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THE FUTURE OF MEDICAID: STRATEGIES FOR
STRENGTHENING AMERICAN’S VITAL SAFE-
TY NET

WEDNESDAY, JUNE 15, 2005

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

The hearing was convened, pursuant to notice, at 9:59 a.m., in
room SD-628, Dirksen Senate Office Building, Hon. Charles E.
Grassley (chairman of the committee) presiding.

Present: Senators Hatch, Snowe, Thomas, Smith, Crapo, Baucus,
Rockefeller, Kerry, Lincoln, Wyden, and Schumer.

Also present: Mark Hayes, Rodney Whitlock, Susan Jenkins, Pat
Bousliman, and Alice Weiss.

OPENING STATEMENT OF HON. CHARLES E. GRASSLEY, A U.S.
SENATOR FROM IOWA, CHAIRMAN, COMMITTEE ON FINANCE

The CHAIRMAN. I know you are all shocked that we are starting
on time, or even a little bit early. But our governors have to be to
the other body at a certain time, and we have a vote coming up
at 10 o’clock.

I am hoping that Senator Baucus is voting, and then he will
come back and run the committee, and then I will go over and vote
and will be back then so we can keep the meeting going to accom-
modate the governors.

Welcome to our hearing on the future of Medicaid, Governors,
and also anybody in the audience, in which we hope to examine,
and will examine, ways to strengthen the Nation’s health care safe-
ty net.

First, I would welcome our witnesses and thank them for joining
us today, and particularly already at the table, Governor Huckabee
and Governor Warner, for being with us today.

While Medicaid is a program financed jointly by State and Fed-
eral dollars, the States have the principal responsibility for run-
ning this very important program. It is for this reason that the bi-
partisan proposals of the Nation’s governors are of such impor-
tance, and it is these proposals that are going to be the focus for
today’s hearing.

We are here today to begin a process of strengthening Medicaid.
We are at a very important juncture with Medicaid, and we need
to take decisive action to protect this vital safety net for the people
who need it.

o))
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Medicaid has overtaken Medicare as the largest health care pro-
gram, and it is rapidly growing as a share of State budgets, dou-
}Jlling since 1990, while education spending has remained about

at.

States like Missouri, Tennessee, California, Mississippi, and even
my own State of Iowa are struggling with these growing costs. Be-
tween 1998 and 2003, combined Federal and State spending on
Medicaid grew by more than 55 percent.

When you take into account CBO’s forecast for the next 10 years,
combining Medicaid spending from 1998 through 2015, it will grow
by more than 275 percent. Spending in the year 2015 will be al-
most triple what it was in 1998. Many States have already had to
take drastic measures to address these growing fiscal pressures.

With bipartisan voice, our Nation’s governors have placed Med-
icaid on the forefront of their agenda. We have been hearing from
the Nation’s governors, both Republican and Democrat, since the
beginning of this year.

Their message has been clear. If we do not work together to con-
trol the growth of Medicaid spending right now, these growing fis-
cal pressures will force States to take even more far-reaching steps
to control expenditures.

My hope is that, today, we begin the process of finding common
ground to make good decisions for Medicaid’s beneficiaries and the
program’s financial future. It can be done if we work together. The
causes are complex. More people are accessing Medicaid services.

Health care is becoming more expensive. We need to do more to
more carefully scrutinize how we pay, and how much we pay, for
these services. We need to examine whether or not we are paying
too much for prescription drugs.

Any ideas we consider should not jeopardize the coverage of op-
tional beneficiaries just because they are optional rather than man-
datory. I think we can come up with policies that improve Medic-
aid’s fl'llscal health without jeopardizing that coverage, and, in fact,
we will.

To my friends who do not want us to find any savings in Med-
icaid, I hope they reconsider their position. If we do not find ways
to relieve some financial pressures the States are facing, we end up
jeopardizing the coverage of very needy people that we seek to pro-
tect.

If the States do not get relief, they are going to have to make
some difficult decisions to keep their schools funded and their
budgets balanced, decisions that will jeopardize the coverage of cur-
rent Medicaid beneficiaries. I believe that is why the governors
have united to tackle this difficult issue, as I think we will hear
today in their testimony.

Ladies and gentlemen, we have a responsibility to be good stew-
ards of the Medicaid program. We need to spend the next few days
making good decisions about how to preserve and strengthen the
Medicaid program for the people who truly need it.

Senator Lincoln would like to introduce her governor.

Senator LINCOLN. Mr. Chairman, thank you. I would like to let
you know that the staff has noted that this is the first time I think
I have been on time, so I am on a roll, between yesterday and
today.
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The CHAIRMAN. It is a good thing I started running; I have a
strong heart. [Laughter.]

Senator LINCOLN. Well, thank you, Mr. Chairman. This is such
a vitally important hearing we have today. We are very proud to
have you gentlemen with us, Governors, to really talk about the
partnership that we need to build in making sure that we do make
Medicaid both efficient and effective, and making sure that we are
getting the best bang for our dollar there. I think you all have cer-
tainly gotten off to a great start in some of the suggestions you
have that you will be presenting to us today.

But it is certainly my privilege to be here today to introduce our
governor, Governor Mike Huckabee, from my own State of Arkan-
sas, who is testifying on behalf of the National Governors Associa-
tion, along with Governor Warner, who also represents me a little
bit, actually. For the time I spend here in Washington, we stay out
in North Arlington and am certainly proud of that as well, Gov-
ernor Warner.

But, Governor Huckabee, I am so appreciative to you for being
with us today to discuss Medicaid. It is a program that provides
health care and long-term care to people who would otherwise go
without those services, and it truly is our Nation’s safety net for
health care and long-term care.

I think you know, as we have discussed many times, as well as
I do, how important Medicaid is to our Nation, and especially to
our home in Arkansas, where 1 in 5 people receive Medicaid, more
than half of the births are financed by Medicaid, and close to 80
percent of nursing home residents are paid for by Medicaid in the
State of Arkansas.

I applaud your efforts as an advocate for Medicaid, most recently
in your strong stance against budget cuts to the program. You and
I both believe that budget cuts should not be made on the backs
of our Nation’s most vulnerable: poor, children, pregnant women,
parents, the elderly, and individuals with disabilities. The place to
look at that is to go through these types of thoughtful processes
and figure out ways that we can make Medicaid more efficient.

I hope that we can build on the common ground today and in the
future. I am looking forward to getting more information about how
NGA'’s proposal will impact rural Americans who are truly difficult
to serve, and women who make up the majority of the Medicaid
population. Those are two focuses here in Congress that I often
focus on, and I am appreciative to have such thoughtful folks work-
ing on this proposal as you two governors.

I am also incredibly concerned about the impacts some policy rec-
ommendations would have on those seniors and individuals with
disabilities who depend on Medicaid for long-term care, people who
would otherwise not be served by private insurance because they
are too poor or too sick.

Medicaid deserves a lot of attention and thoughtful consider-
ation, and I think the proposal that the governors have come to-
gether with has indicated just that. I believe it is critical that we
look at this program through the eyes of the 58 million Americans
who really, really depend on it.

Governor Huckabee, we are proud of you, proud of not only the
hard work you have put in with the Governors Association, but the
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great example that you set nationwide for overall health, and your
attention to it. You have certainly taken a personal attack on that,
and we are very proud of that, but you cannot lose any more
weight.

