medicare identification card in recognition of
President Truman’s early effort to create the national health care program for elderly
Americans.

Supporters of guaranteed health care for the elderly and poor in our nation rejoiced at
the establishment of Medicare and Medicaid. For example, thirty years ago, America’s
elderly and poor were in dire need of health coverage. A 1962 National Health Survey
showed that three-fourths of all seniors not in institutions suffered from one or more chronic
conditions. Forty percent of the aged had a chronic condition that prevented or severely |
limited their activity. Twenty percent of the aged were either confined to their homes or
needed help getting around.

Medicare and Medicaid have changed all of that for the elderly, disabled and poor.
These two programs have played a large role in the significant improvements in a variety of
key health status indicators, such as infant mortality and life expectancy at 65 years of age
that has occurred since 1965.

Quality of life. Today, Medicare provides 33 million Americans over age 65 and 4
million people with disabilities the security of guaranteed quality health care. Medicaid
covers 33% of all births, 25% of all children and is the primary payer of nursing home
services.

Improved health status. While the quaiity of life for elderly, disabled and the poor




has improved since the implementation of Medicare and Medicaid, so has their health status.
Life expectancy in Florida has risen from 69.8 years in 1960 to 76.6 years in 1994. The
number of people in Florida over age 85 in 1960 was 10,500. Today it’s more than 270,000
-- nearly 2 percent of the State population.

Moreover, the infant mortality rate in Florida decreased 19% between 1984 and
1992 -- from 10.8 to 8.8 per 1000 live births.

Nationally, according to an article by Nancy De Lew in the lJuly 19, 1995, issue of

The Journal of the American Medical Association, "Medicaid coverage has improved birth

outcomes, childhood immunization rates, access to well-child preventive services, and the
health of children."

Better health and longer life for Americans is attributable in large part to Medicare
. and Medicaid, but what ought to be a celebration of their success has instead become an
occasion of anxiety and apprehension. Despite these successes, the word "entitlement" has
become an extreme pejorative.

These programs, which serve as the nation’s safety net,' have become victims of their
own success. Their strongest opponents use any measure which appears to create an
individual right to federal funds as heresy. Previous advocates of entitlement have dropped
tﬁe word in favor of "guarantee".

Balance must be achieved between the health status of our nation’s people and
restraining health care costs. Cost containment can certainly be accomplished Without totally‘
threatening these health programs and has been done in the past. Modernization and

moderation are the answers.

In should be noted that the changes enacted to the Medicare program during the



Reagan Administration were successful at maintaining coverage while slowing the rate of
increase in spending. In fact, for 8 out of 10 years ending in 1993, Medicaid had a lower
per-person growth rate than private plans.

Radical cuts are not the solution, particularly to fund tax breaks for the wealthy.
Unfortunately, the proposals before us reduces an unprecedented $452 billion from

anticipated Medicare and Medicaid expenditures over the next seven years. |

This plan resembles the old "bait and switch"....

It does so by threatening the contract and commitment that our country made to the
elderly of this nation in ensuring their health coverage. It also does so by slashing huge
holes in our nation’s safety net for the uninsured and poor. Access and quality are put at
tremendous risk by this proposal.

According to the Congressional Budget Office, the Republican plan would limit
Medicare and Medicaid spending to increases of 4.9 and 1.4 percent and year per recipient.
By contrast, private health care spending is projected to increase 7.1 percent a year per
person. This budget proposal is clearly unrealistic, unfair and undeserving of support.

Instead, we should keep our contract with the elderly and work to extend the Trust
Fund through the next decade with one-third of the cuts contemplated by the plan before us.
Medicare has lived up to its promise and should not be recklessly tampered with, as
contemplated by the proposal before us.

In addition, we should tread very carefully with the radical changes offered ‘in the

Medicaid program through a block grant. A recent report by the Kaiser Foundation for the




Future of Medicaid estimates the block grant proposal will cause 8.9 million Americans to
lose health coverage. That is a 19.5 percent reduction in the projected number of Medicaid
beneficiaries for that year.

That would bring the total number of uninsured Americans to more than 50 million,
placing tremendous additional pressure on our nation’s health care system, further
complicating efforts to balance the budget, and creating an enormous cost shift to state and
local governments.

For states, this will be the "great white shark". Overwhelmed by increasing costs, no
federal recognition of either economic or demographic changes and the cost of treating
people with chronic illness, states will have the Hobson’s choice of denying treatment for
pre-existing conditions, establishing lower eligibility standards for all, or flatly denying
coverage for certain conditions such as AIDS. Children will be highly at risk.

