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Keb N ORIGINAL

EXECUTIVE COMMITTEE MEETING ON LEGISLATION TO REDUCE THE

FEDERAL DEFICIT FOR FISCAL ¥EARS 1987, 1988aAND 1999,

PURSUANT TO INSTRUCTIONS RECEIVED UNDER S. CON. RES. 120,

AND TO CONFIRM WILLIAM F. NELSON TO BE CHIEF COUNSEL OF THE
’ S

INTERNAL REVENUE SERVICE

TUESDAY, JULY 22, 1986

U.sS. éenate

Committee on Finance

Washington, D.C.

The committee met, pursuant to notice, at 2:22 p.m. in
Room SD—2}5, Dirksen Senate Office Buildiﬁg, the Honorable
Bob Packwood (chairman) presiding.

Present: =Senators_Packwood, Dole, Danforth, Chafee,
Heinz, Wallop, Durenberger,'Armsfrong, Symms, Grassley, Long,
Bentsen, Matsunaga, Moynihan; Baucus, Boren, Bradley,
Mitchell andAPryor.

Aiso present: O. Don Chapotoﬂ, DeputyfAssistant
Secretary for Tax Policy and Dennis Ross, Tax Legislative
Counsel, Department of the Treasury; Glen Héckbarth;_Depuﬁy
Administrator, Health Care Financing Administration.

Also present:} Bill Diefenderfer, Chief of Staff; Ed
Mihalski, Deputy Chief os Taff; John Colvin, Chief Couﬁsel;
Randy Weiss, Deputy Chief~of Staff, Joint Committee on

Taxation; Frank Cantrel, Tax Counsel; Bill Wilkins; Chief

Counsel, ﬁinority; Bruce Kelly, Health Counsel, Minority; and

Susan Taylor, Administrative Director.
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The Chairman. Let's get started, in the hopes we can
go through the list of suggestions. I would like to finish
today if we can; otherwise, Wwe are set to come tomorrow.

And when we have a quorum here, do we have enough notice
to send Mr. Nelson out if we have a quorum? ALl right. We
can send him out when we have a quorum.

I also would Llike, and I know of no objection--we just
had the hearing on William Nelson to be Chief Counsel of the
IRS. I would tike to send him out today when. we have a
quorum. Good man.

Let's get started. We have to, unde} the reconciliation
ordef, reduce outlays over three years by $4.1 billion and
increase revenues by $8.3 billion.

And for our purposes here today, if we adopt any item
which dincreases spendihg in our reconciliation package, we
have got to offset the spending with additional savings or
revenues.

I have asked the staff to put togéther a package. In
some cases, they have talked with a number of your staff.
There is some concensus; there is some objection. My mind
is quite frankly open as to how we meet the totals, but
meet them we must.

So, if the staff wants to start down the proposed Llist,
then we will see where we come out.

Mr. Mihalski. Yes, sir. AlL members should have a
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3

package which is six pages, which starts with the beginning
pages, the instructions to the committee; and then the
second page is a detailed List of proposals and savings
amounts associated with them, and there are two pages of
that. And that is what I will be going down.

The Chairman. ALl right.

Mr. Mihatski. The first proposal is to provide a rate
of increase--an increase in the rates--for hospitals under
the progpective payment system, and other hospitals under
Medicare, to allow their rates to go up--their payments to
go up--by 1.5 percent.

That is in ¢ontrast to the Admﬁniétration's proposal
in reguLation to allow an increase of. one-half of a perbent
--a.habf a percent--and the Prospective Paymemnt Assessment
Commission's recommendation of anywhere from 1.9 to 2.2
percent.

The second proposal deals with reform of capital
payments for Medicare hospitals. Currently, those hospitals
are paid on a cost reimbursed basis, and those casts are
passed through to the Medicare program.

This proposal is a modification of a Durenberger bill
which basically would allow a transition period. Over a
10-year transition period, we would move from hospital
specific costs, that is the current payment method, to a

method where the prospective payment rates for hospitals

Moffitt Reporting Associates
Falls Church, Virginia 22046
(703) 237-4759




e

10

1

12

13

14

15

16

17

18

19

20

21

22

23

24

25

would include the costs of capital; and there would be no
distinguishing them between capital versus noncapital
payments after a 10-year. period.

That particular proposal also includes an outlayer
policy which would allow hospitals which have capital costs
in excess of twice the average to be paid an additional
amount which would be equal to 80 percent of those costs
which are above fwice the average.

" The third proposal then is the secondary payer, as it
is Listed here. The secondary payer proposal is an extension
of the Logic behind the Qorking aged: provi;iong.that this
committee has adopted in the past.

What it requires is that any employer must offer to
his disabled workers the same kind of coverage--health
coverage—-~that he offers to all of his other workers.

Those disabled workers can then elect to that coverage
-—-the Medicare beneficiaries--can elect that coverage as
primary so fhat Medicare then is secondary to the employer's
group plan.

The enforcement mechanism for this provision is one
which involves imposing an excise tax on any employer who
does not comply, equal to 25 percent of his group plam cost.

The Chairman. Say that again.

Mr. Mihalski. The way we enforce this is to apply an

excise tax on every employer who doesn't comply, equal to
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1 25 percent of the cost of his group health plan--his cost

{t) 2 that he is paying for his health insurance for his employees.
\
3 The Chairman. Let me stop you just a minute. We have
4 a quorum here now. Is there any objection to the committee
5 reporting William F. Nelson to be the Chief Counsel of the
6 Internal Revenue Service?
7 | We just had a hearing on him. His FBI report is
8 exemplary from all of the comments on him--friends, clients,
9 || associates, teachers, everybody. 1Is there any objection to
10 reporting him out?
1 . (No response)
12 The Chairman.  Without objection.
13 Mr. Mihalski. The next provision on the List is on
<:) 14 line 6. It is listed as inhekent>reasonableness. This is

15 an adaptation of some regulations of the Administration

16 which would allow the.Secretary to modify the amounts that
17 are paid physicians to bring them in Lline with what would
18 be considered inherently reasonable levels.

19 For example, in certain types of surgery that were

20 initially very expensive, and there were very few surgeons
21 who did these particular operations, over time now are done
22 in a very rapid order, and most doctors can do them. But
23 the prices that the doctors charge have not declined to

2 reflect that kind of technology.

{f; 2 The Chairman. I have heard of a Lot of euphonisms to
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try to cover something and make it appear acceptable, but
inherent reasonableness is about the best you can find, I
think.

Mr. Mihalski. We simply adopted the Administration's
Language, Senator.

(Laughter)

Senator Durenberger. Mr. Chairman, it is true that we
are actually trying to make their reasonableness more
inherently reasonable with some modifications to the route
that they have been on.

Mr. Mihalski. That is correct. We go beyond and would
adopt slightly different rules than what are in the
regulations.

On Line 7, the Medicare économic index is a proposal to
change the Llimiting factor, or the index that is applied to
the increase in certain components of physician fees;

As you know, the way we pay physicians is very
compLiéated, where we pay them the Lowest of their actual
charge, the charge they might customarily make,_and then
a charge that is supposed to represent what physicians 1in
the same locality charge.

This index is applied to that charge that represents
what physicians in the same locality charge. Inithe past,
it has included in it as an index a reflection of the costs

of operating a doctor's practice, his office.
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And because the Bureau of Labor Statistics has changed
the CPI component where they now reflect different elements
of th you measure home ownership and office costs, this
would reflect those same changes in this index and do it
retroactively and then phase it in over two years, as
opposed to the Administration proposal to do {t all at once.

The next proposals, on Lines 8 and 9, have to do with
the end stage renal disease program, which is a prograﬁ for
patients with kidney failure.

Line 8 would reduce the amount we pay physicians who
treat those patients. The proposal was. the Administration's
proposal and the General Accounting Office, after a study
of the data behind the proposal and taking an independent
Look at what doctors are doing, agrees that the reduction
is reasonable.

On Line 9, the ESRD fachity rates, this is an amount
that is paid the facilities that actually provide the
dialysis service.

This particular reduction is a one dollar reduction in
the rates as opposed to an $11.00 reduction in the rates that
the Administration ‘has proposed by regulation.

There are many people who feel that we do not know
enough about whether the reduction is reasonable or not
-~that is, the Administration's reduction is reasonable or
not-—-and since we have a problem with putting a straight

Moffitt Reporting Associates
Falls Church, Virginia 22046
(703) 237-4759




8

moratorium on the implementation of the regs because that
(t} 2 would be an extraneous matter under our current markup
procedures, what we have done is simply reduce those rates
then by $1.00, in effect trying to protect those ESRD
facilities until we can get better data from the General

6 Accounting Office, which we will request and get hopefully

7 next .year.
8 Item number 10 is an ambulatory éurgery reform that
9 again .is based on a bill that Senator Durenberger introduced._
10 Basically, what we do is pay for ambulatory surgery
n which is provided in hospital outpatient'départments, and
12 we pay the lower of two amounts--either fheir costs, which
13 is what they are being paid now, or the prospective rates
14

that the Secretary has established for ambulatory surgical
15 centers, which are independent units that are often sitting

16 |l out in the neighborhood away from the hospital.

17 And over time, then, there would be adjustments in those
18 rates so that the outpatient departments and the ambulatory
19

surgical centers will be paid basically on the same basis.
20 | They would receive the same amounts for the same kinds of
21 surgery.

22 The other piece of this proposal removes the waiver
23 | that the Congress currently has on imposing the 20 percent
24 deductible under Part B on the services that are received

- 25 || through the ambulatory surgical centers and these hospital
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outpatient departments, so that the playing field is even.

The waiver was put in place to try and get people to
go to ambulatory surgical centers. There now is of course
a big shift toward outpatient ambulatory surgery, and so
that particular kind of dncentive is no longer required.

Item number 11 is the periodic interim payment
elimination. Currently, the Medicare program pays some
hospitals--those who elect~~payments which are made every
two weeks, aﬁd the idea is that we even out the cash flow
to these hospftaLs.

The proposal, it was felt, made good sense when we were
pa;ing hospitals on a cost reimbursed basis and nobody knew
what their costs were; and indeed you did not have final
settlement on their costs until after the year was complete.

This proposal would eliminate this PIP mechanism for

any hospital that is on a prospective payment because, under

‘prospective payment, hospitals now get paid every time they

discharge a patient and submit a claim to the program.
However, to try and mitigate the effects of removing
and getting rid of this every two week payment, we certainly
want those claims as they come in from the hospitals to be
paid promptly.
So, the proposal also includes a prompt payment element
which will require the Secretary to pay 95 percent of all

those claims that are clean-~-by clean, I mean those that
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are not missing any data and can be processed-~within 24
days after they are submitted. And that is from the time
the insurance company that is under contract with Medicare
gets the claim, it has 24 days from the date it receives it
until the date it writes the check and sends the money to
the hospital.

This would also apply under - the Part B progam. It would
apply as prompt payment for everybody--payment to hospitals,
payment to doctors, payment to individuals for their doctors
bills and olther services.

The Part A deductible is a proposal to Limit the
deductible. As you know, anybody who enters a hospital as
a Medicare beneficiary now is liable for this year about
$490.00 and some as an out-of-pocket expense the day he
is admitted. That is his deductible.

And that deductible increases from year to year,
depending upon what the average cost of a hospital day is.
Next year it is expected that the deductible will go from
about $490.00 to about $572.00. This would limit that
increase to $520.00. It would set it at $520.00 next year,
and then Llimit it in the future by linking it not to the
cost of a single day but to the cost of a hospital admission,
which is a lower increase. It is a rate of increase at a
little slower nate.

Under Item 13, last year this was a proposal that was
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a piece of a larger proposal. And basically, what it does
is it allows home health agencies to be paid without the
imposifion of Limits on a per-service basis.

I will try to explain that. A home health agency may
have a Llimit on, for example, skilled nursing services and
a separate Limit on homemaker aide services. 'And those
Limits currently are applied to each service independently.

Under this proposaL, they would be able to aggregate
all their costs together and then apply the Limits. So,
this would basically help home health agencies to provide
seryices to'patients by providing them with more money.

Senator Bradley. Mr. Chairman, I just want to confirm
that the package prohibits HCFA from setting separate cost
limits. Is that right?

In other words, if a local agency wants to vary how
much it spends according to physical therapy or how much it
uses for skilled nursing or social work, that is up to that
agency. It is an overall Llimit, and they can work it out
as they choose.

Mr. Mihalski. That is right. There are still separate
Lim{ts, but they in effect cannot be applied to each separate
service.

Senator Bradley. And as I understand it, this is not
retroactive.

Mr. Mihalski. No, sir. Because we are trying to put
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together a package that stays within certain boundaries, we
had made this effective for cost reporting periods for home
health agencies beginning October 1 of 1987. This doeés not
dip back in the past.

Senator Bradley. 'So, if HCFA did make separate Llimits
in the past, those would stand?

Mr. Mihalski. Yes, sir.

Senator Bradley. My hope is tHat, in conference, we
could show a Little flexibilfity on the retroactivity
provision because there are many home health care agencies
that are adversely affected by a ruling that isn't pursuant
to what our intention was. \

Mr. Mihalski. On Lline 14, this is the waiver Lliability/
appeals. This is basically a change in what the
Administration has done in administering the home health
benefits.

Currently, hospitals, nursing homes, and several other
kinds of providers can submit claims and, if they didn't
know that the claim would be denied, as long as:the number
of claims that they submitted was below a certain error
rate, so to speak, the program will pay those claims.

However, certain claims,the Administration has taken
action to exclude certain claims from that waiver Liability
status; and these ‘are so~called "technical denials" because

the patient was not homebound, which is what the rules
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require, or the patient received care that was more than
intermittent, which is also what the law requires.

So, in short, this basically allows those kinds of
claims now to be applied under this waiver of Lliability
rule. There will be an increased expenditure because some
of those claims will be paid.

In addition, because we do that, because we make these
ctaims now eligible for this wéiver of Lliability, those
claims cén now be appealed through the administrative
law judge process.

In doing that appeal, the administrative law judge,
however, cannot Look.behind anything that is not either iﬁ

law or in regulation. And most of the rules that have

established these kind of denials are in manuals=--instruction

manuals—-—that the Administration has issued.

So, in order to prevent a great deal of appeals then
from just going ahead and costing a substantial amount of
money, we require that those rules that are in manuals be
put into regulation. And throughithem, the ALJs can Llook
at what are in regulations and then apply the law that way.

Senator Bradley. So, the terms "homebourid" and
"intermittent care" will have regulations defining them?

Mr. Mihalski. VYes, sir.

On Lline 15, the quality of care initiatives. There are
several initiatives in that particular package, the first of
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which would be to waive the Lliability for a patient who is
in a hospital and is told he must be discharged, but the
patient does not believe the discharge should occur when
they say it'will.

And therefore, they appeal to the PRO, the Peer Review
Organization. In the past, it has been quite possible for
the hospital to start charging the patient for the days
that they stay beyond what the doctor or hospital said was
medically necessary.