Governor HUCKABEE. All right.

Senator LINCOLN. We look forward to working together, because
we do know that one thing is for sure, and that is, this is an impor-
tant enough issue, it is also a challenging enough issue, that none
of us can do it by ourselves. We are grateful to both of you for
working together, and being willing to work with us to preserve
and to improve this very, very vital program.

Governor Huckabee, we in Arkansas are very proud that you are
here. We are glad that you have joined us today. We are proud of
the accomplishments that you have made on behalf of our State
and the millions of people there that you represent. Most impor-
tantly, we look forward to a good working relationship with the
Governors Association where we can really come up with the kind
of solutions we need for our Nation.

So, welcome, Governors, to both of you, and a special thanks to
Governor Huckabee. We are proud of you. Thanks for being here.

The CHAIRMAN. Besides being the Chief Executive Officers of
their two States, Virginia and Arkansas, we have the privilege of
having the Chairman of the National Governors Association and
the Vice Chairman of the National Governors Association, respect-
fully, Governor Warner and Governor Huckabee.

Today, their association is releasing a preliminary policy paper
outlining bipartisan recommendations for the Medicaid program, so
we are very pleased to have you with us here today to share the
Governors Association proposal on Medicaid changes. Thank you
both for being here.

I assume that you start out, Governor Warner.

STATEMENT OF HON. MARK WARNER, GOVERNOR,
COMMONWEALTH OF VIRGINIA, RICHMOND, VA

Governor WARNER. I do. Thank you, Mr. Chairman. I want to
thank you on behalf of all the Nation’s governors for allowing us
to appear before this distinguished panel today.

As the Nation’s governors, we are very proud of the product that
we are laying before you today and appreciate the chance to be
brought into this debate.

I would add at the outset that what we released this morning is
a document that has had the active involvement of more than 35
governors or their Medicaid directors. We have not had a single
governor opt out of the proposals that we are outlining.

So, as the Nation’s governors, we have come together. We are the
folks who are responsible, day in and day out, for, as Senator Lin-
coln indicated, providing health care to some of our Nation’s most
needy and providing, in total, the largest health insurance plan in
the Nation.

I want to also commend my Vice Chair, Mike Huckabee, who has
been a great partner in this whole effort. We are proud of the fact
that we have maintained this bipartisan spirit in the document
that we are laying out for you.
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Today’s work, though, is simply the beginning of this process and
should not be viewed as a final product. We look forward to work-
ing with you and the administration as we work towards a mean-
ingful reform of the Medicaid issue.

Now, as governor, Medicaid and health care-related issues take
about as much time as any subject that I am faced with. I simply,
as a starting point, want to say that I was involved in this issue
long before I became governor.

I remember back in the early 1990s when I was a private citizen.
I helped form something called the Virginia Health Care Founda-
tion, which was going to take on the problems of the uninsured in
Virginia. Back in 1992, we had a million uninsured.

Well, we have had one of the most successful public/private
health care foundations in the Nation. We helped 600,000 Vir-
ginians get health care. That is the good news. The bad news is,
in 2005, we have still got a million uninsured Virginians.

So, how we deal with Medicaid in relationship to the uninsured,
and recognizing that Medicaid is not some island in our health care
system, is terribly important.

In addition, one of the things I am proudest of in Virginia is, as
governor, we have taken Virginia from really the bottom in the
States in terms of signing up children for both our Medicaid and
SCHIP program. In rural Virginia, we are literally close to the top.
We now have signed up over 128,000 kids.

We have 96 percent of our eligible children signed up for either
the Medicaid or SCHIP program, again, one of the most meaning-
fully effective components of this terribly important health care
issue.

Before we start with the specifics, though, I want to again rein-
force a couple of the things that the Chairman and Senator Lincoln
have already indicated.

Governors start each budget cycle with a debate on Medicaid.
The Medicaid reforecast now, in terms of setting your budget
terms, becomes even more of a driving force than your education
reforecast.

In Virginia, for example, in 1990, Medicaid was a $1 billion pro-
gram. By the end of this current budget cycle in Virginia, it will
be a $5 billion program.

Now, I would feel much better about the growth in this program
if we had achieved better coverage, improved payments to pro-
viders, or a series of expanded services. But, unfortunately, even
though we have seen a dramatic increase in costs, we have not
seen a dramatic increase in the quality of service.

Like a series of bipartisan governors, I am interested in Medicaid
reform because Medicaid, as it is currently situated, is simply not
sustainable for the States over the long term.

Strictly speaking for myself, not as an NGA representative, I be-
lieve solving the Medicaid crisis ought to be first and foremost in
terms of addressing entitlement reform at the Federal level.

But let me be clear: Medicaid reform should be policy-driven and
not budget-driven. It should be considered, and must be considered,
in the overall context of health care reform.

Let me also make clear at the outset that governors have not
changed their time-honored position that we oppose block grants or
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caps that are simply tools to shift further responsibility down to
the States.

But we welcome Federal policies that have achieved greater effi-
ciency that provide us, in effect, as I think my colleague will say
in a few minutes—we as CEOs of the largest insurance programs
in our State—some additional flexibility, and can help us provide
both greater savings and what we hope will be greater expansion
of coverage.

Mr. Chairman, I indicated, overall in our Nation, Medicaid budg-
ets now make up 22 percent of State spending. In aggregate, they
total more State spending than K-12. We have literally created a
situation where we are pitting the needs of grandma against the
needs of the grandkids.

Now, three factors are driving Medicaid growth. First, as we all
know, the Medicaid program is increasingly serving low-income,
frail seniors and people with serious mental and physical disabil-
ities who, while they represent only about 25 percent of the Med-
icaid population, account for more than 70 percent of the Medicaid
budget. Those who are dually eligible for both Medicare and Med-
icaid account for 42 percent of Medicaid spending.

This has been one of those cost shifts that has taken place over
the years; as what was originally laid out to be a Federal responsi-
bility, some of these costs have shifted down to the State.

Second, the caseload has increased about 40 percent over the last
4 years. Now, some of this has been because States have success-
fully, I think, done the right thing in stepping up signing up kids
for their SCHIP programs.

But we are also seeing other cost shifts taking place as more and
more employers, through either economic reasons or otherwise, are
no longer providing health care to their employees, and oftentimes
even encouraging these employees to go upon the Medicaid rolls.

Third, again, as has been already noted, the Consumer Price
Index for health care has been increasing 2 to 3 times the average
price index. Medicaid, like all insurers, has been faced with rising
costs.

One of the things that we have tried to do in this paper, and
while this paper is the first step as you go through these budget
deliberations between now and Labor Day and early fall, we recog-
nize that Medicaid reform cannot be that island. It has to be com-
bined with other health care reform.

I want to touch on a couple of the subjects that we hope will be
included in your deliberations. Our non-Medicaid recommendations
have three goals. First, to increase quality in health outcomes by
better utilizing modern technology in our health care system.

I think, as somebody who has spent a career in the technology
field, the fact that we really have not brought the power of IT to
health care should be an embarrassment. The fact that we still do
not have electronic medical records beyond pilot programs is some-
thing we need to move beyond.