As the General Accounting Office said in its July 1995 report entitled Medicaid and
Uninsured Children, "Changes to the Medicaid program that remove guaranteed eligibility
and change the financing and responsibilities of the federal and state governments may
strongly affect health insurance coverage for children in the future. Children account for
only a small portion of Medicaid costs. Because they represent almost half the participants,
however, any changes to Medicaid disproportionately affect children. Changes to Medicaid
that result in reducing the number of children covered, without any accompanying changes in
the health insurance marketplace either to er;courage employers to provide dependent health
insurance coverage, or to encourage families to purchase insurance, or to provide other
coverage options for children, could lead to a significantly increased number of uninsured

children in the_future. "



The federal guarantee for our nation’s most vulnerable populations does not have to
be removed to control costs in Medicaid. Instead, the program could be disciplined by
limited annual growth in federal spending per beneficiary. Ironically, this option --
otherwise known as a “per capita cap” -- was included in health reform proposals introduced
by Sens. Bob Dole, Bob Packwood, Phil Gramm and John Chafee in 1994. Fortunately,
Sen. Chafee is once again considering this important alternative and compromise to block
grants. I urge members to support his bipartisan effort.

As Emily Friedman wrote in The Journal of the American Medical Association, "So
far, we have been unable, as a nation, to come up with better means of addressing the basic,
visceral human troubles that Medicare and Medicaid seek to alleviate; until we do, these
programs remain the best answers we have. And their underlying mission remains
necessary, even as they are reconfigured, as they have been so often. For no matter how
many times they have failed, they have accomplished much; and it is painful to contemplate
the burden of suffering that Americans would have borne without their protection. "

These proposals to radically overhaul what has been successful Medicare and
Medicaid programs come before us without hearings and debate. Many questions remain

unanswered.



OPENING STATEMENT
SENATOR DAVID PRYOR

Committee on Finance
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To be honest, Mr. Chairman, | feel somewhat, overwhelmed by just
the thought of the task before us -- and I'm finding it hard to comprehend
the full impact of the proposal we are considering. Today this Committee
will attempt to cut expected outlays in the Medicare program by $270
billion, and Medicaid by $182 billion. At the same time, or very shortly
thereafter, we will also be discussing a $245 billion tax cut. As many
changes as | have seen this panel enact in the twelve years that | have
served on it, | don't believe that any action we have taken to date compares

to the magnitude of the proposal before us.

Medicare

Simply put, this proposal would make sweeping changes and seriously
alter the Medicare program as we know it. While it is clear that changes are
needed in this program, | believe it is our duty to ensure that those changes

are made in a responsible manner, and that older and disabled Americans can



continue to rely with confidence on the health security provided under this
program.

Unfortuna'tely, while this proposal is intended to encourage more
seniors to enroll in so-called managed care plans, it appears that the plan
may be less than adequate in terms of providing beneficiary protections. In
fact, while I've not seen the legislative language, it appears that the plan
may actually eliminate some protections currently available to beneficiaries
under present law. This could lead to beneficiaries moving AWAY from
managed care plans, rather than the other way around. It would be very
short-sighted of us to reduce protections at a time when we're trying to
encourage expanded coverage. | would urge that we take steps to ensure
that the bill we report out of this Committee will more adequately address

these concerns.

Medicaid
| also have grave concerns about many of the changes that this
proposal would make to the Medicaid program.  In addition to making
unprecedented cuts, the proposal elim‘inates many of the conditions states
must currently meet in exchange for generous Federal funding.
We can all agree that the Medicaid program is not perfect. In fact,

many of us on this Committee have spent a good deal of time over the last



few years trying to improve this program. | am concerned, however, that
this proposal to block grant Medicaid and cut Medicaid spending would have
devastating consequences for those who rely on the program for their health
and long-term care.

| have some very broad concerns about the impact of the cuts
generally. But beyond those concerns, the proposal would also make some
very specific changes to Medicaid which | believe to be ill-advised and, in
some cases, dangerous.

Specifically, | am strongly opposed to elimination of the nursing home
quality standards we put in place back in 1987, with the leadership of our
former colleague, Senator George Mitchell. These standards have just been
fully put in force and were the result of recommendations made by the well-
regarded Institute of Medicine in response to years of documented abuses in
nursing homes. By turning back the clock to a time when we took our
responsibility toward these most vulnerable citizens less seriously, we turn
our backs on them.

Additionally, | have concerns about elimination of the spend-down and
spousal impoverishment provisions which are so essential to many families
who desire but lack the means to care for their infirm parents and
grandparents.

Further, the proposed legislation makes significant changes in the



Medicaid drug rebate program which appear to essentially "gut" a program
which has saved billions of dollars since 1991. | fail to see the reasoning
behind watering down or eliminating this important program at a time when
states need every possible means they can employ to save valuable health
care dollars. We talk about eliminating strings.so that states can save
money -- here is a "string" that actually provides states with a lifeline that
helps them stretch their dollars further.

Finally, Senator Chafee and | have had some discussions about the
need to correct an unintended consequence of last year's GATT treaty which
slows the ability of consumers and Federal health care programs to save
money by purchasing generic drugs. Correction of this oversight would save
hundreds of millions of dollars for Medicaid, and there would be additional
savings to other Federal health care programs such as those run by the VA.

| hope we will be able to address that problem as part of this legislation.

Mr. Chairman, as | mentioned earlier, we have a monumental task
‘before us. .| Igok forward to learning more about your proposal as the day

proceeds.
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Mr.}Chairman, today we take the first step

toward saving and strengthening Medicare.