This would basically hold the patient harmless for
those charges until the PRO decided whether the discharge
was appropriate or not.

In addition, there would be a requirement that patients
are notified of their rights of appeal and notified of what
their financial Lliability is and what kind of post=hospital
services and care is available to them under the Medicare
program.

Another part of the proposal would require that all
hospitals provide for timely discharge planning.

Currently, when a person i1s ready to be released from
a hospital, some hospitals may do extensive discharge
planning; that is, they may decide what the patient needs
after he is released from the hospital.

If they need nursing care facilities, they will identify

the facilities the person can use. If they need home health
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services, they will identify where thelperson can get them.
This proposal, ' in brief, would basically require that
that happen in each and every hospital.
Senator Heinz. Mr. CHairman?
The Chairman. Senator Heinz and then Senator Chafee.
Senator Heinz. Mr. Chairman, excuse me. I would just
Like to clarify something on this provision. Would the

provision in the chairman's propbsa( include asking the

'PROs to lLook at post-acute care?

Mr. Mihalski. No, sir, it does net, There was extensive
discussion as to whether to require PROs at this time to
look at the ca}e that is.providedlaftén‘évperson leaves the
hospital.

And we felt that, because of a recent court ruling,
which sort of puts the whole PRQ program in a Little state
of disarray, and the fact that the Finance Committee has
not held any hearings really to identify what the problems
might be with that process and what additional burden this
might place on those particular PROs, and how that might be
funded, we have put that off.

And Senétor Durenberger has indicated that he would
Like to have hearings on this next year to learn what the
problems are, how this matter might be properly addressed.

Senator Heinz. Now, just one other point of

clarification. There is a new round of contracting with
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PROs. When does that begin?

Mr. Mihalski. There is a round currently under way,
and the new round, I understand, will begin about in about
two years from now, just a Little short of two years from
now.

Senator Heinz. Would the concern that you just

expressed be relevant if we got the Health Care Financing

Administration geared up to include the coverage of post-acute

care, not in this round that is ongoing, but in the next one?

Mr. Mihalski. Yes, sir. I think that is what the
intent would be, is to sort out what exactly should be done
and then put that in pLace'wifh this cpming round.

Senator Durenberger. John, would you yield?

Senator Heinz. Yes, I would be happy to.

Senator Durenberger. By way of clarification, and for
those who weren't able to participaée in the hearing that
we held on the issue of quality assurance, this issue of
peer reviewing those parts of the settings in which people
are cared for after they leave the hospital was raised then
by John, because we talked about his bill.

And there is no question in my mind that we are going
to have to do what Senator Heinz has asked us to do. I
think his reference to having hearings was precisely as to

what kind of peer review do‘you want to do on skilled

nursing facilities and so forth; but I think it is certainly’
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appropriate to consider John's proposal that we look at
somé Language in here that puts the Secretary to work now
and commits us to doing peer review after 1988, Leaving
the precise nature of what we do up for grabs.

Is that what you are looking for?

Senator Heinz. Absolutely correct, Senator Durenberger.
Yes, Dave. And just so that the members of the committee are
not in doubt as to what we are talking about; we have a bill,
S. 2331; and that bitl, which not only specifies we are not
talking about renegotiating contracts, we are talking about
the future round.- Also, it is not a comprehensive review
of every post-acute case.

It is a selected, targettéd, réther modest sampling of
what is going on, and I think, Ed, that you are familiar
with that; but I just wanted to bring to the attention of
our colleagues that this is, first, modest in cost, and it
is not a huge mass of administrative burden.

So, I hope that our colleagues will look at that. Thank
you.

Mr. Mihalski. Senator, clearly, we can indicate to the
Administration that they ought to get working on this issue
in report language. If we adopt legislative language to
require it, there will be some costs involved.

Senator Heinz. Yes. I am advised that the cost is

$28 million over three years?
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Mr. Mihalski. About 28 over three.

Senator Heinz. Given the amount of money--and I am
expressing a personal point of view admittedly--given the
amount of money that we are saving first on DRGs by virtue
of moving people out much more quickly into these post=~acute
care settings, that seems to me--%$8 million a year--in terms
of the Liferatly_bitlions a year we afre saving, to be a
very small insurancé;poticy of equality of post-acute care.

I am speaking for myself, and whether my colleagues
agree or disagree, that is for another time.

The Chairman. Golahead, Ed.

Mr. Mihalski: Tﬁeré are other pieces of the quality .of
care initiative. One would be to have the Secretary implement
a pilot program because one of the problems has been that
people get into nursing homes after they are in a hospital,
or they get into a home héalth agency; gnd it is only after
they'havé been there for a while that they find out the
program will not pay for those costs.

So, this pilot program would look at getting some kind
of a preauthorization so that the patient and the nursing
home or home health agency know that, if they admit or start
to treat that person, that those costs will be coveréd.

One other issue, of course, is to allow providers to
represent beneficiaries on their appeals of their claims
when those claims are denied.
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Currently, only the individual can appeal their denial;
and this would allow the providers to assist them in that
process.

There were also a couple of other small pieces of the
pfoposal. Most of the stuff, I woutd point out, does come
from Senatoh Heinz' quality bill. Allowing PROs to get
information directly from fiscal intermediaries, that is,
the pebpte who administer the Medicare program -and directly
also from the hospital on patients. So, it facilitates the
job that they can do.

And also, to require those PROs to at least do a sample
review of the people who are disbhargedhfrom the hospital
and then are readmitted to the hospital within 30 days.

There have been some serious concerns that some of
these premature discharges are simply a person being
discharged prematurely, and it tunnsAoutAthen they are
readmitted because they really weren't well enough to go
home and they got sicker while they were home. And nbw,
they are back in the hospital.

So, the PROs will be required to Look at a sample of
those readmitted within 31 days.

And there also would be a provision to have PROs share
some confidential information on pfoblem areas that they
find with State licensing authonities and national crediting

bodies.
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The next item is on line 22, which is=--I am sorry; I
missed Item 16, which is outcomes research. This basically
sets aside money to do research on why there are differences
in outcome for different medical treatments.

There has been some recent work that has been done in
this area, and you will find that you have significant
differences in the length of time a'pétient is in a hospital,
although the person in Maine, for example, had the same
procedure as the person in Oregon; and yet, there are
significant differences in the length of time they are in
the hospital.

And this research would Llook at_ﬁhat accounts for those
kind of differences, whether they are.medicatly necessary,
and what might be done to even those differences out.

Senator Moynihan. MWMr. Céairman, could I ask a question?
Would you Llike to go through the-iwhole pége?

The Chairman. I would like to go through the whole
page and the revenue page; and then make a quick statement,
and then say all right, fellows, we are open.

Senator Moynihan. I would like to make a proposal
about the capital reimbursement.

The Chairman. f would just as soon go through the
whole List if we can. Although he refers to this as the
chairman's proposal, lLet me assure that, apart from some

very quick briefing that Ed has given me, I simply said put
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this together with as many of the staff as you can talk with
and see what you come up with, and it will be open for
changes as we go. |

Senator Chafee. This is a staff proposal?

Mr. Mihalski. Yes, sir.

The Chairman. This, I must confess, is a genuine staff
proposal, although égcl go through my memo, I see your name
in here frequently, as this is a Chafee suggestion or a
Chafee staff suggestion, on a fair number of these.

But it is not my proposal. I can't claim paternity.

(Laughter)

Senator Chafee. I had better reéfrict my questions then.

(Laughter)

Sénator Chafee. Mr. Chairman, in answer to Pat's
question, did you say that you want us.to hold up on asking
questions until we are finished? |

The Chairman. I don't mind your asking questions about
understanding what is in it. I would just as soon not have
any suggested proposals for the moment until they finish
the Llist gnd the revenue suggestions.

Senator Chafee. I would just like to ask a quick
question then, if I could, on the quality assurance provision
and a patient asking for an appeal. See if I understand
this correctly.

Let's say a patient is in the hospital and the physician
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determines he should go out on the 1st. As I understand
the changes, now he thinks he shouldn't get out, and so

he can appeal. And the PRO must give him a decision within
two days. Is that right?

Mr. Mihalski. Yes, sir.

Senator Chafee. Now, we are up toAthe 3rd. Now, Llet's
say that the PRO decides that he should get out on the 5th;
but if I understand this, the hospital is prohibited from
charging the beneficiary until the fourth day after he
receives: the notice?

Mr. Mihalski. Yes, but the intent of that-- The notice
in that case, I think, wouLd.be deniéé;'”benial. In other
words, the PRO agreed that the patient should ha?e been
discharged.

Senator Chafee. No, no. We took the case where he
shouldn't have been discharged. They were going to put -him
out on the 1st. He ‘appealed. The PRO group said he should
really stay until the 5th. And he gets the decision two
days after filing, in other Qords, on the 3rd; they say
you go out the-Sth.

But I understand--if I do correctly--that they are
prohibited from charging the patient until the fourth day
after he..gets the notice?

Mr. Mihalskd. The 5th day?

Senator Chafee. Oh, my mistake --
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Mr. Mihalski. Yes, that is correct. It is possible
then for the patient to be discharged on the fifth day
and--or let's say stay in a day until the 6th, and still
be not held Liable for that sixth day.

Senator Chafee. That is right. Four days after getting
the notice. So, although they say yau go ogt on the 5th,
he said, well, I won the appeal and I am not charged until
four days after, so I think I will stay until the 6th. I
like it here.

Mr. Mihalski. ALl right. That is something that we
will have to take a look at. We had piqked that up from
the quality bill and apparently had ndfglooked at that close
enough.

Senator Chafee. Thank you.

Mr. Mihalski. And continuing, going into the Medicaid
items -~

Senétor Hein;. Mr. Chairman, befdre we go to Medicaid,
can I ask one additional question on Medicare?

The Chairman. Yes.

Senator Heinz. And this relates back to the issue of
waiver of Liability. It is my understanding that in the
original staff proposal that the proposal was to implement
this provision, which I gather is basically our waiver of
liability provision that we had introduced in legislation.

In the committee language of a couple of days ago, it
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became effective 90 days after date of enactment. Under
what you have here, it becomes effective July 1, 1987.

Now, I:.don't know what the consequences of that are,
but tet me tell you what my .concern is.

My concern is that the waiver of lLiability expires 12
months after the 10 regional FIs--the fiscal intermediaries--
begin operations. And I don't know enough about the tihing
or that.triggering of that ‘12-month period to know whether
we are going to end up with a-kind of a big, gaping hole
here that I don't think we intend.

Can you respond to that'concernlof mine?

Mr. Mihalski. Yes, sir. 1 mighf gék the Administration:
Can they tell us when the 10 interm?diaries will be put 1in
place?

The reason that we did do the delay from 90 days after
enactment until the middle of the year was because we had
problems with savings in the first'yeqr, and changing the
effective date was the easiest way to get it.

Mr. Hackbarth. Ed, we will not have the regional
intermediaries in place by that date, so there won't be
a hole there.

Senator Heinz. ALl right. Thank you very much.

Mr. Mihalski. On Medicaid, on line 22, expanding
coverage for infants; this is children under one year of age

and pregnant women. Basically, this is an option for the
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States.

The States can elect to provide Medicaid coverage to
these individuals, even though the individuals would not
qualify for AFDC. The limitation, of course, would be that
you can bring people in only up to where they would be at
the poverty Llevel.

So, you have this group of people that are above the
AFDC qualifying level but below the poverty Level, and the
States would have the option of picking those people up.

The children are picked up in the first year only up
to age one, that is, the infants. But over the time, we
increase that by one year so that, in.abouf 1991, the States
will be able to cover children up té age six.

On Lline 23, which is expanding coVerage for the elderly
and disabied, this is a similar provision.

You have a number of elderly pepple who are above the
SSI-~the supplemental security income levels--but are below
the poverty ‘level; and fhis would give the States the optioh
of picking those people up if they wanted to.

And they could either give them the full Medicaid benefit
or they could simply Limit what they give them to filling in
where Medicaré does not pay. ANAnd they could then pay
Medicare's deductibles, co-insurance, and premiums.

The one thing that links these two proposals is that

the States cannot elect to cover the elderly and disabled
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unless they first elect to cover the children and pregnant
women.

Once they elect to cover the children and pregnant
women, then they can pick any income level between this
SSI-~-the normal qualifying for the elderly-—-and the poverty
Level.

There is no longer a Llink as was once dgscribed, whereas
the elderly coverage could be no more than what the infant
children coverage was.

Under Lline 24, hold"haTmfess, there was a provision last
year that was adopted in COBRA. That provision basically
changed the way fhat we compute how mudh the Federat
Government will match the States in their Medicaid program.

And that change went from making that calculation every
two years to making the calculation every year. As a result
of a change in conference, where the effective date was
moved up by a year, there were certain States that became
disadvantaged because the calculation for nextAyear—-fiscaL
year 1987--will result in their getting a lower rate than
if they had held that rate for two years~-1986 and 1987.

So, this hold those States harmless and allows them to
be paid the higher rate that would apply in 1987 except for
this provision.

There is also then a ventilator dependents provision
in-Médicaid. This is similar to what the committee reported
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out last year, and it basically says that people who are
dependent on ventilators, which are respiratory assistance
devices, who meet certain requirements, thdse people then
can receive services in their home.

We can now move to page 3 of 6, and Mr. Colvin will
describe then the three revenue options that are in this
package.

The Chairman. I m{ght say here that yau will recall
when the Gramm-Rudman-Hollings Bill was adopted last year,
we had a provision put in it that allows us a 20 percent
fungeability so that we are in a positioh to go up or dowuwn
on revenues or outlays 20 percent of:fhé.fotal that we are
to meet.

We are to meet a $12.6 billion total. .So, a éO percent
fungeability on that is about $2.5 biltion, and we can go
up $2.5 billion on revenues or down $2.5 billion on
expenditures, or vice versa.

So, we.haye a fair amount of room, so long as we come
out with the total, to go up or down in revenues or
expenditures. John?

Mr. Colvin. There are three revenue provisions in the
package.

The first is to extend Medicare hospital insurance
coverage to all State and local governmant employees,

effective about one year from now-—-July 1, 1987. Pardon me.
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That is June 1, 1987. That is similar to the provision
approved by the Finance Committee and the Senate in the
reconciLiafion bill last fall.

fhe second revenue item is an extension and modification
of the telephone excise tax. Under present Law, the three
percent tax expires at the end of 1987; and under this option,

it would be raised to five percent for business customers

beginning Octoger 1, 1986 through the end of April 1989;

and for residential customers, it would be maintained at
three percent as under present law until January 1, 1988,
and at that point it wéuld be reduced for residential |
customers to two percent.

The third revenue item has to do with the timing of
excise tax payments on_aLcohoL and tobacco products. The
proposal would speed up somewhat the timing of payment of
the tax to 14 days after the period to which the tax applies.