Second, we need to develop alternative and more effective policy
tools that would assist individuals and employers to obtain and
maintain private health insurance as opposed to these individuals
falling onto the Medicaid rolls.
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Third, to improve financing and delivery of long-term care by de-
veloping incentives for quality, private, long-term care insurance
products: community-based care, innovative chronic care manage-
ment, and alternative financing approaches.

Now, governors recommend a Federal refundable health care tax
credit for individuals, as well as employer tax credits for small em-
ployers. Now, again, these are issues where the devil is in the de-
tails, but we hope to be able to get into some of that. These are
also recommendations to help create more competition in the
health care marketplace.

Our paper also includes a number of recommendations promoting
the purchase of long-term health care insurance, again, through
the use of Federal tax deductions and credits, as well as expanding
long-term care partnership legislation, a partnership that is now
only existing in four States. Long-term Medicaid cannot remain the
majority payor for long-term care in this country.

Finally, there are recommendations to improve the quality of
home- and community-based care options, something where, over
the long haul, we must put much, much more attention.

Now, Mr. Chairman, let me again thank you for the opportunity
to appear before you today.

I am going to now turn it over to my colleague, Mike Huckabee,
who will take you through some of the specific Medicaid reform op-
tions we have laid out.

The CHAIRMAN. Could I announce to the committee members,
Senator Baucus, I believe, if the vote has started, is going to vote
and he is going to come over and chair this so we can keep the
meeting going. They have to be over to the House side by 11
o’clock.

Senator Huckabee? Or, Governor Huckabee?

STATEMENT OF HON. MIKE HUCKABEE, GOVERNOR,
STATE OF ARKANSAS, LITTLE ROCK, AR

Governor HUCKABEE. I was getting a promotion and did not even
realize it. Thank you, sir.

The CHAIRMAN. It is quite an honor to have a governor tell us
that they might get a promotion in the Senate.

Governor HUCKABEE. That is because I am appearing before you,
sir. [Laughter.] That is called “kissing up” in any State, I can as-
sure you. [Laughter.]

Mr. Chairman, I am deeply grateful for the opportunity to join
my colleague, Governor Warner. I also realize Senator Lincoln had
to step aside to take a vote, but I do want to say how much I ap-
preciate her very kind, gracious introduction.

But, more importantly, I appreciate her as a Senator from our
State. She has been an exemplary Senator and has served us very
honorably, and has also been a real champion for some of the
issues that we are going to be talking about here today. That is,
how can we best protect the children and the families of our States.

I want to assure you that the governors approach Medicaid re-
form not with the idea that we are trying to get out from under
the responsibility of making sure that we provide the best, most ef-
ficient, and effective coverage to the families that we are there to
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serve. We are looking for ways to improve that service, and to do
it in a way that does not break either the Federal budget or ours.

Quite frankly, the Medicaid program needs a new look. Next
month, on July 30th, the Medicaid program will celebrate its 40th
birthday. When you look back to 1965, the number-one song on the
billboard charts was “Help” by the Beatles. Perhaps we could say
that that song would be appropriate today. We need some help.

The cost of a new Chevrolet was $2,350, gasoline was 24 cents
a gallon, a loaf of bread was 21 cents. The best movie in 1965 was
“The Sound of Music.” The top three television shows were “I Love
Lucy,” “Hazel,” and “My Three Sons.”

Clearly, the world has changed from those days. There are some
people in this room who do not have a clue of what I have just spo-
ken about because they have never heard of those television shows,
except for the remakes of the movies.

What I would say today is, we are coming today, realizing that
Medicaid is, in essence, a 45-rpm program in an MP-3 world, and
it is time for us to take a fresh look at it, not so that we can undo
it, but so that we can better do it.

Today, Governor Warner and I represent not simply a consensus
of a few governors who begrudgingly bring some proposals, nor do
we represent a deeply divided group of governors who have split
ideologically, politically, or even geographically. What we do rep-
resent today is somewhat unique in politics. We represent gov-
ernors who have completely united behind the proposals that we
present to you.

In fact, over the past few months, the tedious and often very deli-
cate discussions in which we have engaged to bring these proposals
have happened in such a manner that it was difficult to tell who
were the Republicans and who were the Democrats in the discus-
sion.

We have not presented to you today the things that we have not
yet agreed on. There may be questions that will be raised about
issues that we are not proposing, for the simple reason that they
are issues that we have not quite come to terms on.

But today we are presenting issues that we have come to agree-
ment on in complete, unanimous spirit. We hope that, with the
kind of effort that we have put forth, that those of you here in the
U.S. Senate will give us an opportunity to test these ideas, to put
them into motion, not for the sake of saving money, but for the
sake of better serving and saving families that we care about, just
as you do.

Governor Warner has spoken specifically about the broad over-
view of what we seek to do. What I would like to do is to mention
seven of the specific proposals that we have before you. I think
your staff is aware of some of the greater details that we have in
a more thorough document, but let me touch upon those, if I may.

The first one is in the area of prescription drug improvements.
Currently, we have a system that leaves very little transparency
and a whole lot of capacity for us to make it extremely difficult to
get the best price so that people can get the best prescription drug.
There is a very convoluted formula that deals with what is com-
monly revered to as “average wholesale price.”
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We would agree with the General Accounting Office that says
that the pricing structure is neither average, nor wholesale. It is
a convoluted structure that includes the figures of the acquired
cost, plus the dispensing fee, minus a rebate, and somehow through
this very cloudy process, our Medicaid budgets are strained.

Even in our own State, even though Medicaid itself is going to
grow at 11.5 percent this year, the prescription drug component
will grow at almost 20 percent this year. We realize prescription
drugs are often a way to keep people from the hospital and to live
a better quality of life, but we would ask for the tools to manage
our prescription drug program in the same way that any CEO run-
ning a program would wish to manage his prescription drug pro-
gram.

The fact is, every governor operates the largest insurance pro-
gram in his or her State, larger than any private sector insurance
program. Six hundred thousand Arkansans out of 2.6 million cur-
rently receive Medicaid benefits, and the cost since I have become

overnor in July of 1996 has risen from some $600 million to over
%3 billion. We look for ways to make the system more transparent.

A second proposal is in changes in the asset policy. There is a
growing problem, in that many people are creative enough to be
able to divest themselves of assets and wealth in order to more rap-
idly access Medicaid benefits in the long-term care area. We would
like to close those loopholes to make it so that the people who are
really needy are really getting the services they need.

A third area is modifying the cost-sharing rules. While this may
be touchy to many people, this is another area where, remarkably,
Democrats and Republicans have come to an agreement, realizing
that every person receiving a benefit will receive a better benefit
and a more responsible benefit when he or she has some skin in
the game.

Our own experiments in various State plans, particularly with
children’s health policies, find that not only are the recipients more
grateful and willing to have a small co-pay for the pride and the
opportunity to participate, but it gives us the management tools
necessary so that we can help make sure that utilization is respon-
sible, but at the same time, that coverage is guaranteed.

A fourth area is creating benefit package flexibility. If there is
one message that we could bring to the Senate today, it would be
this: Medicaid is not a program. Medicaid is 50 programs. It is
unique to each State.