For years, we have been warned from bdth
(i> Republicans and Democrats that -- sooner
or later --'something would have to be
done about uncontrolled entitlement
spending. Unfortunate1y,|1t came as a
surprise to learn how soon a crisis would
be upon us. In an Apr11/3rdlreport, the
Board of Trustees of the Federal Hospital
Insurance Trust Fund stated that "the




(i) trust fund does not meet the Trustees’

short-range test of financial adequacy."

What does this mean?.'if means Medicare,
the primary health insurance program for
approximately 113,000 South Dakota
seniors, will be officially bankrupt in
~seven years. This means that by November
of 2002 there will be no money 1eff in the
Trust Fund to pay for the hospital and
other health care services théy'current1y
receive under Medicare. Medicare, as we

know it, would be gone.

Faced with this crisis, how has the

Congressional Republican leadership
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responded? We are responding by taking
swift action. The Trustees -- three of
them being members of President C11hton’s
cabinet -- state that "the Congress must
take timely action to establish long-term
financial stability for the program."

That is exactly what the Senate Finance
Committee’s plan for Medicare reform would
accomplish. How? Basically, our plan
wou]d take an inefficient out-of-date
system from the 1960s, and make it work
for the healthcare needs of the 1990s.
This stronger, more efficient Medicare
system would still grow but at a rate that
will not result in a financial meltdown.

Our plan would slow the growth of Medicare
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(i) from the current rate of 10.4 percent to a

more reasonable 6.4 percent. That’'s still
twice the rate of inflation, but a growth
rate reasonable enough to enable Medicare
to pass the Trustees’ 10 year test fdr
so1véncy. Each year, there would be more
money to spend per South Dakota Medicare
beneficiary -- specifically, $1918 per

year over the next seven years.

This plan would more than just save the
care elements of Medicare, it would make
Medicare more user friendly for
beneficiaries in different parts of the
country. I thank Chairman Roth for his

willingness to include in our plan a
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(i) number of reforms‘designed to improve

N

Medicare for rural recipients. As a
senator from a rural state Tacking in
managed care, I face the difficult task of
defining the benefits of Medicare reform

to a state comprised heavily of senior

citizens, many of whom desire to remain in -
~ their current fee-for-service plan.

South Dakota only recently began the move

towards managed care. Many are uncertain
as to how it can benefit rural areas. I
believe the inclusion of this "rural
package” in the Committee’s Medicare
reform p]én would great1y enhance the

quality of health care delivery systems in
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(j) South Dakota -- and all other rura1.

states.

Mr. Chairman, it is time to play it
sfraight with the Amébican people.

- Medicare is too important an issue for
partisan politics. There is still time to

put rhetoric aside and work together in a

O

bipartisan fashion to save Medicare from
bankruptcy. My own mother is a Medicare
beneficiary. Therefore, the issue of
continued Medicare solvency hits very
close to home for me. Simply seeking to
destroy a reform plan is simply not an
) option. Leadership is needed. Medicare’s

trustees have said the time for
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(j) congressional action is now. If we do
nothing, we can expect Medicare premiums
to increase by 300 percent; payroll taxes

will double, and Medicare will still go

broke.

The bottom 1ine for the Republican plan is

(:) simple: OQur plan would preserve the
Medicare system fdr future generations.
Under our plan, Americans who are wofking
and paying into the system would enjoy at
least the same benefits and security that
fetired Americans enjoy today. We have
responded to the message from the American

) people that Congress must save Medicare.

South Dakotans have more than called for



.8-

action, they have provided me with a
number of suggestions about how best we
may preserve, protect, and improve
Medicare. I am pleased, many of their
cdncerns have been addressed, and met, in
this reform package. Their voices are

| being -heard. I have confidence that with
this plan we will fulfill our goal. 1
want to thank my fellow South Dakotans for
their guidance on this very complex
subject. Their constructive
contributions and suggestions will go far
to make the Medicare program better and
stronger. I am fortunate to be their
Senator, and am also fortunate to play a

part at a critical time in history, and
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(i) help deliver a comprehensive plan to

ensure a better Medicare system for years

to come.

: w1th‘regard to Medicaid, I applaud the

tremendous efforts of this Committee in
developing a reform plan that will give
states the opportunity to design and

implement their own Medicaid plans in a

cost-competitive environment. I believe

~ this will go far in ensuring a more

efficient system.

Currently, more than 65,000 South Dakotans
are enrolled in the Medicaid program'--

including 54 percent of the State’s



-10-

(j) nursing home patients. During 1994, South
Dakota’s Medicaid reimbursements totaled
moré than $263 million. These figures
demonstrate how crucial Medicaid is in
providing health care services to the

- people of my state. And South Dakota has
been able to hold its rate of cost growth

C:) between four and five percent in recent
years. I do have some concerns as to how
a revised "federal match" formula will
1mpact South Dakota, as the State has

~ benefitted from a rather high -- but
necessary -- federal matching rate.
However, in an effort to address one of
f\) the most urgent problems facing our nation

today -- our nearly $5 trillion debt -- we

t—‘_—_._L—,” B
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(j> in Congress must examine ways to slow the
growth of Medicaid. And that is precisely

what this Committee has done.