Under present law, the period fo} paying the tax is
25 days after the period for cigarettes and 30 days after
the period for dilstilled domestic spirits. And a§ I said,
the proposal would speed that up to 14 days.

It also would require that the tax be paid 14 days
after importation of bottled distilled spirits. And that
makes the treatment of imported distilled spirits uniform
with domestic distilled spirits.

The Chairman. As I told the staff earlier, it seems to

Moffitt Reporting Associates
Falls Church, Virginia 22046
(703) 2374759




10
1
12
13
14
15
16
17
18
19
20
21

22
23
24

25

29

me we have hit the distilled spirits industry hard enough.
I have some misgivings about this, and when we get to the
revenue part in discussing it, I will at Least express
those misgivings again.

Senator Heinz. Mr. Chairman, I have some reservations
and hesitations along the same lines. I am somewhat
encouraggd by the fact that the staff has said, if I
understand them correctly, that thé changes you are making
with resge§t<to imported product whereby you require the
collection of duties within 15 days of receipt in the
United States, I think you just said that that will prevent
domestic producers from being put at aﬁy'fufther competitive
disadvantagef Is that correct?

Mr. Colvin. That is right. Senator Heinz, earlier
you had introduced a bill which addressed that same problem.
It did it in a different way that this proposal, however,
but it did address the same problem.

Senator Heinz. Thank you.

The Chairman. I wonder if we might do this. As you
will note, the outlay totals we are under about $70 million,
and the revenue totals we are over about $296; so we would
be up about $226 billion on the reconciliation targets.

I am not wedded to either the specifics of the outlays
or the revenues, but we do have to hit that $12.6 billion

target. I think we might probabLy best spend our time by
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starting on the outlay reductions and opening it up for
discussion; or going down the List, one at a time, as we
have, and see if people have any comments as we go. Let's
see what we can adopt and see where we end up. George?

Senator Mitcheltl. Mr. Chairman, I had a couple of
questiqns to ask on the revenue item entitled '"Accelerate
excisé tax payments," which I think you were talking about.
May I ask them now?

The Chairman. Yes. Go ahead.

Senator Mitchell. I wanted to ask the staff. Of the
approximately $400 million raised from accelerating the
payment of excise taxes, how much {sifa{Sed from domestic
products and how much from imporfed products?

Mr. Wéiss. Senator Mitchéll, I don't have that
information right at hand, but I would guess that most of
it is from domestiC'producis. It is basically tobacco and
distilled spirits, and most of the tobacco is domestic, and
a good portion of the distilled spirits is.

Senator Mitchell. Thatiwas my next question. And if
you don't have it, if you could just get it for us at your
earliest convenience, the breakdown among industries. How
much on tobacco? How much on distilled spirits? How much
from wine and how much from beer?

You don't have that either now, do you?

Mr. Weiss. No, we don't. I think very Little of it
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is from wine and beer because they are already at 15 days.

Senator Mitchell. Yes.

Mr. Weiss. It has very Llittle effect on that.

Senator Mitchell. Third, I understand that the 'U.S.
Trade Representative is currently attempting to negotiate
an agreement with Japan to improve market access there for
U.S. wine and spirits,and similar negotiations are occurring
with Canada over beer.

Since this proposal would have some effect on imported
products--the extent to which we don't yet know--has the
U.S. Trade Representative or anyone else in the
Administration been asked for and,shbm{tted an opinion oﬁ
this proposal?

Mr. Colvin. Not that I am aware of.

Senator Mitchell. ALl right.'

Mr. Colvin; As Randy said, there would be very Llittle
effect on wine and beer because that is currently at 15
days, and it would be changed to 14. And the provision
relating to the Customs warehouses only applies to distilled
spirits.

Senator Mitchett. Right. But the answer is that no
opinion has been sought?

Mr. Colvin. That is correct.

Senator Mitchell. My final question, Mr. Chairman. If

the imported product is then shipped out of Customs bond to
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a point outside the United States, tax having previously

been paid, would the tax then be refunded?

(Continued on next page)
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MR. COLVIN. I don't know what present law is on that
point, but this does not change present law.

Senator Mitchell. Well, as with the other questions,
would you see if you could get an answer as soon as youucan?

Mr. Colvin. Yes, sir.

The Chairman. Well, let me suggest again what I would
like to do, is to go back to the outlay seption of this
first. |

I might add, since we last had reconciliation and added
the Tobacco Program to our Bill, we haVe adopted some new
rules in the Senate relating to extraneous-prévisions. I am
not sure we wou‘d be able 'to do that again, or at ieast we
could do it but it would be subject to a much stricter
challenge than it was, and coﬁsequently I am going to try.
We will [iQe with any rules the'Senate'wants to bass, but we
are now faced with one re(ating to extraneous proVisions.

Lloyd?

Senator Bentsen. May I address that point?

The Chairman. Yes.

Senator Bentsen. ALl right. 1 haQe a Qery serious
concern about maternal and child healthcare authorization,
putting an increase there, and we are talking about those
kinds of{serQices,Like'nurses proQiding immunization, the
help for crippled children, the genetic screening of looking
for problems of sickle cell anemia, that type of thing.
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And I understand the Budget Resolution provides for this
increase, and it is an increase of about $75 million, from
$478 million to $553 million.

I further understand that, since this is scored against
the-Abpropriations Committee rather than against the
fFinance Committee, that it is the opinibn of the Chairman
that this is an extraneous matter and cannot be dealt with
on this particular bill here.

But I .am concerned very much that the Appropriations
Committee might not apbrOpriate_thaf amount of money without
authorization from us, and I would like to find a way to
alert them, put them on notice by letter from you, me,
whomsoever, that’we would be trying fo do something perhaps
on a second bill that might be coming along.

The Chairman. Well, we have got H.R. 1868 which has
already passéd the House; it is'here, dealing with physician
fraud and abuse, and I have a feeling that may be used for
a variety of things that the members are interested in.

Senator Bentsen. Well, could I ask the Chairman's
feeling about this particulér item? Since the Budget
Resolution assumes such an increase -- and I think it is a
very worth purpose that we are talking about here -- as far
as your feelings towards accepting such an authorization on
another bill. You would be supportive of that?

The Chairman. Yes.
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Senator Bentsen. And could we, in turn, so adVise the
Chairman of fhe Appropriations Committee?

The Chairman. I would be happy to po that.

Senatpr Bentsen. And put them on notice, before they
consider their appropriations?

The Chairman. It is going to be tight. We are going to
be into a markup on thatAothér.bill in early September.

Senator Baucus. Mr. Chaibmén?

The Chairman. Let me go to Senator Baucus first, then
we will go err,here.,

Senator Baucus? .

Senator Béucus. Mr. Chairman; first I have a coupLe of
questions, a clarification, 3fVI might. First on the payments
for hospital capital costs. 1 guess that would be number four
in Lline item four. .The quétion is: What about.the sole
community_propiders? I am wondéring whether the proposal
includes the proposition that sole commpnity'hpspitals be
allowed to continue to‘payAunder their cuprent reasonable-
cost formula, as proposed.

Mr. Mihalski. Yes, sir, it does. These figures reflect
an exemption for sole community,propiders; 50, they witl
continue to be reimbursed on a reasonable-cost pass—-through
basis.

Senator Baucus. And on the prompt-payment proVisﬁon, is
it true that the proposal also proQides that if any hospital

Moffitt Reporting Associates
Falls Church, Virginia 22046
(703) 237-4759




v s

<~z

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

36_
is ﬁot paid promptly, that as a penalty it can elect to be
paiq -~ excuse me -- that if any hospital is failed to be
paid for two consequtiVé quarters, that it will be allowed
to elect to be paid on a biweekly basis, as opposed to the
24-day basis?

Mr. Mihalski. The legislative Language does not
reflect that because of problems we had with'getting_esrimates_
from CBO. However, we talked about putting in report
language to reflect that kind of proposition. So, if you
had two quarters of an intérmediary not paying’promptly,
not meeting the 24-day standard, to get the Secretary, then,
to‘put those hospitals back on periodic payments.

Senator Baucus. .And that would apply to all hospitals?

Mr. Mihalski. ALL hospitals within'that,particulér
intermediary, yes. You wouldn't do it nationwidé just because
one intermediary had a problem.

Senator Baucus. All right. What happens if certain
contractors currently pay claims in fewer than 24 days? Will
that practice still be encouraged? That is, if they ﬁurrehtLy
pay fewer than 247

Mr. Mihaiski. Yes, sir.  We would include report
language which would say that we don't intend this to become
an absolute standard; so that, where some intermediaries are
processing claims in anywhere, let's say, from 10 to 30.days,
that élL of a sudden the Administration decides that you can't
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process any now as fast as 10, 11, 12, .13, they all have to
be processed, or the first ones you could process and pay
'would be in 24 days, that it would be not to .do that speed-up)|
Senator Baucus. I appfeciate that very much. These
are provisions.
I want to thank you, Mr. Chairman, for weighing these
in, but, in addition to --
The Chairman. Senators Wallop and Chafee and Grassley..
Senator Baucus. Mr. Chairman, I am not finished yet,
if you don't . mind.
The Chairman. Max isn't done yet.
Senator Heinz. Would the Senator just yield on a point
of personal privilege?
Senator Baucus. Sure.
Senator Heinz. I have to go and manage a biLL on the
.Senate floor, the Ex-Im Bill, and I just want to clarify,
Mr. Chairman, is it yodr'intention to take any vote this
afternoon?
The Chairman. It may be. I would like to start down
the List in the order that they appear and see how many we
can accept. But we have only got today and tomorrow set aside
for this, and we have to finigh?it by Friday, and we are back
in conference on the Tax Bill on Thursday.
Senator Heinz. Mr. Chairman, I don't want to in any way

slow down that schedule, for Lots of good reasons, but I am
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going to be forced to absent myself. If there is something
that bomes up, and it is a hot, heavy debate --

Senator éaucus. Mr. Chairman, I could yfetd right now
if Senator Heinz has some comments.

Senator Heiﬁz. I don't haVe anything I wish to offer.
I am just begging the indulgence of my colleagues. And if
necessary, I might haVe to request that you wait, you post-
pone for five minutes or 10 hinutes, a.critical vote. But
I don't anticipate that that is going to be necessary. But

if my colleagues would indulge that, I would appreciate it. _.

The Chairman. Be—happy—to—do—itt-+—7 " - " ——"—"—f——

Now, Let me ask the other members: Do yoﬁ have some-
thing you want to bring up specificatly?: Qr can it wait until
we go down the order of these and raise them -- unless they
are interrelated, raise.theﬁ as we are going down. the Llist,
so we can see what we can dispose of?

Malcolm? .

Senator Wallop. Mr. Chairmén, I have one which I want

20

21

22

23

24

25

to.inquire_about, an .d_Qne-_w.b_i_ch_I__jys_t*ua.nx_tp;thank_._l_a.m_.
Very relieVed on behalf of constituents that we've dropped
back from seQen dollars to one dollar on the renal dialysis
payment.

But in item six, I wonder if anybody has made any
inquiry into the effect on employers, and particularly smatl
business empléyers, that would change that revised Medicare
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coverage of disabled indiViduals?

The Chairman. Which one is this one?

Mr. Mihalski. Line five.

Senator Wallop. Yes, the secondary-payor one. I will
tell you what my concern is, and that is the possibility that
it would encourage employers to drop their health insurance
ptaﬁs, the fact being that the disabled have much more
expensive medical expenses than do the working aged; so that
it isn‘f quite a relevant transfer of principles from one to
the other.

Have we done any studies? Have we looked at all on the
effect on small business employers, or emp(oyers generally,
of this?

Mr. Mihalgki. The only arguments I can give on that is,
one, there was . a géneral fééting that people who, although
they are disabled, are fully employed are generally on a
health stath which is not going fo be a major financial
risk to the employer.

The other issue, then, is the question of whether small
employers are exempt. And I would ask the Administration,
because I just forget completely: lIs this the same exemption
for small employers as under the working-aged provision?

Mr. Hackbarth. Yes, it is.

Mr. Mihalski. It is.

Senator Wallop. ALl right, Mr. Chairman. I am just
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somewhat hesitant in there. I think that Mr. Mihalski's

statement that "it was felt that it would be this way' is

a Little thin-ice to be casting entirely in_this_direction
If it is the will of the Committee, that's fine, but as long
as the small employer exemption is there.

The Chairman;. Let us start down the list of hospital
payments. This is where you are recommending the 1.5 percent
payment; is that correct?

Mr. Mihalski. Yes, sir, as opposed to a zero-point-5
percent that the Administrétion is recommending.

The Chairman. And a 2.2 on  PROPAC?

Mr. Mihalski. Yes, sir, 2.201.9, depending upon what
you do with cap of the Llist.

fhe Chairman. Comments on this item, hoépital-payments?

Max?

Senator Baucus. Mr. Chairman, I haQe a proposal which
I think falls within the Byrd Amendmentﬁ Essentially, it is
to mitigate the adverse effect that these DRG payments have
on outliers as they apply to rural hospifaLs.

Essentially, currently, outlier payments make up about
six percent of all non-rural hospital DRG payments. And
because of the very high threshhold, it is very difficult for
rural hospitals to qualify to receiVe outlier payments, and as
a consequence they historically'receiVe only two percent.

I have an amendment which mitigates against that
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adversive effect on rural hospitals; which is to say that
outliers be five to six.percent in rural hospitals.

The Chairman. What is the cost?

Senator Baucus. It is still revenue-neutral. It
amounts to a $40-million only shift.

The Chairman. Over the three years?

Senator’Baucus. I-am not sure that it is three years,
but it is 540 million.

The Chairman. And how do you kéep it revenue-neutral?

Senator Baucus. Ed?

Mr. Mihalski. It would be revenue-neutral for the.
budget purposes. What it does is shift money from'urban
hospitals to rural hospitals.

Senator Baucus. That is correct. The total outlier
for all hbspitals is, I think, $2 billion, if that is correct.
Yes, $2.1 billion, and the gffect of this amendment would be
to shift $40 million ouf of that almost -$2.2 biltlion.

The Chairman. Comments? David?

Senator Durenberger. Mr. Chairman, I like the sug-

gestion. But what happens —-- so everybody realizes what
happens -- and I think the reason Max is raising it up here
under the hospital payment 1.5 percent -- in order to do the

outlier, so-called, provision, which is the one really toqgh
case that walks in each year that breaks the back of a little

hospital sort of thing, you haVe to find the $40 million
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someplace else.

And since he is providing this in the rural, it will come
out of urban hospitals. But $40 million is not a lot of
money. I have been thinking about doing the same sort of
thing for regional referral centers, which those of you who
haVe heard from some of your larger rural hospitals know is a
real problem.

The imbalance between the urban rate and the rural rate
as it affects large rural hospitals that are getting paid at

Little-rural-hospital prices—is—a—probltem,—and—we—have—been—

definition. That, too, would cost a few million dotlars, and
it would be a matter within this 1.5 percent of haVing to
take some money from the SMSAs or MSAs and move it into this
area.