Every State has its own State plan, and, therefore, making Med-
icaid proposals is a most difficult type of enterprise, for the simple
reason that, any time you put something on the table, we found
that 15 governors loved it, 15 governors hated it, 15 governors did
not care, 5 probably did not open up for discussion.

The reason is because every Medicaid State plan is uniquely dif-
ferent to that State population and to what has evolved over the
past 40 years. That is one of the reasons that reform is so difficult,
and yet it is also one of the reasons that we bring to you today pro-
posals in which we have so much confidence.

A fifth area is developing comprehensive waiver reform. Waivers
are very difficult at times. They can become tedious, and the proc-
ess itself can become laborious.
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What we would like to do is to see that there would be portions
of the Federal Medicaid statute that could be changed so that waiv-
ers would be able to be granted more efficiently and more expedi-
tiously so that the kind of changes and reforms in the program
could actually be carried out in the States.

A sixth, and perhaps if I would mention, a singular, most impor-
tant reform, foundation to all of the others, is judicial reform. Con-
gress and the Department of Health and Human Services need to
authorize States to rightfully make some basic operating decisions
about optional categories of the Medicaid program.

One of the problems we face is that, when we try to make im-
provements and extend coverage and bring real reforms to the
process, we often are sued in Federal court and two things happen:
HHS disappears and they simply leave us to stand on our own,
even though the very permission and authority to do the things we
have done have been granted by them, and the second thing that
happens, we inevitably lose and incur more cost rather than less
cost.

The seventh thing is to make some changes in Medicaid for the
commonwealths and the territories. There is clearly an unfair dis-
advantage that is taking place with the commonwealths and terri-
tories, and many of those territories and commonwealths are now
providing up to 80 percent of the coverage. They have far greater
limitations. We would urgently request that their needs be looked
at, because many of those areas are in a desperate situation.

Mr. Chairman, it looks like I have pretty well cleared the room
except for you. [Laughter.] I am grateful for the opportunity, and
we will be happy to respond to any questions.

Governor WARNER. That happens normally when Mike Huckabee
speaks. [Laughter.]

Governor HUCKABEE. Thank you, Governor.

Senator WYDEN. Thank you, both. This is going to be something
of a moveable feast, because we are going to have votes and Sen-
ators will be coming in.

But I, too, want to commend you both and get into the issue of
pharmaceuticals with you, in particular. I think it is clear that that
is one of the driving forces behind what Medicaid is facing, and I
am convinced that Medicaid needs to be a more prudent purchaser
here. I want to outline to you in particular my concern.

Of the 14 drugs that cost Medicaid the most in 2003, 9 of them
were directly advertised to the consumer on television and in the
popular media.

I do not think it is a coincidence that Nexium, the number-one
advertised drug, and Prevacid, the number-two advertised drug,
show up on that list of pharmaceuticals that Medicaid is buying.

So what this means is that Medicaid programs across the coun-
try are shoveling out huge sums for those television advertisements
where colorful pills are dancing across our TV screen. For the life
of me, I cannot figure out what the interest is in the Medicaid pro-
gram in paying for those advertisements.

Now, Senator Sununu and I have introduced a bipartisan bill to
change pharmaceutical reimbursement so that Medicaid does not
pay these huge sums for direct-to-consumer advertising.
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I would be interested in your thoughts, Governor Warner and
Governor Huckabee. This is an area, it seems to me, where you can
save substantial sums without hurting people and simply by mak-
ing the Medicaid program a more prudent purchaser.

Now, when it comes to advertising, I think it is fine to say it is
going to go forward in the private sector. It is a first amendment
right. I am not interested in censorship. But why should Medicaid
be paying for those television advertisements?

I would like both of your views. I know you do not know the spe-
cifics of the legislation I have with Senator Sununu, but concep-
tually, would that be the kind of thing, on a bipartisan basis, that
governors would be supportive of?

Governor WARNER. Well, Senator Wyden, at first blush, that
makes some sense. I mean, obviously, how you would sort out, if
you could get to the level of scrutiny from the pharmaceutical com-
panies on how much they spend on advertising versus R&D versus
production, it would help us get to the transparency, I think, that
Governor Huckabee talked about.

So at first blush, I think I would be very interested in seeing leg-
islation and finding ways. Again, I think you made the point, if
there are ways we can make savings that do not restrict Medicaid’s
alziility to receive the drugs they need, that could be a win on both
sides.

Senator WYDEN. I think, Governor, just for a little bit more de-
tail—and again, all you know is the concept. As you know, the
Medicaid program gets a rebate under the process for negotiating
pharmaceutical prices. What Senator Sununu and I would see is,
in effect, giving you the opportunity to negotiate a deeper rebate,
a more extensive rebate, so as to reduce the premium you pay in
Medicaid for pharmaceutical ads.

Governor HUCKABEE. Senator, this points up two concerns of
ours that we just mentioned in laying out some reforms, one of
which is the prescription drug price, the other is the judicial issue.
In our State, we attempted to put some controls on what we were
paying for prescription drugs.

We pay more than twice the next payor, which is Blue Cross/
Blue Shield, in our State, as it turns out. So we are, 2 to 1, the
largest purchaser of prescription drugs, and naturally the cost of
those drugs is of great concern to us.

We would like the ability not only to have a better handle on the
cost, but also on the selection. We put into motion, thinking we had
the authority as a State, plans that would have demanded the best
price equal to the price given to the next customer. We were sued
in Federal court and we lost. The court said that we could not ask
for the best price.

It is those kind of issues that have really brought Democrats and
Republicans together in the governor ranks, and I think that we
would be very interested in any proposal that you could present
that would help us to get to those areas of great concern, of greater
transparency in how much the drugs really cost, and how much we
really should be paying.

Since we are serving the neediest populations in our State, we
want to pay a fair market value, but we do not want to pay an un-
fair market value. We are willing to pay what will help to provide
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additional research and development, and even for some respon-
sible advertising.

But because the drugs that we are purchasing through the Med-
icaid program are going to the most vulnerable citizens in our
State, because it is the taxpayer money that is covering it, we do
feel like we need greater levels of ability to manage those funds
and to have the ability to negotiate for best price, something we
currently do not have the authority to do.

Senator WYDEN. Governor Warner?

Governor WARNER. Senator, I would just like to add as well, you
mentioned the Medicaid rebate. I mean, having that flexibility to
negotiate a deeper Medicaid rebate or receive a deeper Medicaid re-
bate, even the President’s earlier proposals, when he, I think, early
in his administration proposed moving the Medicaid rebate from
15.1 percent to 20 percent, we are in excess of a couple of billion
dollars worth of savings. So if there was a way to tie that partially
to advertising, I think there could be significant dollars.

I mean, also, as long as we are talking drug pricing here, one of
the things we have shared is that if you look at drug pricing, some
of the initial proposals seem like they put a disproportionate bur-
den on the pharmacists themselves.

Some of this burden ought to be shared between pharmacists, big
pharmaceuticals, even finding some ways to continue to encourage
generics, but also have some savings there.

One thing the governors also raise in their report, while we are
looking forward with some anticipation and trepidation to the Med-
icaid drug benefit, we are concerned that, as this Federal drug ben-
efit is put into place, that States that have negotiated better prices
may, through the clawback provision, actually end up on the losing
side.