But I would say it is good policy to do Max's proposal,
and I would encourage you to accommodate it.

The Chairman. Comments on Max's proposal?

Senator Pryor. Mr. Chairman, I don't haﬁe comments
specifically on Senator Baucus's proposal. I think it is a
sound one.

I would~Like to say ~-- and I haQe been adVised that this
is extraneous matter, and I will not pose it now, but it does
deal with rural health. I am going to propose later on, in
some piece of Legistation somewhere down the line, an
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expansion of the Physician Payment Review Commission by two
members. One of those members being a rural physician, a
general bractitioner.

Today there is no repreéentation on this Commission in
bqhalf,_pegl@y, of the rural physicians of this country.

And the other new member I_guess would be decided by the
powers that be. I won't,propose that now, but I would Llike td
just say that it touchgs somewhat on this issue.

The Chairman. Any othér comments on Senator Baucus's
proposal? Senator Grassley?

Senator Grassley. Mr. Chairman, I obviously support
this, too, Secause it is part of a bftt that I cosponsored
of Mr. Baucus.

But what is the judgmeht on extraneous stuff? Because
you had some doubt when you immediately made your statement,
before Senator Bentsen spoke, about extranédus.material.being
applicable or not.

Number one, what is your final conclusion on that? And
number two, is this extraneous or not?

The Chafrman. Well, it is an interesting process that
they are going to ask. Where is Frank? 1Is he here? I want
to make sure that'I phrasé this correctty. Are you out there,
Frank?

As I understand it, they are going to ask the chairman

of each substantive committee whether or not the material is

Moffitt Reporting Associates
Falls Church, Virginia 22046
(703) 237-4759




-

d

10

1

12

13

14

15

16

17

18

19

20

21

22

23

24

25

44

extraneous if it is challenged on the floor.

Mr. Cantrel. The chairman will be asked.

The Chairman. If the Parliamentarian will not ask the
Chairman of the Budget Committee, he will ask the Chairman
of the Finance Committee, if it is finance, or Health and
Human Services. I mean, if the Chairman says, '"No, we don't
think this agricultural program is extraneous to the Tax
Bill," the Chair then rules that way; although you are
subject to being overruled by 60 votes, right?

Mr. Cantrel. Correct.

The Chairman. So, in theory, I can say, '"No, it is not
extraneous; I don't know why we can't add this."

Senator Pryor. Well, I move we add it, then.

(Laughter)

Senator Bentsen. I want to rediscuss maternal-child
healthcare, Mr. Chairmén.

The Chairman. But in fairness, because I know what they
are trying to dé with the Byrd Rule, and I think it is a
correct rule. A good many committees -- not this one, of
course -- did violence to the éoncept of extraneous provisiong
last year. I certainly thought the Agriculture tax-tobacco-
support-program was relevant to our reconciliation order, but
there were some who did not think so.

But, in any evént, I am going to try, within reason, to

be fair as to what "extraneous'" is. Now, if I find other
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committees are going to pay no atténtion, and the Chair
doesn't care what it is and says, "Anything goes in this
committee," that is another matter. But I would like to
start out trying to be within the spirit of tﬁe Rule.

Senator Baucus. Mr. Chairman, I would think that this
is a Little bif different than the tobacco bill.

The Chairman. Oh, I agree.

Senator Baucus. It isn't mere(y a reincarnation. This
is clearly within the realﬁ --

The Chairman. Oh, yours, clearly is not extraneous, I
think. I mean, it is Qery'closely allied to what we are
doing. I don't think we are being challenged on that. .

Senator Pryor. Maybe I should have talked to you and
not your staff.

The Chairman. I am going to try to walk a fair Line on
it, unless I see that nobody is going fo pay any attention to
it at all. Because, again in fairness, if you are going to
try to make the reconciliation process work in the budget
process, if every committee is going to say, "We can invade
every other committee's jurisdication,'” and:it is "not
extraneous,'" we are going off on fhe wrong track.

Objections? . Any objections to Senator Baucus's amend-
ment?

(No response)

The Chairman. Without objection.
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Any further comments on the hospital paymeht section?

“Senator Durenberger. Well, Mr. Chairman, unfortunately
I don't have the specific language here, but I indicated
earlier that I would have some language changes relative to
regional referral'centers, which follows the same theory. We
ane_néi_a-dd_i_n.g_r_eg_1'_o.aa_l_r:e_f_er_r_a-l'_gar'n.t-e.r_s_a-s_a_d.e_f_i_n_i_t.i.o.n.;_w.e*
are changidg fhe definition Qf what qualifies as a regional
referral center. And there will beisome déllar'ponsequences

to it. I just don't know what they are, but I would Like to

"enter that for the record at this point, before we leave item

one.

The Chairman. Thank you.

Do you want to move on to capital payments?

Senator Moynihan. Mr. Chairman?

The Chairman. Senator Moynihan?

Senator Moynihan. Mr. Chairman, as I said, there is a
problem here. And I know that Seﬁator Durenberger is very
sensitive to it, as he is to all of these matters. That has
got to do with the effect which thié new prospective payment
arrangement would have on hospi;als that have already begun
construction, either begun it or entered contracts, issued
bonds or other indebtedness, or entered into enforceabté
contracts, assuming the previous arrangements.

I think all over the country, I know a half dozen states

in this committee -— I can't imagine there is any state in
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which there are not places that haQe assuhed existing lLaw and
have undertaken capital projects, and could not carry them
through. And it is a transition in one respect. It is no
different from transition problems we haVe had with the Tax
Bill, except that we are talking about charitable hospitals
here; we are not talking abput business enterprises or
individuals and their estates.

I know that I haVe been Visited by a gréat range of
persons from my own state -~ Bishop SulLiVan, who is head of
Catholic Charities in Brooklyn. There are about as many
people in Brooklyn as there are in about 15 §tates of the
Union, and théy'haVe about six places underway that they will
just haVe to stop, they just couldn't do it.

The Chairman. It looks to me like the staff proposal
is significantly easier on those hospitals than the
Administration proposal. Am I‘coréect,'éd?

Senator Moynihan. I think so.

Mr. Mihalski.  Yes, sir.

Senator Moynihan. But my question, I wonder if I could
ask our staff, our good staff -- without exception, eVeryone
has understood that we have a problem and have to do something
about it. What they have asked for is a grandfathering clause
which is, if by December 1, 1985, you are issued your debt or
have entered an enforceable contract, that the old rules would

preQaiL. And there are people who say that, absent that,
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"We are just going to have a hole in the ground. And there

are places where you need hospitals.

The Chairman. Let me ask for the Administration's
comment and the staff's comment on that.

Mr. Mihalski. Well, to grandfather facilities or
commitments that were made before December 1, 1985, or 31st --

Senator Moynihan. Thirty-first.

Mr. Mihalski. == in 1985, would basically pretty much
vitiate the savings hgre of $600 million, because you:'would

then have all of the existing capital'as of this point in time

You would then bg paying ahy new capital that would come
online after that time on some kind of a prospective-payment
basis.

As I understand the proposal that has floated around and
that the AHA has made on this issue, is we would still pay,
then, an average cost of capital for capitét after the
December 31.date. That cost, I assume, would be based on the
average of capital af that time; which is about $380 per
case. You would, in effect then, be paying out -;}for'
current capital you would be paying the real cost, the
reasonable cost; and for new capital, you would be paying
them based upon the old existing cost-per-case at that time,
and there would be some overpayment.

If you would base the new capital cost simply on the
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cost of new capital, that rate would be significantly lower,
I should expect, than $380-some or $370-some.

Senator Moynihan. Well, listen. We don't want any
overpayment, and you are trying to help us here. The
situation is simply that there are projects underway or
contracted for which cannot be.susfained under the proposed
bill.

And enacted in good faith, and only trying to provide
healthcare -- these are not private enterprises -- the
projects have been begun, and now suddenly we changed the
rules for them.

If 1 coQLd make a point, Mr. Chairman, without getting
into the origins of our present difficulty in this
reconciliation provision, we are proposing to pick up
$5 million out of Medicare, which is a Social Security title,
which is self-financing. - I'hean,>itAis not a problem with
Medicare; we don't have to do this moqey to keep the Medicare
funds available, we are doing it for other reasons altogether.

There are other programs altogether that have run vastly
over their expected costs, and other tax proposals that
brought in revenue much less than was stated. But not to
let the Archdiocese of Brooklyn build hospitals in Bedford-
8tuyvestant, it just doesn't seem to me right because we
underestimated the cost of the Agricultural Bill.

Mr. Mihalski. Well, on the side of where we came from
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in the staff proposal, of course, was the Administration had
started with a proposal that did a four-year transition, took
approximately $3.6 billion out of the system'over a three-
year period. Senator Durenbergér then introduced a bill
which modified that position with'a.seVen-year transition,
reduced the saQings from $3.6 billion to a Llittle over a
billion dollars. The industry initially indicated, I think,
some support and then did not. The étaff proposal =--

Senator Moynihan. May I say, sir, this isn't really an
industry. These aré hospitals.

“Mr. Mihalski. The representati?es of those hospitals
initially indicated support.

(Laughter)

Senator Durenberger. That would explain the difference.

(Laughter) .

Mr. Mihalski. Anyway, then the staff went again to try
to accommodate that concern and went down to a 10-year
transition with an outlier policy, and now that is not
acceptable. I guess the Administrafion and others would argue
that hospitals knew that we were going to change the way we
paid capital back in 1983 when we adopted the Social Security
Amendments.

The Chairman. Senator Bradley?

Senator Bradley. Mr. Chairman,.I would yield to
Senator Durenberger, if he is going to speak on Senator
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Senator Moynihan's point. I haVe an idea that I would Llike
to --

Senator Durenberger. -No, you probably»don‘t have ‘any
idea of what I am going to say, because this is an 1issue,
first, that we all knew we were going to have to address from
1983 on.

And then,'second;.thevsoiution‘seemed to change.  The
closer we got to revenue neutrality, the more the péopté
involved -- whether you call them an industry or a charity --
the closer we. got to revenue neutrality, the closer we got
to grandfather.

So, the reality -- everyboay understands it -- 1is that
we are dealing with a Lot of hospitals .who are going to have
some problems with the so-called "staff proposats.”

But in'1983, when we did the Prospective Payment System,
the folks on the House side, Dick Gephardt in particular,
wanted to fold capital in iﬁmediately and just say, '"This is
all you get, and you are prospective, and you had better buy
your cap{tal out of it." In retrospect, maybe we should have
done that, but we didn't do it because capital is averaging
something under 8 percent of the total per-case cost. So, we
said, '"Let's not adjust if," because we had some hospitals
with high capital and some with Low, "So let's not wrestle
with i1t, and let's‘éome up with a solution.”

Well, since we said we would come up with a solution, in
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in 1983 we héd, just on hospital bond dissues, we had $7
billion in new issues. In 1984 we had $8 billion in new
issues. And then last year, which happeds to be the next to
the final year before we come up with a new capital proposal,

we had $21 billion in new hospital bond_issues

Included in there are two famous hospitals in New York
City -- Columbia Presbyterian and Mount Sinai -- whose
combined bond issues équals $L billion.

The Chairman: One billion?

Senator Durenberger. One billion, "B" -- billion.-
Right, $500 miklion each. So, there is no question that my
colleague from New York is correct that there is some pain at

Mount Sinai and some pain at Columbia, and that is what took

a four-year transition, to what we are now at with let's call
it "the staff proposal," to get me off the hook with the
hospitals --

(Laughter)

Senator Durénberger. == which is a 10-year transition.

I was asked this morning to consider this proposition
that Senator Moynihan has proposed, that there would be a
grandfather, which in effect says that everything that was
borrowed before January 1 is old money, and then we have new
money, and wé accomplish some kinds of transition with this

distinction between old and new money.
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I just said to my staff person here a Little while ago,
"EQery once in a while you haVe to be totally honest on these
issues.'" And to be totally honést to my colleague from
New Jersey, I don't know which is the better way to go. I
think we were on the right. track with the staff proposal. It'
may be that the.oLd;capitaL/hew-capitaL proposal that is
being made basically by the hospital associations now is at
least as good and may be-a somewhat better proposal.

We tried in our proposal to take care of the Columbia
pfobLem, the Mount Sinai problem, the UniQersity of
Minnesota problem. I haVe got a teaching hospital with its
neck stuck out a great long way. We tried to do that with
an outlier proVision. And while it would hurt it, I don't
think it would bleed them to deéth. It is not a terminal
problem.

So, I can't, frankly, recommend now that this grand-
fathering proposal that they haVe been Llobbying all day long
is a better proposal, even though I think it could be made
to saVe $$00 million, just Like the staff proposal saves
$600 million. If it saves $600 million, I am not sure off of
whom it saVes the money; that is what is honestly bothering
me right now. Because you have to take this money from
somebody to giVe it to somebody else within this proposition,
and I am not sure whether some good thrifty hospitals in

New York and New Jersey are going to lose something from '86
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! on in order to totally grandfather in some. of this stuff

2 which was caused by the way we did tax-exempt bonds.

3 So, the best I can sa; to my cqlleagues is that I am

4 recommending the staff position now, but maybe a week from

5 now when we get to the floor, if the Chairman wiLL

6 accommodate us within the dollars, maybe we might all come up
7 with somewhat of a different proposition.

8 ' Senator Moynihan.' Could I thank Senator Durenberger for
9 -- you know, he agonizes oVer these issues, and they are not
10 easy.

n You mentioned the case of Mount ‘Sinai, which I happen to
12 be familiar with. Mount Sinai is the hospital that in: the

13 main serves Harlem. 1Its plant was built in 1905, when the

14 city first reached that part of New York. They just can't.

15 do business in a 1905 hospital,.and they are prepared to build

16 an entirely new one. .But without this provision, there is

17 just not going to be a hospital, that's all.

18 Mr. Chairman,'hélp us. We want to solve this problem.
19 We don't want to hurt anybody, and we don't waﬁtlto giﬁe
20 anything away that is not warranted. Can we set this aside

| 21 until tomorrow?. There are bound to be some ways to do it.

% 22 And we are not talking about -- look, you know, it is
23 not Medicare's fault that we are going through these

‘ 24 exercises. There is money in the Medicare Fund; it pays for

\
‘7; 25 itself; 1t's a solQent system, as Mr. Durenberger knowus.

Moffitt Reporting Associates
Falls Church, Virginia 22046
(703) 237-4759




10

1

12

13

14

15

16

17

18

19

20

21

22

23

24

25

55

The Chairman. No, but what we are-going through ijs a
process the floor of the Senate has agreed to, that we will
saVe so much money 1in certéin areas.

Senator Moynihan. VYes.

The Chairman. And at this stage I don't think it is
fair to say, "Well, it is the Armed SerViceS'Committee's
fault that we are doing this." The time to raise the
objections is when we are going through on the floor.