I can tell you, in our State, having the 2003, in effect, cut num-
ber as your starting point, we put in place, with some of the drugs
you have actually mentioned, a much more aggressive PDL. After
that fact, we get none of the benefit for that with the new Medicaid
drug benefit, as it is currently constituted.

Senator WYDEN. Let me ask about one other area, then recognize
my friend from Oregon, who, as you know, has done so much good
work in terms of trying to preserve the funds that are essential to
assisting low-income people.

With respect to long-term care, going back to the days when I
was director of the Gray Panthers, we were constantly fighting a
battle to make it easier to shift Medicaid dollars that were essen-
tially designated for care in institutions into the home and commu-
nity-based care kind of area, where, in effect, you get a two-for.

You get more of what older people want, which is to be home and
in the community at a cheaper price to the taxpayer. We have been
trying to bring CMS and the administration, in effect, kicking and
screaming, to streamline that process to make it easier.

Mark McClellan, whom I like and admire, is always telling us,
it is coming soon. It is kind of like the marquee at the old movie
house where it says “Coming Soon,” and it just kind of never sort
of gets to you.

What suggestions do the governors have with respect to this
huge area of cost where, if we could just get a little bit more flexi-
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bility, we could start steering the dollars out of the institutional
area, get them into the home care area, and give older people more
of what they want at a cheaper price to the taxpayer? I would like
to hear from either of you, then recognize colleagues who have been
waiting.

Governor Warner?

Governor WARNER. Senator Wyden, a couple of specific sugges-
tions. First, we think we need to change the mind-set in this coun-
try to encourage all-age folks to purchase long-term care insurance
and have those long-term care insurance products that will also
provide support for in-home care. We suggested, for example, the
use of a Federal tax credit as one way to move forward in that di-
rection.

Second, we do think that our current situation actually encour-
ages some folks to perhaps use legal tools to disproportionately
shift assets prior to going into a nursing home, which we are not
sure how often it is done, but it is done. Sometimes that shift takes
place because there are not viable in-home care options.

One of the things we have suggested in our paper is greater use,
for example, of reverse mortgages, but a reverse mortgage that
would still allow the individual to maintain some equity in their
home so that they could pass that equity on to their children. We
do understand the very real concern.

Somebody late in their life should not have to perhaps spend
down their single last asset, which oftentimes is their home, and
have nothing to pass on to their kids.

If we could retain some equity and use that reverse mortgage,
again, as a tool to provide some investment in home care, I think
you would get, not a silver bullet, but you actually do move forward
on this issue of how we give a more viable option as opposed to the
kind of nursing home or nothing option, or other long-term care or
nothing option that we have right now.

Senator WYDEN. Governor Huckabee, did you want to add any-
thing to that?

Governor HUCKABEE. Very briefly. The NGA’s position is essen-
tially what Governor Warner has mentioned, and that is kind of
what we are limited to speak for on behalf of NGA.

There are certainly a lot of models in our States, including one
that we pioneered along with Florida and Pennsylvania, with a
grant from the Robert Wood Johnson Foundation, called Inde-
pendent Choices, which did allow people to make a lot more of
their own purchasing decisions for home health care.

We have data on that, some science behind it that shows that it
is a dramatic improvement, giving people an option to have home
care that delays the necessity of going into long-term care. So,
there are some excellent tested models in the State, the very kind
of experiments that we believe can be brought to the broader Med-
icaid program.

Senator WYDEN. As a novice chairman, I am told that Senator
Lincoln comes next, and my apologies to Senator Smith.

Senator Lincoln?

Senator LINCOLN. Thank you. Did you need to get somewhere,
Senator Smith? All right.
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Thanks, again, gentlemen, for being here. We are very grateful
for your knowledge, and certainly the hard work that you have al-
ready invested in how we can make Medicaid more effective and
efficient.

I am very proud to hear us talking about long-term care. Senator
Grassley and I just introduced a bill yesterday, as a matter of fact,
on the issue of incentives for long-term care insurance, and making
sure that we are doing our part to really encourage that.

The NGA’s plan suggests requiring beneficiaries to pay higher co-
payments as a way of saving money in Medicaid, and we certainly
know that personal responsibility is an important part of every-
thing that we want to encourage. Yet, several studies show that
charging high co-payments to low-income people, particularly, re-
sults in people simply not getting the care they need, and that is
a concern we have.

So, I guess my question really is, how do you propose raising co-
payments for some Medicaid beneficiaries who may be able to pay
just a bit more, while protecting those who truly cannot afford to
pay more in out-of-pocket expenses, particularly those who take
multiple drugs every month or who have chronic conditions?

Governor HUCKABEE. Senator Lincoln, this is a question I am
glad was raised, because I think it is one of the more fundamental
issues that will create some controversy here. But it is also one of
the ones that the governors were able to come to a real, solid agree-
ment on, I think, much to the surprise of many.

You were perhaps more familiar with this than any other Sen-
ator here because of the Our Kids First program and the tremen-
dous success it has had. It has helped Arkansas become the na-
tional leader in reducing the number of uninsured kids, over 49
percent in the last 8 years. We have a proven track record of a pro-
gram that was really a precedent to SCHIP, and put in place before
there was an SCHIP.

What we learned from that program, was that a very reasonable,
responsible, and modest co-pay did not cause people to shun the
system. In fact, they accessed the system when they needed it.

What it did, however, was to give us some control of utilization
where people did not go to the emergency room when a clinical
visit would have done just as well. People did not go for extraor-
dinary tests when a simple test would have done the job.

But, more importantly, it was not a cost containment issue, it
was an issue in which people felt that they had some ownership.
They had, actually, some pride in the fact that they were not being
given something. They were able to walk in and out of that clinic
with their heads held high, with their pride intact, for having par-
ticipated.

What our proposal calls for is that there would never be more
than a maximum 5 percent of a family’s income ever expended, and
we feel that making sure that there is a containment so you do not
put an undue burden on an already struggling family is important.

But equally important is to make sure that we can extend the
coverage as wide and far as possible. Currently, the biggest flaw
in the Medicaid system is that it is like a cliff in which those who
are currently covered have, amazingly, complete and comprehen-
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sive coverages the likes of which the State employees in our State
do not have.

What we would rather see is the flexibility so that we can have
the management tools that every other insurer has in order to con-
tain some cost, realizing that those who are mostly impoverished
need very, very careful protections, but by doing that, actually
being able to cover more people, to give at least some type of ben-
efit, because there are so many people who have absolutely nothing
under them.

The Our Kids First program with which you are familiar, which
is operating as a waiver program with Medicaid, is proof positive
that, rather than it having a chilling effect upon access, it has just
the opposite, a responsible effect on people accessing care that they
desperately need. So, we believe that is why you see the governors
come to an agreement on this with some level of real enthusiasm.

Senator LINCOLN. There is somewhat of a ceiling on the amount
as a percentage of the family income that can be spent there. The
other thing I would hope is, because there are studies that do show
us that charging some of those higher co-pays or payments can
deter, that we would at least do the follow-up to make sure that
that is not occurring and we are monitoring that.

Governor HUCKABEE. And Senator, we would want to make sure
that we did the follow-up, and that is why we have done it exten-
sively with our program. I think, also, the co-pays that we dis-
cussed are minimal, and even the expanded children’s program, the
maximum co-pay is a $10 co-pay.

That would be decided at each State level. It would simply give
the States the opportunity to implement them. They would not be
forced to, they would simply have the option. Some States may opt
not to do them.

Governor WARNER. Senator, let me add as well, in Virginia, one
of the things we did is we actually even lowered—in some cases
eliminated—some of our co-pays in our SCHIP program, called Fa-
mous, when we moved from an under 50-percent sign-up rate to a
96-percent sign-up rate. We think it was morally the right thing to
do, economically the right thing to do, to get these kids signed up.

But if we look at the overall system, the overall Medicaid co-pays
have been set at a $1 to $3 level since the early 1980s.

Senator LINCOLN. Right.

Governor WARNER. We are thinking, some incremental increase,
with the appropriate caps, particularly for the most needy, is ap-
propriate. At the same time, there is great debate out there and
speculation. We often hear the stories of, how often is that Med-
icaid recipient coming for the fourth or fifth time to the emergency
room for the head cold? A lot of it, I do not think we know. I have
seen some of the studies. There is great debate back and forth.

I mean, for example, in Virginia, we have a tool that we have
used where we will not reimburse the hospital at an ER rate, we
will reimburse the hospital at a doctor visit rate, if it is determined
that it was inappropriate use of the ER.

We need more tools like that so we can only add, as my colleague
said, that personal responsibility component, but also partially, I
think, debunk part of the myth that there is great over-utilization
by some of our poorest people.
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Senator LINCOLN. Thanks, Mr. Chairman. I have some other
questions and I will wait for the next round.

OPENING STATEMENT OF HON. MAX BAUCUS,
A U.S. SENATOR FROM MONTANA

Senator BAucus. Thanks very much, Senator.

First of all, I apologize to the governors for being late here. I,
frankly, applaud what you are doing in many ways. First, the sub-
stance, trying to help us get a handle on this.

Second, coming before Congress, which frankly, I think, provides
the Congress with an opportunity to reclaim responsibility that we
have not exercised, namely, oversight over the Medicaid program,
and in particular oversight over the 1115 waiver program. I do be-
lieve, frankly, that it has been abused.

The 1115s have been used in a way that Congress did not intend.
I think there are a lot of good 1115 waivers, but I also think that
Congress abdicated responsibility, and it is an opportunity now for
Congress to step in, working with the administration, working with
the governors, to make sure those waivers are appropriate.

Third, I think it is important for us in this body to reaffirm—
and I know the governors agree with this—the safety net feature
of Medicaid, because Medicaid is a safety net. That is why it was
set up, that is what it is.

With all the innovative talk about flexibility, co-pays, and so on
and so forth, it is important for us to keep in mind the main pur-
pose of Medicaid, and that is a safety net for some of the less
wealthy in our country.

In that regard, I would just be curious to know a little more of
how you are going to protect people, with greater flexibility, to
make sure they continue to have the mandatory benefits currently
under Medicaid, whether it is hospitalization, for example, or nurs-
ing home care, immunizations, and other medically necessary serv-
ices. You know the list.

Are those folks, with all this flexibility, who are currently getting
those mandated benefits going to continue to get them? I suppose,
under the law, we have to. So I am asking you, are you suggesting
that we relax which benefits are mandated and which ones are not?

Governor HUCKABEE. We are not suggesting that, Senator. I am
very happy to be able to say that that is not the proposal that we
are bringing. It is not the intention of the governors to see how
many people we can take away from access to medical care. It is
exactly the opposite.

But the current system is unsustainable, because not giving us
the management tools that are available to CEOs in the private
sector means that we are going to be forced to spend money that
may not be as efficiently spent as it would be on increasing reim-
bursement rates for hospitals, which in our State has not been
changed since 1996 because we are operating under constrained
budgets.

The issues that we do face are, give us the tools so we can better
take the monies that are available, making sure that we cover
those mandatory populations. But there are many optional pro-
grams that, while optional, we would like to be able to run so effi-
ciently that we could make sure they are available in our States.
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Senator BAucus. So if I understand you correctly, it is, maintain
all the mandatory benefits. No change there.

Governor HUCKABEE. The only change would be in our capacity
to have participant involvement with some level of co-pay on the
part of the recipient, not necessarily, but it also would be a limited
co-pay, which I have addressed to Senator Lincoln’s question.

Senator BAucuUs. Where does Congress draw the line here?
Maybe there is a more artful way of saying it. But this is a Federal
program. It is shared with the States. Clearly, there is a joint over-
sight responsibility here. Where do you suggest that Congress
draws the line in terms of how much flexibility to give to the States
and how much not?

Is there a bright line here? Clearly, governors want as much
flexibility as they can possibly get. Clearly, Congress has the re-
sponsibility to make sure—and I know the governors do not want
this result—that nobody is getting hurt here and people are getting
good services. So, how do we draw the line?

Governor WARNER. Well, Senator, one of the things we said at
the outset, just to reinforce what has been our long-term position,
is that we do not by any means favor moving Medicaid to block
grants, we do not favor caps, we recognize there is a tremendous
need. We administer these programs, but we also see we are get-
ting hit with a triple whammy.

We are seeing cost shifts move from the Federal Government
down to the States, whether it is the increasing cost of dual eligi-
bles, which is one of these kind of transfers that I am not sure was
ever formally blessed, but is taking place.

We see employers increasingly, for economic reasons and others,
decide to no longer provide health insurance to their employees,
and in some cases even encourage their employees to go on the
State Medicaid rolls.

We see an aging population, and occasionally we even see mid-
dle-class Americans find ways to get rid of mom and dad’s assets
before they go into some form of long-term care. We cannot absorb
all three of those.

What we are saying is, from both a Federal and State stand-
point, give us our tools. There should be lines, and we suggested,
for example, no more than 5 percent of a certain income threshold
of a family’s income, maybe 7.5 percent at a higher threshold.

Remember, the Medicaid reimbursement levels, depending on the
States, vary dramatically. Arkansas and Virginia have very low
Medicaid reimbursement rates. Certain other States have much
more generous rates. So, there will be that bright line, but if you
have a higher amount of reimbursement levels, you might have a
little more flexibility on the co-pay.

Senator BAUCUS. I appreciate that. Even more helpful, though,
the more you can kind of give us a little more specific and precise
guidance here so that governors know, Congress knows, the admin-
istration knows, even though I am speaking generally here.

Governor WARNER. One thing Congress has laid out is, there
have been some studies out there. I do not recall the specific dollar
amount of proposed savings. But we were looking at $1 to $3, was
where our current Medicaid co-pays are.
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There was one study that some entity in Congress did that
talked about savings in a $3 to $5 or $3 to $6 range. We are talk-
ing about an incremental increase, from figures that were set in
the early 1980s versus where we are today, that seems in the range
of reasonable.

Senator BAucus. My time is up.

Governor WARNER. But let me just add one other thing. We also
need some of the tools to make sure that we do look at this issue
and having some sanction for people who, perhaps, over-use, for ex-
ample, the emergency room, 1nappropr1ate use of certain facilities.