Senator Moynihan. But tﬁere is a particualr poignancy
about taking it out on hospitals, when the hospitals didn't
do it. |

The Chairman. Well, we don't haVe to; we can signi-
ficantly reduce our savings and increase our taxes.

Senator Long. Mr. Chairman, if I might just comment
on that, some of these people came to me who are concerned
in Louisiana about charity hospitals. And the way they
showed.it to me, they would be absolutely devastated by the
proposal here. Now, that is their representation, but they
give you a chart of figures that show it. They contend that
it is possible to make a reVenue-neutral arrangement.

Frankly, I didn't have much time to go into the details
on how it could be done, but they haVe figured a way that,
rather than grandfathering 100 percent, you would grandfather
96 percent, or something like that. They indicated to me a
way that this could be done where it would be revenue-neutral|
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Is the staff familiar with that, how they think it
could be done, those people?

Mr. Mihatski. I am not quite clear on how it would be
done. I am sure we could bring some heads together and talk
about it, and see if we can work it out.

Senator Long. Well, I would lLike to see you do that,
because what they showed me is kind:ofabéolute desperation
for them; it has just gone down tHrough the years. So over
a period of years they are in terrible shape.

I would hate to think that someone like a Sister of
Charity who has taken a vow of poverty would say something.. ..
thét is not true; I would Like to think that what they tell
me is the truth as the good Lord presents it to them.

I would like to certainly consider their problem and
try to work it out, if it could be done. I know, from what
I have heard bresented just by my people in Louisiana, it
really sounds Llike something we ought to try to take care of
ahy way we can do it, and I would like to see us try.

The Chairman. Senator Bradley?

Senator Bradley. Mr. Chairman, maybe we could think
about it overnight, in:terms of maybe grandfathering and
shortening the transition in some way.

I think Senator Durenberger's qguestion is a legitimate
question: If we are going to get $600 million here, we ought
to know a little bit of who is going to pay the $600 million.
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At the same time, I think Senator Moynihan has a good point,
as does Senator Long, that it is going to be a problem.

The Chairmén. Let us pass.over it for a moment. I
want to see how many of these we can finish.

Senator Moynihan. Thank you, Mr. Chairmén.

The Chairman. Bear in mind that we may have to work

Ne—h&Ve—adop%ed—————-

|l ate—tomo-rrow—night-—in—order—to—finish-
Number Three, hospital payments, with<the exception_that
Dave may have an exception on regional medical centers.

Let us go on to secondary payors. Ed?

Mr. Mihalski. The secondary:payo}s s thé-expansion -
of the working-aged concept to require that embloyers,-as I
said, require those employers to offer the same kind.of
health coverage to their disabled workers as they offered
everybody else. Those disabled workers are generally
Medicare beneficiaries. fhey then can eléct that employer
plan as their primary coverage, so that Medicare then becomes
secondary coverage for their health insurance.

The Chairman. Questions? It seems like a good proposal

-to me.

(No response)

The Chairman. Any objection?

Senator Chafee. Mr. Chairman, I-want to say it seems
like a good proposal, too. Again, it is.going to cost --
somebody is paying for it - -—- a billion dollars, and that is
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a tax on business.

Just when we get to the telephone tax on increasing tha
rates on business, I would just like to bear in mind that thig
seems like a simple thing; but,.when you add up to a billion
dollars, obViousLy it is costing somebody a billion dollars,
and that is a billion dollars that business is paying that
they wouldn't ordinarily pay. I think we ought to bear that
in mind when we get to the other side of the equation.

The Chairman. Any objection to adoption?

(No response)

The Chairman. Inherent reasonableness? .

Mr. Mihalski. Again, this is the proposal which builds
on the Administration's regulatory proposal to allow the
Secretary of HHS to decide when fees that physiciaas charge
are inherently. reasonable.

The Chairman. Questions? .

" {No response)

The Chairman. Any objection to adoption?

" (No response) -

The Chairman. Let us go on to Medicare Economic Index.

Mr. Mihalski. Medicare Economic Index is a change, then,
in the indexes applied to a certain element which is used to
determine what Medicare will pay for physicians! serVices, and
it basically is a change in an index so that it now reflects,

retroactiVeLy.refLects, a change that was made in the CPI.
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Senator Durenberger. Mr. Chairman, just to indicate

Questions?

that Senator Dole and I

and there are probabley

been deeply inQoLVed in

and I think we all haVe

The Chairman.

(No response) .

Mr. Mihalski.

Any

The

renal disease physician

monthly amount that we pay physicians for serving the patientJ

with renal failure;

it is reasonable.

The

(No

The

Mr.

renal disease facility-rate reduction of one dollar per
dialysis, as opposed to the $11 per dialysis that was
recommended by the Administration.

We do the one dollar because we want to bring this

particular proposal

whereas, a straight moratorium on the Administration's

proposal would be extraneous.

Chairman.
response)
Chairman.

Mihalski.

and

.made, the General Accounting Office has looked at and believes

Any objection?

Adopted.

The next item on the list is end-stage

into the budget reconciliation process;
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and Senator Bentsen and Senator Long,
others on the committee who have

this physician-reimbursement issue,

a strong interest in this proVision.

objection to adoption?

next item on the list is the end-stage

payments. This is a reduction on the

the proposal that the Administration
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(No response)
The Chairman.

Mr. Mihalski.

60

Any objection?

Ambulatory surgery?

Ambulatory surgery is built on a

Durenberger bill which basically allows --

The Chairman..

Isn't this the one we have had before,

and we always argue with the House about it?

Mr. Mihalski.

Yes, sir. This is a slight mddification,

but the modification is not significant.

The Chairman.
(No response)

The Chairman.

Any objection to adoption?

We have gone through this two years in a

row with them, haven't we?

Mr. Mihalski.

The Chairman.

Mr. Mihalski.

This will be the second year.
‘Adopted.

The next one is the periodic interim

payments, which would be deleted for all hospitals that are

on prospective payment, and a requirement that the Adminis-

tration pay the claims of hospitals on all of their providers

and physicians within 24 days; whereas, the current Level of

average payment is 30 days.

The Chairman.

Questions?

Senator Durenberger. Yes, Mr. Chairman.

The Chairman.

David?

Senator Durenberger. 1I-have a modification I would Llike
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to suggest, Ed, with regard to the interest . as penalty.

I think you discussed with Chip earlier in the day the
difficulties I think the Administration would have if we
imposed interest as a penalty sort of automatically every time
somebody was late.

We have revised that so the interest penalty would not
be operative until six months after the enactment of the
package, so contractors have enough lead time to get up to
speed.

In order to avoid paying a large number of small
interest penalties, with.the attendant administrative costs,
it would be a 15-day grace period after the payment-due date.
At thg end of the grace period, interest would accrue on
payments that have not yet been made, starting from the due
date, which is day 25. And then there ‘is a grace period
sunset provision.

I think this is modeled on some other interest-as-
penalty prompt-payment bills elsewhere around here that have
resulted -- as long as that penalty is hanging out there, the
intermediary in this case always pays 99 percent of the time
on time. But it is almost necessary to have an interest as
penalty.

This amendment tries to make it work without a Lot of --

The Chairman. Comments on the Durenberger amendment?

Mr. Mihalski. The Durenberger amendment seems reasonable
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in that there was a proposal initially to apply interest to
any claim that wasn't paid after the 24th day. This would
now, as I understand it, say thap we would have interest
payments on anything that was not paid at least by -- as I
read this -- 39 days?

Senator burenberger. On the forfieth day.

Mr. Mihalski. The fortieth day? Okay, the fortieth

day.

The Chairman. Comments on the amendment?

(No response)

The Chairman. Without objéction, the amendment 1is
adépfed.

Comménts on the proposal? 'Seqator Dole?

Senator Dole. Mr. Chairman, I am advised that fhere is
some concern, particularly in rural areas, about protecting
rural hospitals.. I think.Senator Bentsen has that interest
also.

I guess my view is, I am not quite certain what happens

to rural hospitals, whether—we—are—going—to—be—worse—off;
better off, or about the same.
We thought there would be some protection in the

proposal, but that apparently was not the case when it was

‘ 23 drafted.

24 Mr. Mihalski. Well, there are some protections for

[ .
%;,> 25 rural hospitals, in that if the group that processes these
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claims, the intermediary, fails to proVide prompt payment
for two quarters running, we --

Senator Dole. And "prompt payment” is what?

Mr. Mihalski. Prompt payment is 24 days after the
claim is received.

Senator Dole. That is longer than many cases now in
rural areas.

Mr. Mihalski. I don't haVe a breakdown by rural areas,
but I have been told that on the average it is 30 days. I
don't know what the difference is between urban and rural.
Does the Administration?

Senator Dole. I think the aVerage in our state is about
14 days,\ahd'l.assume it would be the same in Montana and
other rural states.

I don't think we do violence to the proposal, but I
would Llike to reserQe the opportunity to make certain we are
not going to penalize some of these small hospitals, about
to collapse as it is.

Mr. Mihalski. Yes, sir.

Senator Baucus had brought up the point earlier that
we didn't want the Secretary to establish 24 days as an
absolute standard, and we would include report language to
say that, '"Where you are paying prompter than 24 days, the
intent is certainly not the intent to stop paying those more

promptly than 24 days."
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Senator Durenberger. Mr. Chairman, if Bob would yield,
it seems to me when we had the press conference introduﬁing
the prompt-payment bill, I was surrounded by Republican
rural Senators, and some Democratic rural Senators, a lot of
whom were up for reelection, because it was out in the rural
hospitals that people were complaining abut:the failure of
prompt payment.

Now, the funny thing about this, when you average it out
it Looks Llike everything is being paid on time. But much of
this delay that I have heard about is 40-60-70-80 days. And
in rural hospitals, that is an incredible problenm.

So, we thought we were doing a big favor to rural
hospitals by moving to force 95 percent of all of this stuff
within 24 days. We thought we were helping the rural
hospitals.

The Chairman. Obviously, we are aLL moving in the same
direction.

Bob, why don't we adopt it with the caveat that if we
have done any violence -- none of us intend to -- to the rural
hospitals ~- we have all got them =-- that we will either -~

Senator Dole. We have fewer than we had, because some of
them have closed. I think what Qe ought to do is maybe not
pass over it but go ahead and tentatively approve of it, and
give us an opportunity maybe, some of us, to see what we can

come up with.
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The Chairman. By tomorrow, because we haVe to get this
out- tomorrow night.

Senator Dole. 1Is that all right, Max?

Senator Baucus. Fine.

Mr. Chairman, maybe this is the exact same subject, but
just a slight variation. It has got to do with those cases
where the intermediary fails.to pay on time, whateQer the
standard is, and apparently uhdgr~the'proposal the standard
is two consequtiVe'quérters, that the hospital can elect then

for a two-week fallback proVision. I think that should be 1in

statutory language, Very'frankty, to make it clear

Mr. Mihalski. We can ask the CBO to price that out and
see what we haVe for .a price tomorrow.

The Chairman. Can you price that out with CBO and haVe
it back tomorrow?

Mr. Mihalski. We will ask if they can do that for us.

ASenator Béucus. And I am wondering if the standard can

be a little tighter, frankly, than the.fa%[ure to pay two
consecutiVe quarters, because that is a long time.

Senator Dole. A long time.

Senator Baucus. And if that can be tightened up a Llittle
bit, It seems to me that would certainly be better.

Mr. Mihalski. We will certainly lLook at that issue.

The Chairman. Any other comments?

(No response)
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The Chairman. We will adopt .it with that caveat.
Part-A deductible, is this the 520 that we indicated on
the floor we would be able to meet?

Mr. Mihalski. Yes, sir.

The Chairman. Comments?

(No response)

The Chairman. It is expensive; but we said we would
do it, and in fairness I think we ought to. Any objection to
its adoption?

(No response)

The Chairman. Home health Limits?

Mr. Mihalski. The home health limits provision is to
allow the payment éf home health claims on an aggregate
basis rather than having the individual service Limits apply.

The Chairman. Sparky?

Senator Matsunaga.' In this connection, there are five
members of this committee who Have cosponsored S. 723, a bill
to extend Medicare Part B coverage of occupational therapy,
to more effect a community-based treatment setting not covered
under existing law; that is, a skilled nursing facility when
Part-A coverage has been exhausted; and 2) clinics,
rehabilitation agencies; and 3) private pbactice settings.

Now, this legislation was initially included in the

reconciliation package last year, but it was dropped prior to

final enactment.
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Now, 723 has currently_ZO»coéponsqrs,rincLuding five
members of this committee, as I say, and I feel that in the
long run this will saQe. As I propounded last year, the
estimate-giVen by CBO shows that right now, because the
Rehabilitation Institute oVer'in.Oregon, for éxample, the
outpatient rehabilitation treatment, amounts to $60 an hour.
And a therapy clinic in Oregon, at Portland, Oregon, it is
$38 .an hour, as compared to the occupational thérépy serVices
proVided by Salem General Hospital at $78 -an hour. So, in the
long bun, because 1) ‘this wou[dvpreVent recurrence of the

same disability after elderly patiéents are let out much too

at - a higher cost here.

But under our proposal here, they would be giVen
occupational rehabititati?e treatment at a much lower cost,
and ensure the. elderly from continuing in gainful employment.

I am wondering i1f any thohght'was giQen-to this, to the
inclusion of this in this area. I think Home Health Limits
probably would be the best area under Part B. ‘was there any
thought giﬁen to this proposal?

Mr. Mihalski. No, sir, we did not. S. 7183 has not yet
been priced out officially by CBO, although they think it
might cost in the range of $50-80 million oVer a three year

period.

Senator Matsunaga. CBO estimates $47 million -- that is,
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$13 million for the first year, and $17 miLliOn for years
two and three.

But then, you see, that is only the outlay. It does
not include the savings which would be inQolQed by repeat
hospitalization for those who do not undergo fﬁis occupa-
tional therapy.

So, in"the long run, we would be saQing.f.Instéad of a
cost item, it would be a sanngs item.

Mr. Mihalski. The only problem with that, Senator, is
that what CBO giVes us as the numbers ére the numbers we have
to Live with.

Senator Matsunaga. I would think, Mr. Chairman, that
this would be a reasonable amendment, when we know that it is
going to saVe the goVernment some money.

The Chairman. MWell, how do we know it is going to save
money? That is my ‘only qﬁestion, Spafky. I have a dozen
amendments I am convinced saQe-money, but CBO doesn't agree
with me. And apparently they don't-agree on this one, either.

Senator Matsunaga. Well, by the estimates of CBO, they
come out only with the outlays, but they are not thinking of
the amounts that we would otherwise be paying in excess of
what they estimate the basic cost to be. We would be saving
in excess of the amount of outlay.

Senator Mitchell. ‘Mr. Chairman?

The Chairman. Senator Mitchell?
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Senator Mitchell. May I say a word on behalf of
Senator Matsunaga'; proposal? EQen assuming the worst
possible circumstance -- that is.that there were no saVing
to be derived from decreased hospital reimbursement, some-
thing which I think we all can agree is most Unlikely; that
is, there will be some saQing -~ the maximum cost is
$47 million over three years.

And -since the proposal, in my judgment at least, is a ——
sound one, it seems to me that you are talking about at the
outside $47 million and more likely something between
$47 million and some leVel of saﬁing which is difficult to
estimate.

So, I would hope the committee would adopt Senator
Matsunaga's proposal.

The Chairman. Any comments?

Senator Matsunaga. Does the Administration have anythingd
to say on the proposal?

Mr. Hackbarth. Yes, the Administration opposes this
proposal. We would agree with the CBO estimate that this
would Llikely increase expenditures, not reduce them, and we
wouLd.oppose any further expansion of benefits at this time.

Senator Matsuhaga. The CBO estimate is only relatiVe
to thg outlay. The CBO estimate does not take into
consideration what we would saQe in not haVing to pay under

Part-A, because of repetitive hospitalization on account of
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Lack of occupational therapy.

The Chairman. Further comments?

(No response)

The Chairman. Further comments of any kind?

Mr. Mihalski. Mr. Muse of CBO'indicates-to me that the
costé on this proposal have already been offset for any
savings that might accrue on the hospitalization side.

The Chairman. Sparky, let us do this: We are going to
be back here tomorrow. 'Wé-have—onfy—put-aside—one—thing_so—--
far. Let us adopt this. Let them go through it once more,
and we will bring it up oﬁce more tomorrow.

I am inclined to agree with you, but let us put it in
the bill.

Senator Matsunaga. ALl right.

The Chairman. Well, lLet's adopt it.

Sénator Matsunaga. Temporarily adopt it.

The Chairman. Temporarily adopt it, and we will see
what we squafe with your cost estimates by tomorrow, and come
back to it.

Senator Matsunaga. Thank you, Mr. Chairman, I appre-
ciate it.

The Chairman. Waiver of Lliability?

Senator Bradley. Mr. Chairman?

The Chairman. Are you on home health, stitl?

Senator Bradley. It will fit into home health care,
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broadly“v- I don't see another category that would exactly
fit this.

The Chairman. ALl fight. Then, I am sure it is not
extraneous.

Senator Bradley. No. This is an amendment that I
discussed with you; it is net of a million dollars in
savings. It is a very small amendment; it has two parts:

The first part-would“strengthen the child-support
enforcemgnt program by requiring‘states, as a condition of
getting child(support enforcement money, to prohibit
retroactive modification of child support aWardé.

This is aimed at the situation where an absent parent.
is charged with paying $5000 and skips to another state, and
to another state, and then to another sfate, and ultimately
settles and only has to pay about $2000.

What this amendment would say is, you cannot modify a
chitd-support award retroactively. C€BO says that Qould'save
about $6 million over three years. 1 would spend five:é6f
that on a small respite care pilot program in Néw Jersey,
that has already been started, that aims at low-income’
beneficiaries.

The program is beginning to work in New Jersey. The
state would pay half, and the $5 miltion would be the federal
share.

The Chairman. Bill talked to me about this before, and
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I think it is a fair pilot program.

Senator Durenberger. Can I haVe one in my state?

The Chairman. Can you make it come out with a million
doltars ahead?

Senator Durenberger. The chitd support in my state
goes into a respite home.

The Chairman. Comments?

(No response)

The Chairman. I think we ought to give it a try.
Without objection.

The waiver-of-liability appeals?

Mr. Mihalski. The waiver-of-liability appeals proposal
is an adaptation of something that is in the quality bill
that.Senator Heinz has introduced. It basically allows
certain home health service claims == claims for home health
services -- to come undér the waiver-of-liability Limits, and
it makes. those cases appealable, and it also requires that
the rules that are used to establish whether or not thése
home health services should be provided must bé in regulation
rather than in instructions and manuals.

The Chairman. Comments?

(No response)

The Chairman. Without objection.

Skip over quality-of-care; Senator Heinz is handling a
bill on the floor, and he wants to offer a very slight
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amendment to it.  We will do it tomorrow.

Let us do the outcomes research.

Mr. Mihalski. Outcomes research is a proposal that is
based on a Durenberger bill, which basically provides
$1S'million over thrée years to lLlook at why there are
differences in the outcomes of various medical treatment.

The Chaibmgn. The question has puzzled me for years
as to why. I try to think are there ethnic differences, or
historical differences, or what it is, and I think the study
is well worthwhiLe, It is almost lLike basic research, and we
may come up Wwith nothing. But I think it is worth it for
what we might find.

Comments?

(No response)

The Chairman. Without objection.

Let us move on to Medicaid.

Mr. Mihalski. Fo} the Medicaid, the first proposal on
Line 22 is to allow the states to expand coverage of the
Medicaid program to children under one year of age in the
first year, and then children progressively older, up to and
including age five, and also pregnant women. And the
services that would be provided are regular Medicaid ser-
vices: prenatal care, delivery, and then post-care.

The Chairman. Comments?

Senator Chafee. Mr. Chairman, I don't think there is
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any area that is more cost effectiVe than prenatal care and
the pdsfpartum care for pregnant mothefs.

The statistics on all this are overwhelming. I haVe
been informed. that 50 percent of mental retardation could be
preQented by proper care. That seems high to me; but that
is what the experts in the_field tell me. And by the failure
to do this, you end up with somebody who couldmuell.ppgx
$40,000 a year.

I would go even further than this; but I am satisfied
with this, and I think we ought to do it.

Now, preViousLy, Mf. Chairman, in response to a request
by Senator Bentsen, you mentioned thatiyou would be
communicating with the Chairman of the Appropriations
Committee on a measure he had.

The Chairman. Yes.

Senator Chafee.. Do Qe haVe fo proVide the financing for
that?  If we do, I haVe a way of proViding.the financing.
Would that be a stumbling blﬁck to the proposal you have Qith
the Appropriations. Committee if the funding weren't provided?

The Chairman. No.

Senator Durenberger. WMr. Chairman?

The Chairman. David?

Senator Durenberger. Two small amendments to consider
on Medicaid, and I don't know why I haVen't brought these up.

The Chairman. Are you still on the infants' expanded
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1
coverage?
{ ) 2 .
\ J Senator Durenberger. Yes, I am still on infants.
3
Right. I know John Chafee is going to Like these. He could
4
probably exptain—them—better—than—I—can=s
5
Both of them relate to trying to get prenatal care
6
under Medicaid coverage to these women, particularly the
7 . .
first-time-pregnant poor women, as early as possible.
8 .
So, one of the amendments I would Llike to suggest
9 .
: requires that states provide for informing all potentially
10 ‘
eligible persons that Medicaid coverage is available from
1 .
the verification of pregnancy until 60 days postpartum, and
12 :
for infants until one year of age. "Outreach services must
: 13 . |
::) : be available both for pregnant women who are eligible for
14
Medicaid under current law and for those who would become
15 .. i ) "
eligible under these amendments.
16 . . . .
Now, I ask the question, is this like the food-stamp
17 ' ) . .
deal, where we put people in the business broadcasting the
18 . ey . :
availability of food stamps? ‘I don't know what the answer
1 . .
9 to that is, other than I am handed a second potential
20 amendment which says that we ought to expedite the eligibility
21 determination of pregnant women as early as possible by
22 permitting a poor woman who is without insurance to apply.
23 Does this mean apply for Medicaid right in the doctor's
) 24 office? There would be the forms right there in the doctor's
== 25 office?
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I donft mean by the way I am presenting this to in any
way démean either the situation or the seriousness of the
problem. It is just that I am not probably as prepared as
I should be to lay it out.

But in effect what it is saying, both of these amendments
are saying, is that we might be bringing more people into
Medicaid coverage if they knew they were eligible and what
they were eligible for early on,‘Like'fhe first time they
visited the doctor.

The Chairman. Let me ask this, David. Again, see if
you can get your amendments prepared tonight and bounce them
off of staff.  We will come back to it tomorrow. I would
like to adopt it as we have got it.

But I do ask, if you ha9e~amendments on these, that
we not spring them on staff tomorrow, because we have not got
any time beyond tomoerW‘tb get them done.

Senator Chafee. Mr- Chairman, I think that is a good
solution,.and my question is: If éenator Durenberger did
that -- and I am for him == I believe.that shoutd Be consi=.:
dered an expansion of what we héVe done.

The Chaifman; That is correct.

Senator Chafee. And therefore, should we wait and pass
them both together?

The Chairman. I would like to adopt this now, and the
reason I ask, because I haVe the same question he does, are
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Senator Long. Well, Mr. Chairman, vaant td ask a
question. It is my understanding the:quéstion of whéther
this person who is pregnant is eligible for Medicaid under
this proposal really depends upon the persdn'g incomé, does
it not? The question is not whether she is pregnant, the
question is how much income does she have?

Senator Durenberger.l She has- got tp be pregnant to
fill out thé form on the income, Ibguesg.

Senétor Long. Well, the --

Senator Durenberger. The doctor does not make the
detef@ination of eligibility. She just gets to £ill out the

form.

Senator Long. But the qugstion'dCcurs to me that T
would assume that a lot of people who come in ;here I imégine
is going to be eligible because they have income, they have
family income‘available;té them, and'the father is able to
contribute to the support of‘the child. “

Now some years ago we said:that when a person comes in
to apply for AFDC that you have first go£ to make everyf
effort to see that the -- fin& the father and make the
father contribute; And by_doing that--incidently, the
Senate has followed through on that and have done some very
good work' to make fathers contribute. We are not getting

near as much as we ought to get from them, but we have done a

lot more than we used to do. What we did is more than
J .
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nothing and that is about what it Qas when we started\out.

So that I am concerned though that handing out}these
forms right. there in the doctor's office would sort of give
people the impression that that is routine. , Thérahdwerlito
the 'guestion igs: ESRthere someone available to pay for this
thing? I wéuld hope that when we look'at welfare we are
going to ;aise this question.:

Now why ddn'trwe make\a greater‘effort to make thoseé
fathers contribute |

And it bothers me to be sugéesting to tﬁe person right
then ana there that you afe eligible'for Medicaid, and say,
here‘is\your appliCétion;.fill it out, when the;questioq was
she is eligible depending on what éarnings she has or what
earnings the father has. And-that is a different question.
That is one of éhe pérsons for the doctor not to want to know
about that as a judge. The doctor can tell if she is
pregnant, but the docﬁor is not in a positidﬁ to know what

her earning situation is or how much cash is available to

her.

Senator Moynihan. Could I say to my friend from
Louisiana that doctors are -- this is such a profund
national problem. We have an ggéaof menaroche that is now
below 12 years in our coﬁntry. |

Senator Long. Well, you are talking about a lnyear

old child.
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-Senétor Moynihan. And where I come from the doctors
know. And the problem is these children don't see doctors.

That is the big problem. I am all for the Senator's

_ proposal.

I would love to see some reeeerch associatea with it,
some inquiry. It is a hﬁge problem. What do you do about
these children, and how dd‘yog find_them, and how do you -~
you:found their.parent;_her acl3ryea; old, youfknow;

I am juse.musing here,vﬁf. Chairﬁeni

The Chéirman. I am trying to.remember. You once /.

) ,
propbsed a theory;' Did that relate to dias?

Senatof Moynihen. We now have tﬁat pretty clear. The
oldest series are in Nereherh Europe. In the 18305;
menafché ;_ the onset meeting age of éenarche was about 17
years, eight months. And it has’been Qreéping aboufhthree
months 5 decade eve;‘since,wandfiﬁbis now.undef 12, And it
has to be diet. It could be sunvspote,.but it sounds like
diet and it ie happening everywhere. And it is a profound
social change. |

Yeu have generally == well, they are pre-teens. They

are, by definition, not matufe{persons. And the Senator is

talking about something very real.

The Chairman. Well, David,_get'your amendment and {
bring it tomorrow. We will adopt this as it is, and if we

have got something solid tomorrow we-will go ahead.
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Let's move on to expanded coverage elderly.

Mr. Mihalski. That would allow the states to extend
co&erage to the elderly, who currenﬁly do not qualify for
the prbgram. They could bring those people in up to those
people at the po§erty level.

The state would not be able to do this expansion of
coverage unless it did the expansion.of coverage for the
infants and pregnant women, first. And as I said, there is'
a delinkage; there was a provision at oneJtime which would
not be part -of this, so that the.states cauld cover the
elderly  at ahylieVel up to poverty independent of what level
they covered the pregpant women-and:chilarén-at.

The Chairman. I have had several members talk to me
urging their support of this in théir comments.

Without objection.

Could somebody on Senator Mitchell's staff tell him we
may get to. some pf the issues onh revenue today? He wanted to
be advised.

Lef's go on to hold harmless.

Mr. Mihalski. fhe hold harmless provision again is that
it holds those states harmless from a change that was made in
COBRA;, the Reconciliation Act last yeaf. It basically séys
that rather than having the federal Medicaid paymenfs'
dropped_becausé of that law, you would be held harmless for

i
one year.
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A

The Chairman. I know of no objection to this. Any
_comments?

(No feSponse)

The Chairman. Without’objection.

And the Ventilatonf. S o B

Mr. Mihalski. ~The ventilator dependence is a provision

for under'&edicaid. People wno are dependent --

The Chairman. This was under Malcolm's propbsal/ wesn't

. _ _ - .

Mr. Mihalski. Yes, sir.

The Chairman. {We had to drop if in conference again
with the House.

Mr: Mihalski. Yes, sir.

The Chairman. Is there any objection to again adq?ting
it?

(No response)

AThe Chairman. That is not a bad afternoon's work.

Thet, with the exception of a few amendments:we can
consiaer tomorrow, will come pretty close to meeting our
outlays total. So let;s move on and discuss revenues.

Senator Chafee. Mr. Chairman, I would just like to
briefly make a comment; and that is that I. think we have
always got to keep our minds and attention on the younger

generaﬁion that is coming?along, educationally and health-wise|.
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'And it is interesting that if you look here you will notice

that for the elderly we added}$1.79 biliipn under item 12
and $455 million.under item 23; and at the same time we did a
total of 220 forAthe children.

And we afe doing veryAwell by the elderiy and we should,
but I‘don't think_we ohght to‘lose traék of the needs of the
young people who I think are losing out in this_counfry(‘and
particularly the.youﬁg poor whiéh every staﬁistic ghows are |
growing at a rate way gregtér than any 6ﬁhér égé group in.tge:
nation. - And we are ndt doing well.by them by a’'long shot. |

A

Senator Danforth. Mr. Chairman, I think that as.év

matter of logic Senator Chafée makes an interésting point. I

do understand. I think the chances of being poor for
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children is about~six timés highér than for any qther age
group. But they do not vote: So that is obviously what we
do as ~politicians. |

I know Senator Durenberger has taken an interest in this
in the past. What are we doing gene;ationally in4Congress?