Because what we want to try to do is, we want to have the sys-
tem more efficient, but at the same time we want to find ways—
I have a million uninsured people in Virginia. I would like to find
ways to make sure that they have at least some level of care. We
do not offer it at this point

Senator BAUcUS. Senator Thomas?

Senator THOMAS. Thank you, Mr. Chairman.

Thank you, gentlemen, for being here. I think, certainly, we all
agree that there needs to be some changes. There needs to be some
changes in health care, particularly in Medicaid. The governors
and the States will have a great deal to do with this.

We have to control costs, we have to provide service, we have to
deal with over-utilization. I think we have to make sure that we
do not allow costs to limit access to health care, which is partly
what we are doing now.

So, at any rate, we need to be flexible, too. I come from a rural
State, and health care delivery in rural States is different some-
tilmes than it is in the urban areas, and we need to understand
that.

You mentioned, how much of this do you see in long-term care
of shift of resources to qualify? I hear that is used quite a little bit.
Shift of personal resources to qualify for long-term care under Med-
icaid.

Governor WARNER. Senator, I am not sure. I mean, I think there
have been some studies, but I have to tell you, from Virginia’s
standpoint, we are not sure. But what we are looking at—and this
is something, I think, that goes to the overall approach—we are
looking at ways that we can find savings, but we are also looking
for tools and ways to reinvest.

For example, I know that Senator Grassley and Senator Lincoln
introduced legislation to provide a tax credit incentive for long-term
care insurance. We think that makes sense.

We think we need to change the culture in this country where
we provide and incent people to purchase long-term care insurance
that will allow in-home care, nursing home care, and intermediate
care so that folks do not have this, in effect, gaming of the system,
however much of it is done, to fall onto Medicaid rolls.

We think that the reverse mortgage option is a good one, but al-
lowing some maintenance or some equity in the home so you have
something you can pass on to your children. We think that is an
incentive as well.

So, we have laid out a series of both savings and incentives to
get at this long-term care issue. It is the long-term care issue that
is the biggest cost driver in our Medicaid problem.
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Sen?ator THOMAS. Do you have community health centers, Gov-
ernor?

Governor HUCKABEE. Yes, sir.

Senator THOMAS. Who is eligible to use those?

Governor HUCKABEE. Senator, it is done in a sliding scale basis.
The community health centers in our State provide the only point
of service for many, many of our citizens. As you represent a rural
State, we, too, are a rural State.

Not only the community health centers, but let me also add that
this goes to the heart of one of the proposals we have for the pre-
scription drug reform, to make sure that any reforms do not come
at the sole expense of the local pharmacy, but that the cost of re-
form is shared by all of the stakeholders, including the pharma-
ceutical companies. That is why we need the transparency of the
system, because our community health centers are a point of serv-
ice.

But, quite frankly, in many of our communities where we do not
even have a community health center, our local pharmacists may
be the only real point of service to do blood pressure checks, blood
sugar checks, and to provide some type of basic medical informa-
tion to a very rural group of people.

Senator THOMAS. As we provide these services, of course, we are
talking about Medicaid, as we should. But we are talking about the
whole health care system. I am told, talking to our providers, that
the fact—they claim, at least, and I think it is probably true—that
Medicaid, or even Medicare, does not pay the full cost in the reg-
ular community hospital.

Therefore, the cost is shifted to the insured people who have pri-
vate insurance, and therefore we are driving up the cost of insur-
ance for others. What do you think about that? Does Medicaid pay
the costs the providers charge?

Governor HUCKABEE. It is a huge problem for many of us, be-
cause in some cases the reimbursement rates are nowhere near the
actual costs. The problem is, without the kind of management tools
that we have come together today to seek, we cannot increase those
reimbursement levels because the resources are simply not avail-
able to do it.

Senator THOMAS. But there are other impacts from that, are
there not?

Governor HUCKABEE. There are many impacts, not the least of
which is a cost shifting to the private sector, which then drives that
private sector cost up and forces many private sector and small
business people to no longer offer their employees benefits, and
that drives them to the Medicaid program. It is a vicious cycle, and
that is why we are here.

Senator THOMAS. We do have to look at the overall, even though
we are focusing on one part.

Governor Warner, we get different kinds of information. You
mentioned, I believe, that States’ cost of Medicaid is more than
education. Our report says, on average, States spend more than 3
times their State dollars on education than they do on Medicaid,
26 percent for elementary, 13 for higher, and Medicaid is 12.

Governor WARNER. Well, no, sir. Medicaid averages right now,
most recent figures, at least, that I have, are 22 percent. That ex-
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ceeds, in aggregate, the cost for K-12. There are some States, I
have seen within the last 2 weeks, higher numbers. For example,
in Tennessee, it was 33 percent of their budget. I think Missouri
was 30 percent. There are a host of States in the high 20s. We in
Virginia are down at about 15.

But the costs have risen dramatically. Earlier in my testimony,
I indicated that Medicaid in 1990, in Virginia, cost a billion dollars.
Medicaid, at the end of this budget cycle that we are currently in,
will cost $5 billion in Virginia. We have not dramatically increased
the quality with those increased costs.

Now, part of that, as you made mention, Senator, is not simply
a Medicaid issue, it is the overall health care-related issue. While
we have laid out today Medicaid-specific reforms and some other
reforms so that we can encourage more folks, particularly in small
businesses and others, not to fall upon Medicaid rolls, to at least
have some modified benefit package that we could make available,
we are going to have to be part of a longer health care debate.

Senator THOMAS. We are looking at that. And you mentioned
being a little chagrined. When you go to the budget and look at
these, 60 percent of this is paid by the Feds. So, we have a little
budget chagrin.

Governor WARNER. Not in Virginia. I wish it was 60 percent.

Senator THOMAS. Well, I will not argue with you. But we need
to get those figures, because we have different figures than you are
talking about today. We need to find out.

Governor WARNER. Well, as you know, the maximum ranges from
70 and 80 percent, with some down to around 50 percent, in many
of our States in terms of the Federal match.

Senator THOMAS. 60/40, generally.

The CHAIRMAN. I am willing to skip over myself and go with ev-
erybody else, but I ought to be able to have 5 minutes to ask ques-
tions.

Senator BAucus. Yes. I would say so.

The CHAIRMAN. So I am going to go to Senator Kerry, but what
I would like to do is make sure that, by 11:15, I get 5 minutes to
ask my questions. So, we have Senators Kerry, Rockefeller, Smith,
and Crapo to ask questions, and Hatch, maybe.

All right. Go ahead.

Senator KERRY. Thank you, Mr. Chairman. That was very gen-
erous of you. I appreciate it. Let me try to move right through it.

If I could very politely correct you, Governor, on that figure, Sen-
ator Thomas is actually correct. We were talking about it a mo-
ment ago. The figures are 22 percent when you add the Federal
and local dollars to the State. The State dollars alone are about 12
percent. So, the State contribution, in total, for Medicaid is 12 per-
cent when we are talking about the State’s problem.

What I want to try to focus on here is sort of what the really
large choices are that we face. I think the proposals that you have
brought forward are important, and I think they are a great intro-
duction to the discussion.