Thirty-five peréent of fedefal,spending goes to people
that are rgtired.A.And it is off limits. Of course, it is
off.limits. And in fact in the budget reconciliation we
add to it. Budget reconciliation we add to it, but that is
the politics of‘generational distribution.

So I think Senator-Chafee has made an interesting

~

point, but I do not see much coming of it.
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Senator Chafee. Mr. Chairman, I am not out to set up

é conflict between old and young. All I am saying is that

anyth%ng}that comes up for the.eldérly everybody is for.

And they vote_and they vote as a biock and thét is important‘
to us. But I just think that we are losing siéht of another
group that cannot vote, and their parents in'many instances
do not vote, and they are losing out.

I think we are embarking én;a very, very tragic
situation for the futqre.h And ﬁhe statistics for this group
of young people--I mean, thé childfeﬁ-4are devastating, I

A
think. ’

The.Chairman. Senatdr Moynihanfv

Senator Moynihan. Mr. Chéirman; could I just make a
small advertisement? Tdmorrow'morning, the Committee on
Rules is going to hold a hearing on a proposal ‘that Senator
Denton and I have prﬁposed to establish é select committee on
children and famiiies‘iﬁ the Senate to parallel the one in
the House.

What Senator Chafee and’ Senator Danforth say is

overwhelmingly the case. If T could make a small correction.

‘A child under six today is seven times more likely to be

poor than a person over 65. And this is not some Nordic
paradise where there are 104 people, and several of them are
hermits and the rest of them are fishermen's children.

Approximately 22.5 percent of the children under seven at any
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one moment are at this mpment under the poverty line. |
On social security which is our concern, our
requnsibility, you can make a responsiblglgstiﬁate now that
32 percent df the chi;dren born.in l9éo\will be on_AFDC
before they are 18. We are ﬁhe firét’society in the histofy
of the wprld in which.the poorest_group'in the population
are the children.
| Néw one'ofher reaéon that is so is beqause we have been
s0 sucé;ssful in dealing with the aged; and éhis committee:
has done that. ‘But the fact is we. are the only society on
“earth in which the.poorest gfoup in the populatién are the
childrep. bAnd what you say is absolutely right. And I don'ﬁ

A
think we know enough about it, and I think we should be more

asystematic in ouEDinquiry.

Sénator Bentsen. Mr. Chairman,‘if.I may add to that.
The problem we are runninglihto ﬁgday with chilaren having
children, the lack:oﬁumedical ‘care they are in, agd the low
rate births thgt we are séeinq resulting‘fr;m.lack of tha£
kind of caré,,and thén the meﬁtal handicapped, and the
physical’ disabilities, if you’wére theltoughést, hardest kind
of a fiscal coﬁservatist 90u would have to be for trying to
correct that. |

Ifuyouacduld ignore all the compassion, theAemotion of
what that cﬁild is going to go through and that family is
going to go throﬁgh, or that sinéle parent isigoing to go
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\

through,‘yoﬁ are going to save,éhe taxpayers of th}é' -
country an-incredible amount of money, dollars,  just by
seeing that they get some preventative health care, and
that you get them proper diets at that age. And that is why

I just sﬁrongly agree with this idea, moving it up finally

to age six. I wish we could do it this year.
}

/ -

The Chairman. Let's move on to revenues.
State and local Medicare tax. This is one that this
committee is wéll familiar with. We passed it 13 to 5 in

this committee once and then on the floor. Althopgh‘we

- deferred it for 6n1y one year, and it was 15 to 3. I know

Senator Mitchell has an interest in thié, and may want to

be back, -but I think we might ‘as well aiscués it because I am
presuming that the commi£tée is probably éoingvtd adbpt it
again. "

I am open for comments.

Senator Durenberger. Mr. Chairman.

Senator Long. I am one who Voted.for it the last time.

The Chairman. You were one of the fiye, I think.

Sparky? |

Senator Matsunaga. Will this iﬁclude the firefighters
and poiicemen also in th? proposal? |

Mr. Colvin. It would cover all state and local
employees.

Senator Matsunaga. All?
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Mr. Colvin. - Yes, sir.
Senator Matsunaga. Including policemen?
Mr. Colvin. Yes, sir.
Sengtor_Matsunaga. Well,'i was one of the five.

The Chairman. What we did was include new employees as

of when? Was it March? I am trying to remember, Ed and John.

\ Mr. Mihalski. Yes, sir, iﬁ was March 31st.

The Chairman. It‘wés new employées as of March. We
debated covering all ?mployees, and this is one where we did
cover them all on a prospective date, and then agaih in the
conference'ﬁith-the Hoﬁse we dropped back. And I kho& this
is one that the House is looking ét with more intensity
than they did before because they have the saﬁe
reconciliation targets to meet thatvwe now do and they are

A
looking and wondering where to get the révenue.

‘Senator Durenbefger. ‘Mr. Chéifman.

The Chairman. Da;vel.

Senator Durenberger. My'recollection'bf the way -- this
is a question of you as you and the conferees move through
the tax bill -- when we came out of the back roon with the

27 percent tax bill and addressed ourselves to the issues -@of

401 (k) --maybe John Chafee can remember it better than I--we
dealt very briefly with the issue- of eligibility, and I
cannot remember how it came out. But I know that I raised

‘the issue of the coverage under 401 (k) of nonprofit --
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88
employees of nonprofit oxganizations, and I recall also
raising the issue of coverage for state and local employeés.'
Agd fér some reason oOr othér Iﬂdecided at that time that I
would withhold an amendment to include state and local
,employees in the téx bill thinking that I would come hefe on

P .
reconciliation and have them included as eligibles under

C
{

401 (k) .

Now I don't have the money to do it unless I run off

excisé tax on this committee that I know of, so I hate to do
that. )

But I am just wondering‘if‘fhere\is any possibility--TI
dq not know-where the House is on the eligibility of state.
and l%cal employees for 401 (k), buf is there any
possibility in your discﬁssion of the tax bill that you might
inciudé statefand locallemploYées;to make them eiigible?

\ Mr. Colvin. Senator Durenﬁérger, both the Hduse'bill'
and the Senate bill did not'pfovide‘4dl(k;3'for state and
local employees.

Senator Durenberger. .Is there anfone else on this '
committee that would share my concern that state and local
employees are the only persons who are hot'eligible for
401 (k)s? Maybe between now'and tomorrow we could figure
an amendment.

Senator Baucus. What is it, a $7 billion item?
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Senafdr Durenberger. Well, it depends on how we do it.
We could phase'in‘ﬁhe maximum contribution limit over a
period of time; I think the dollars are, what, $1.3 billion.
Segator Dolé;,Ovefithree years?
Senétor'Durenberger. Ovér thrée years, yes.
| Senator Chafee: 1Well, Mr. Chéirméni I remémber that
incident Véry clearly in the back rédm here, ahd'I thought I
gave one of the most iﬁpéssioned succeééfdl speeches I ever
gave ;of which I‘got two &otes,?mine apd somebody else's.
The Chairman. Which side were you on? I cannot
remember.
(Laughte;)
Senator Chafee. And maybe I only got one vote. 'I know
I got my own vote. So I would say that was seed we sowed -on
infertile ground. for some reason, maybe because of the
speech, it did not éet‘anywhere.
The Chairman. David, I sense that i;”is an issue for
which whos fimes has not quite'come. 
Senator Chafee. I wouidAseéond that.
I ;hink it is unfair what Qe did, but nobody had my
reasoning. It was not persuasive.
The Chairman. It is an issue we will visit again, but
I think prébably we would do just as weli not. to visit it

here.

On this issue I think there is not much more
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discussibn, and I know Sehator Mitchell and some others -
want to be back, so we Will4just'for the moment iay it ‘aside.
I am presuming that we'are.QOihg to adopt it‘ﬁomorrow based
upon what we have done before.

. Senator Moynihan. Mr. Chairman, i1f we do; would it be
possible for me to bring up thé amendment to our amendment on
~\disinvestment’of social security funas?

The Chairman. Yes. Ié it extraneous?

Senatof Moynihan. We would, in effect, move té another
subject.

The Ch@irmanr I'want'to‘go through a couple of these,
revenue.

Senator Mdynihani Oh, I see.:

‘The Chairman. Excuse me. Yes.

We have got a suggestion from the staff of modifying.
the telephone excise tax, iﬁcre%sing the business tax-to
5 peréent and cutting the residénce tax to 2 percent.

Senator Dole.. What is it now? - -~

The Chairman. Three;percgnt.,

_Senafor Dole. Three.

The Chairman. Three for everybody.

What 'is the difference in revenues between continuing
it at'j percent and the modification as you have suggested
it?

Mr. Weiss. The straight extension éf 3 percent would
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¢

be about $3.6 billion over this period. So it is a little

less than a étraight extension.

The Chairman. It is a little more than what the staff
is suggesting.

Mr. Weiss. A little more; I am sorry. Yes.

The Chairman. Yes.

Mr. Colvin.. The money also falls d;fferently between
fiscal year#. If there were aiétraiéht exfénsion there.would‘
be no money-raiéed until'aftér 1987. L

The Chairméﬁ. But the three.years come out the'same.

Senatbf Long. I find some feel just having to write
even across the poard when there wés.nonbusiness or
business by way of simplification. And I like it th;t way. .

The' Chairman. Could we do it across the‘board?

Senator Long. Yes, sir. You-would have the same

type across the board for you to raise money YOu want to
raise.

The Chairman; You mean just extend what we have got?

Senator Long. Yes, sir.

The Chairman. Yés.

Senator Long. Just extend it. \

The Chairmén. Three percent ndw.

Senator Dole. Would that be enough, John} and then you
could knock out that éccelerating excise tax payments? Would

you have enough left over?
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Mr.'éolvin. -Nof quite, Sénétor.Dole, ¢

If you wanted .to ~-- let's say YOu wanted to delete the
telephone‘proposal on the option sheet --

The Chairman. Wait a minute.

Theré is no revenues at all in 1987 under that proposal.
Is that right?

Mr. Colvin. That is correct.

The Chairman. So‘we_get a sequester.

Mr. Colvin. Senator Dole, if you wanted to start by

knocking out the telephone proposal and increase -- and

replace ‘it with the-teiephone:mongy'over'three years, you

could do it with a one and a half percent increase over what

the telephone tax would be. In other words, four and a half

v

percent to the end of 1987, and 6ne and a half percent until
September 30th, 1989. That wouldhgivé you about a little
bit more money than is in the telephone proposal on this
sheet of paper.

‘Then.if-you wanted to also-knock out the alcohol
acceleratgd‘payment propoégl, you could add another half a
percent to the telephone tax for the first fiscal year, énd
that'would bring in about $400 million in the first year.

The Chairman. You mean there ié'nb way we can just
extend this 3 percent withéut‘running afoul of the sequester
‘in Gramm-Rudman bé&ause 6f no additional revenueé in 19872

Mr. Colvin. That would have no revenue pick up in
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fiscal 1987.
The Chaifman; Well there has got .to be answer to that

somehow.

Senator Chafee. The problem is that the liquor brings

/

you in in the first year.

The Chaifman. Yes.

Senator Chéfeél I am Qpposed'to the whole liquor
prOposal.' As YOﬁ mentioned; ﬁr;'Chéirman, we hit them --.

The Chéirméﬁ. We have doﬁe enoilgh to them. |

Senator Chgfee~-—ﬁa‘yeaf agd; two years ago. I fhink
also this pfopdsa; has somefhiﬁg‘ébout, in ﬁhé.Second part
of it, doesn't it, about they ﬁave to pay the tax when they
bring it -in the barn before.theY'have sold it. Is that right?
| Mr. Colvinf That is correct.

Senator Chafee. 1Isn't that quite a dramatic departure
from the'way‘the situation works now?

Mr. Colvin. Now the? can store it for a considerable
amount of time.

Senator Chafee. Until they sell it.‘ ¢

er. Coivin.‘ They can wafehouée it in the customs'
warehouse.

Sengtor Chafee.:Sure.

Mr. Colvin. And £hét presents a competitive‘probiem

with domestic production.

The Chairman. Let me ask this because I sense the
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committee has no great desire to accelerate the excise tax
payments. Dbes the committee have any objectién in some
form to extending the telephone tax?.41 want to get oﬁer
this 1987 hurdie SO we ddn't;have ény revenues, and y§t I am
reluctant to do as John4saYS; go to four énd a‘haif percent-
the first yéar and one and a half,pefcent the years after
that. But is there any‘philosophigal'objection to éxtending
the telephone excise tax'on_the committee.

Senator Dole. Héw’long‘have>we had it?
The Chairman. Oh, a long time.
Senator Dole. -Forty years?
” Mr. Colvin. It started before 1920.i
Senator Dole. Temporary.
(Laughter)
Senator Bentsen. . Mr. Chairman.
The Chairman. Senator Bentsgn.
Mf. BeﬁtSEn. Codla‘ligef'thé numbers as to what it would

be as compared to what is written down here, which I

-understand is the staff proposal on the telephone excise

tax if we continue current law? What do we get in 1987,
1988 and 19892

Mr. Weiss. The figures for an extension of present lgw
would be nothing in 1987; $1.3 billion in 1988; and $2.3
billion in 1989.

The Chairman. How much in 19897?
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Mr. Weiss. ‘$233 billion."
The Chairman. So that is where 'you come out to youf
$3.6 billion but nothing in.1987.

Mr. Weiss. That is correct.

The Cﬁairman. If you wgnt to 4 percent across the
board, I assume thén in 1987 you would get -- how much . in
1987 on é 1 percent increase? | ”

Mr. Weiss. AYou$Would<probably.get about $800 million,
700 or 800 million.

The Chairman, Sé you would get about a $400 million
increase in 1987.' v

Mr. Weiss. That is:right.

‘Well, no, it would be about 700. -

Senator Long. Mr. Ch?irman, I would just like to
suggest that it would be uniformity. To have two differént
rates is the kind of thing that .adds to complexify. /It
adds to tax cheating.

The Chairman. He is télking about 4 percent across the
board.

Senator Long. It is all right with me. I am just
saying, for the figure, i wouldllike for this to be the same

figure no matter whether it is nonbusiness or business.

The Chairman. . George?

Well, 4 percent across the board, Randy, what would you

judge over the three years? That obviously takes care of our
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1987 problem. What would it fives us over three years?

Mr. Weiss. Four percent over the three years would be
a total of about $5.5 billion, and it would be about
$400 million in 1987, about --

-

The Chairman. That is about $2 billion more.

" Mr. Weiss. Right, about‘$2 billion in 1988, and
$3.1 billion_‘_if{ 1989. | |

Seﬂator Mitcheli. ‘Mr. Chairman,‘may I ask a question?

The Chairman.  George.

Senator‘MitChell; I am looking gt-#he sheet entitled
4Reconci1iati6n Reveﬁue‘options, July l9th;" Revenue |
instructions fdrkfisgalryéar 1987 are.$3.5 billion. The
total for that yearAto.be raiséd, at the bottom of that same
column, is $1:3 bﬁllioﬁ; |

Ié there any requirémeht that the instructions be
complied with on a year to'yea: basis?

Mr. Colvin. The.recoﬁciliation.statute is termed based
on,singlé fiséal'years, bu£ the‘féconéili;tion instruction to
tﬂe Finance Committee is for thrée fiscal years; thérefore,
this package is designed to achieve, the revehue and outlay
humber o;gr fhe ghree years., And you can see from page 1
of 6 that it comes within a hundred million of both numbers.

Senator Mitchell. Right. I do see that.

So notwithstanding that the amount in the first year is

about a third of.the amount required, the instructions do not
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Pl

require compliance on a year to year basis is what you are
éayihg so léng as compliance occurs on the total for the
three years.

Mr. Colvin. In literal terms, the Budget Act just
refers to one fiscal year, but sinée the insfruction covers
three years, the package was also des}gngd to(meet the
3-year total.

| The Chairman, ‘Now I amAconfused about the. answer
though. If we do not need it in:the first year; are we in
violation of the Eudget Act, or Gramm-Rudman, or anything . <t
else?

Sénafor Mitchell. Well, the Gramm-Rudman target is for
the one'year. The amount is for this coming year.

Senator Dole. Well we are going to be short though I
tﬁink;

The Chairman. in the fifﬁt-year.

Séhator Doie. That photograph was“taken August 15.

Senafor Chafee. Well I héve got a proposal to solve ‘it}
Mr. Cpairman.

Senator Mitchell. Have we'decided there is a problem?

Senator Chafeg. Well I have got the answer even if
there is no problem.

(Laﬁghter)

Senator Mitchell. You are going to propose the answer

and then we will dream up the problem that it solves.
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The Chairman. What is it? .

Senator Chafée. Eight cents more on the cigarette tax,

Mr. Chairman. Since cigarettes cost $41 biilion to the

~American society every year, let's have the smokers pay a

little more toward it. JAnd-that will give you.$5 billion.
And I will guarantee you a way to spend it.

The Chairman. Before we consider that, let's make sure

I underStand the answer on the One¥year, two-years,

thFee—years.
If weé just extend the teléphons tax at 3 percent a year,

are you telliﬁg me we do not raise enough money in 1987 to

N

meet the Gramm-Rudman Eotals?
Mr. Colvin. You do not meet. the distribution in the

BudQet Reconciliation for fiscal 1987.

’ J
The Chairman. 'So when the snapshot is taken we are

short in 1987 because that tax was already in existence and

—

we are not scored for an increase.

Mr. Colvin. The snapshot is based on the deficit,

and so it takes into accournt both the revenues and spending.

9
~

Senator  Dole. So we are short.

(laughter)

Mr.'Colvin. No, you would not be short at that point.
You would have achieved deficit reduction in a different
methodvthan in the reconciliation instrucﬁion. You would

have done somewhat more on spending and somewhat less on
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revenues for fiscal 1987.

Senatér Mitchell. But; John, aren't you saying that
if we dé not meet the $3.5 billion in the first year--in
effeéﬁ,.if we fall short by $2.2 billion as this proposal
indicates--that we.have to make that up inlsome é;her area

to meet that téfget for that year?

‘Mr. Colvin. That is right. And this package makes it

up. )

' Senator Mitchell. That is right. Notwithstanding the --
oh, and this package does make it up. - That is what you. are
saying. |

)
Mr. Colvin, Yes,.sir."On page 3 of 6 you can See at
the bottom of the fiscal 1987‘coluhn thé package is
.$44 million over the requirement. |
Senator Mitqhell. For that ==
Mr. Colvin. For that year.
Senator Mitchell. . You. are sajiné 3 of 6. My sheet says
1l of 5. So we afe readingifrom different documents.

Mr. Colvin. In any event, the aggregate figure:iis *~

$44 million over fiscal 1987.

Senator Mitchell. For fiscal year 1987.

Mr. Colvin. That is right.
Senator Mitchell. All right.
The Chairman. Senator Bentsen was asking. Four

percent clearly--we meet our totals in all of the years--it
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100 |
puts us ébout $§ billion over the total we need to actually
méet our threé year totals.

Senator Dole. We are going to need more than that‘wheh
theyvtake that new picture.

Thé Chairman. Oh, I agree.

Senator Dole. Ahd deve%pé if.

)

The Chairman. Any objection to 4 percent?
. N
Senator Chafee. Yes, Mr. Chairman, I object.

Senator Mitcheéll. Mr. Chairman.

The Chéirman. Senator Mitchell, who. came back for this

purpose;

Senator Mitchell. ' Mr. Chairman, let me just say a few

J

words and I will try not to be repetitious, sound like a

broken record to the members of this committee.

But as I have said many times, what we have done for the

. past'several yeérs is to reduce taxes based on ability to

pay and increase those taxes unrelated to ability to pay.

Now I am going.to ask that there be placed in the record,
and I would ask the members of the committee if they get a
chance to take a look at an article that recently.appeérs in
the New York Times entitled "The avefage guy takes it on the
chin."

This article demonstrates, states—--and I am just going
to read two sentences--"After .adjusting for inflation, the

average weekly earnings in. America declined an astonishing
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14.3 percent between 1973 and 1986. Median household
income in America declined 6 percent between 1973 'and 1976."
Real incomes_ih America for 80 percent 6f American families
are'deélining, andAat‘precisely fhe same time, we, this
committee, and the Congress and the Administration are
increasing the tax burden on the 6verwhelming majority of
Aﬁericans. Eighty'pércent of all American flamilies now have
less Efte% fax income tha; they had in 1986, a1l except the
top fifty Qf-inqome éarhers::_And we ére dramaticéllf
exascerbating that prsblem as we cons£antly increase excise
taxes, we constantly iﬁcrease payroll‘taxes; we constantly
increase every fedefal taX‘Zhét is unrélétedﬁto the ability
to pay whil@ we cut the income tax which is based on the
abiliiy to pay; thereby creating.in tﬁe minds of the American
peoplelthe meression that we are reducing gheir taxes when,
in fact, we are doin& just the Qpposité:

I p;edicted during the income tax debate thatfthis'
would occur. It is now océurring. With tﬂé possible

exception of the cigarette tax that Senator Chafee is

proposing.as a public health measure, I can see no

increasing the tax burden on 80 percent of American
families just as their real incomes are declining. That is
exactly what is happening, and the actions of this committee

and the Congress have been major contributors to that effect.
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Y

And I think we ére just making circumstanCes very difficult
for the average working middle claés American families.

Senatof Long. Mr. Chairman.

The Chairman. Senator Long.

Senator Long. Mr. Chairman( it seems to me that what
we are trying to do héfe is to find the money to pay for
Medicare.and Medicaidf These are programs that even the
Medicare is skewé;ed £o the benefitréf Lhe low income
people as compared to those‘highe; up the ‘ladder. You pay
not according to your leviel of eafnings, but the benefits
you recéivé depénds<upon your health condition.

And, of course, the Medicéid progfam is étrictly'a
program on a needs based program. |

Now when we have an exciéé tax on ;omething'likg_~
telephone service, whichjiscéértainly‘notjthé-most extreme
.case of individual needs, I would think that something lgke
a consumption tax, where it is true the low income pedpleApay
more of that than‘they would: ' if you had an income tax, Qut
on. the other hand, who takes the libn‘s share-on fhe taking
down end of it? I£ is the benefit of £hese low income
people you.a;e trying to help. Sick people, poor people, low

income people. .
When we put our welfare program in Louisiana these

would not have made a very big program there. We paid for

the sales tax. And I recall the argument at the time, well,’
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a few people are'going to object to the sales tax because
it is aggiessivé, it tends. to hit the\low inéome people. But
on the other hand, they are going to gét the whole benéfit.
It is all going to go for their benefit. |

'And when you look at who is on the taking down end, I
think the lower income people would be a big winner on this
propoéition.if you use a tax on telephones to pay for
Medicare and Medicaid, if you ﬂave to when the €ost of it ,
goes up. \ |

The Chairman. Further discussion.

Senator Boren. Mr. Chairﬁap.

Senator Chafee. Mr. Chairman.

The Chairman. Senator Boren had his hand up a whide
ago.

Senatot Boren.. Just a question. This proposal, the

1

currfent excise tax is 3 percent. 1Is that correct?
Mr. Coibin. Yes, sir.
Senator Boren. And this would propose to raise it to
4 percent..
The Chairman. Further discussion.
Senator Moynihan. Mr. Chairman.
:-The Ch;irman. Senator Moynihan and then SenatoruChafee.
Senator Moynihan. Could I just repeat an earlier point

. . _ < .
just in response to Senator Long? The Medicare funds are

solvent. We are not looking to raise monies to pay for
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Medicare. We are looking to raise monieé to help reduce a
deficit that arises from other reasons alﬁogether. |

Senator'Long. Medicaid,ﬂis it ;hat solvent? Medicaid?

Senator Moynihan. Medicaid is not.

The Chairman: Mediqaid is not.

‘Senator Chafee?

Senator Chafee. Mf. Chairman, as;we pointed, out in
the'earlier statement.where<We were dealing with the increased
inéomé from:certain programs-by‘exténding the cost of
company health program for those disabled, how much did that
cost? .

Senator Dole. A.biilion.

Senator-Chafee. A billion dollars, didn't it?

Mr. Mihalski. The‘secondary payor, yes, sir, about a
biilion dollars. |

Senator Chafee, Secondary‘§ayor. And that essentially

- ' _ .
is--that is right--$966 million over three years. And that .

is a tax on_business,“Mr.’Chairman. And what you are
proposing he;e'is'thaﬁ by increasiﬁg the telephone rates
to everybody to 4 éercent,’including businesses, I protest,
one, that you are increasing it for indi&iduéls, and I aléo
protest you'are increasing it for corporations.

What would that produée‘on increased cost on businesses
be if you added’l percent? |

Mr. Mihalski. One percent on the telephone excise tax?
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Senator Chafee. Yes.

\
]

Senator Dole. Five hundred million.
Senator Chafee. If you can get it fairly quickly.
Mr. Colvin. The revenues from business are separately

stated on the handout. . Out of the $3.4 billion thatswould be

coming in under the proposal, $2.4 billion is from business

and $1.0 billion is from residential. -

Senator Chafee. It would be increased. by the increased

percentage over existing. {

Mr. Colvin. That is increase reiative to present iaw.

Senator Chafee. All rightL i

So overall we have added to business $1.5 billion today
if this increase should go through, aﬁd I just doant think
that makes.sense because we are ﬁalking jpbs. That is what
business is.

Senator Dolé.‘ Isn't it deductible?

Senator.Chafee; Yes, I suppose. All right.

Sénator Dole. So they are not really'paying>that much.

Senator Chafee. All right. N |

Softﬁey'are~only paying, under our'bill,n33 percent.

Mr. Chairman, if you want money I think you ought to go
the route of the cigarette tax.

The Chairman. Well, let's do this. :Obviously we are

going to have some final debate tomorrow, and we are clearly

going to finish this tomorrow. I am going to suggest to you
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that we adjourn at the moment. We have only two or three
items on ‘the initial page on outlays to finish.
Senator Dole. Could I just say one point?

The Chairman. I know you want to bring up your

-cigarette tax tomorrow, and you are serious about it, but,

clearly, between the éta;e‘and local Medicare tax, telephone
tax, and/or a cigarette téx fhat Senator Chafee.is going to
propose, we Qill be able to meet our revehue totals.

Bob?

Senator Dole. I would just say one thing. We have got'
a big headache comihggup for :all of us,hére if we do- not
deal with the4Graﬁm—Rudman sequeste#. And we had a
statement today from Senator Domenici in our policy luncheon
that he might be able to; with some help from the committee,
meet our targets without any sequester. And I cannot think
of a better way fo help Senatoeromenici and have a couple

of billion dollars surplus in this little package.

. Senator'Moynihan. Mr. Chairman, before we adjourn, is
there any chancg to get to that social security?

The Chairman. Oh{ yes.

Pat has a good suggestién on social»secﬁrity, a slight
change to what we adopted a couple of day égo on the debt
ceiling.

Senator Moynihan. Mr..Chairman, this would be an
amendment that would say that if we were in a situation where
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the federal.government would no longer pay other
obligations, the Secretary of the Treasury could disinvest

social security funds to pay social security checks.

Senator Dole.  That takes care of Armstrong's concern,

‘

right?

—

s

Senator Moynihan. Yes, sir.

The Chairman. What you are suggesting is a committee
amendment to the debt ceiling that~ﬁe ha§e-a1ready feported?

Senator Moynihan. Yes, sir;_ Thé @raft would be very
simplé, } think, John; don't yéu thinké

\Mr. Colvin. Yes, sir.

Senétor Moynihan. Could I make thqt proposal,
Mr. Chéirman, that you would offer this as.a committeé‘
amendment when appropriate?

The Chairman. This is_better than what we did. I -

i N .
think we should send it out here; and then I will offer it

on the floor as a committee aﬁendment as a substitute for
what we put on the debt ééiiing,bill.,. |

Senator Moynihan. Yes, sir. Céuld I so move?

Senator Doie. We canlput'it on there too.

The Chairman. Yes, I'think wenought to because we
adopted Pat's other amendment on-the debt ceiling bill.
We ‘have- since discoveredathere has been a slight, I don't

want to say defect. This is simply a better amendment.

Senator Moynihan. Fine. So can we just do it that way,
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and then this would be part of the débt ceiling proposal?
Senator Dole. Just modify it, yes.

The Chairman. Just modify tﬁe debt.ceiling proposal.
Is there objection?
(No response) .
The Chairman. Without objection.
Senator Chafee. Mr. Chairman.
The Chairman. Senator Chafee.
Senator Chafeé. Befo;e we adjourn, Mr., Chairman, perhaps
you have welcomed alreaéy, but I seé a familiar name a;d a
familiar‘face here.

Senator Moynihan. Almost familiar.

S;nator Chafee. Almost aifamiliar face. And we welcome
Mr. Chépoton to these circles. The ﬁ@me is well known.
They had a name plate all made up'without any trouble,

The Chairman. I have got a tale to tell'you. Symms
came ovér-here'and‘said,A“What'is Bﬁck doipg here?" And
for those who,afé~unaware, this is Buék Chapoton's twin
brother who. has now jdined us in a{similar capacity. We will
be seeing a familiar face for another four years I assuﬁe
at this committee.

Mr. Chapoton. Mr. Chairman, he told me how much he has
enjoyed things here.

N
The Chairman. You even .sound like him.

(Laughter)
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The Chairman. We are. in adjournmént until tomorrow
afternoon when we will”finish this up.
(Whereupon, at 4:44 p.m., phe~executi§e committee
meeting was adjourned, .to reconvene on Wednesday, July 23,

1986, at 1:30 p.m.)
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