But in candor, taken as a whole, unless cost-sharing, benefit
package flexibility, waiver reforms, and judicial reform are tanta-
mount to cutting the current mandated programs and to signifi-
cantly doing the cost-shifting that you just mentioned, which will
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have an impact on the private sector, they are not going to cure
the problem of either $10 billion, or the larger problem that we are
looking at in Medicaid. They are just not going to do it.

And it is not your fault. It is just 5.8 million people were added
to Medicaid between 2000 and 2003; 4.8 million people lost their
private health insurance, and the numbers are going to continue to
grow.

So the question is, what are we really going to do in larger
terms? Now, I have been here 22 years and I have listened to gov-
ernors come up here and say, we need help to do this and that. We
tend to provide a significant amount. I have also watched them do
tax cuts in their home States and get reelected, accordingly.

The revenue stream is getting narrower while the problem is get-
ting bigger. There is a fundamental conflict here. What would you
say if the Federal Government could say to you, we will relieve you
of the burden of Medicaid up to 100 percent of poverty.

We will take over Medicaid at the Federal level. We will do auto-
matic enrollment of all children. You go to school, you are enrolled.
You go to day care, you are enrolled. If you go to child care, you
are enrolled, whatever.

From 100 percent of poverty up to 300 percent of poverty, the
States would agree to expand the SCHIP program and coverage so
that we take people up to 300 percent of poverty, about $47,000 for
a family of three. That would be a net savings to you in your States
of a total of $6 billion across the country.

In the State of Virginia, we would return $128 million to you,
while we provide 100 percent coverage of children. In Arkansas, we
would provide $62 million back to you. You would have a net sav-
ings of $62 million and 100 percent coverage for all children. You
currently have, I think, 77,000 kids uncovered in Arkansas; you
have 202,000 in Virginia.

We can cover all of them. We can eliminate your headache of
Medicaid. We can return dollars to you and your States and relieve
you of this fiscal burden. But to do it, we cannot give people earn-
ing more than $300,000 the next tranche of the tax cut. What is
your choice?

Governor HUCKABEE. Senator, I think, first of all, you would
have a very receptive audience with governors to propose some-
thing that would take over that role of the children. I think we
would have to also add the discussion of what do we do with long-
term care, because that is where a lot of our costs are, a huge level
of our costs, and also legal protections.

I think I speak for all of our governors when we tell you that
what we have presented today is not the extent of all the reforms
that are needed in Medicaid from the State or the Federal level.

What we have presented are the reforms that we have had 100
percent agreement on from Democrat and Republican governors,
and that we can bring to the table in good conscience, as genuine
reforms, that have been vetted out through a thorough process. It
is the starting place, not a finish line.

Senator KERRY. Well, I respect that. You said that in your testi-
mony, and I really appreciate that. But a lot of us here are getting
kind of frustrated with staying at the starting line. I mean, we
have to get to a finish line here some day. This problem is going
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to get worse before it gets better. If our solution is to squeeze peo-
ple down out of Medicaid, we are not solving anything at all.

Let me share with you. I sent an e-mail to people who have been
supportive of this Kids First concept. Twenty thousand people re-
sponded, leaving telephone messages on this.

Here is what they said from Manassas, Virginia. Matthew said,
“What I don’t understand is how we are to be the richest and most
powerful country in the world.

“Why are we forgetting about the people who are less fortunate
than ourselves, those who don’t have health insurance, children
who are living in poverty, children who are living without parents,
not knowing where the next paycheck is going to come from?

“Why is it only the people who make the money can afford health
insurance, the only ones who are getting it? Poor people are people,
too, and children shouldn’t have to suffer because their parents
bust their butts every single day and only can afford to live pay-
check to paycheck.

“Why is 1t that children in the richest country in the world are
going hungry and are living with disease and germs that will affect
them and could eventually kill them because they can’t get the
proper medicine, the proper medical care? Why is it, in the most
powerful country in the world, our children are having to live with
these disgusting diseases that can be cured?”

In Arkansas, a woman named Allison: “If we don’t start taking
care of the people in America, and mainly the children in America,
we are going to turn around one of these days and find that we are
a third world country. Charity begins at home, and the little chil-
dren, they need us now.”

So would you, in fact, join in an effort with the governors to
make this choice, that for $300,000 and up we do not have a tax
cut and we cover every child in America with health care, and re-
turn $6 billion to the States to relieve the fiscal burden? Would you
support that?

The CHAIRMAN. Would you please give a short answer?

Senator KERRY. It only requires a yes or a no.

Governor HUCKABEE. Senator, I want to say, we have done the
very thing you are talking about, and we did it 8 years ago. We
started covering children, and we want to cover children. What we
are here today to do, is to propose the things that will help us cover
more children.

But this unsustainable cost of the current Medicaid mandates
are such that it is going to prohibit doing what you want to do and
what I want to do. When I grew up back in 1965, when the Med-
icaid program started, my parents would not get on it, but they
probably qualified.

The fact is, there are a lot of people today who desperately need
the kind of coverage that Medicaid, and then the expanded Med-
icaid programs, provide. We want to give it to them, but we want
to do it in a way that does it efficiently and effectively.

Governor WARNER. And Senator, let me just add as well, one of
the things I am proudest of is the fact that, in Virginia, we took
a State that had one of the lowest sign-ups of children, and we
have now moved where we have signed up 96 percent of our kids
in Virginia. The Kaiser Foundation has recognized Virginia as one
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of the most successful children’s health initiatives in the whole
country.

I would add, and some of you may have read about it, we actu-
ally did have a little tax reform effort going on in Virginia a year
or so ago, and we stepped up to the plate in a bipartisan way and
have met our State’s financial needs, and are paying the commit-
ments on health care and on education.

But clearly, even with the tax reform effort going on in Virginia,
we can see over the next decade where we are headed, unless we
can get a handle on these Medicaid issues and recognize that we
have to also deal with the one million uninsured Virginians we are
still looking at.

The CHAIRMAN. Senator Rockefeller?

Senator ROCKEFELLER. Thank you, Mr. Chairman.

With all due respect, gentlemen, neither of you answered John
Kerry’s very real question. We have done, whatever it is, $3 trillion
of tax cuts. I vote against them, I lose, it helps me, and I regret
that. But that is the choice. That is the choice.

Because this year we are either going to vote to make them per-
manent, which is, I think, $11.7 trillion or something, to the year
2075, or we could cure Social Security for one-third of that totally
until 2075, cure Medicaid, cure Medicare. What you are doing, it
seems to me—and we had a good talk about this, Governor, yester-
day—we are not talking here just about an average and ordinary
population.

We are talking about the very poorest people in this country who
are, in fact, paying 3 times more than the so-called personal re-
sponsibility business. They are actually paying 3 times more than
people that have private health insurance with respect to the pro-
portion of their income.

Now, this is not the usual population. This is a select population
of those who are particularly poor. The asset transfer thing is not
a big deal in West Virginia. People love to make it a big deal.
There are, of course, some examples, just as there are examples of
corporations and people and all the rest who cheat on stuff.

But these are the people who need the help. This is the safety
net. This is the only real safety net that we have. That is why we
have to treat it specially. If you want to save money, you can save
$30 billion off of Medicaid. You can do that with three things: you
take the slush fund for private plans, which none of us over here
like. That is $5.8 billion in 5 years.

MEDPAC has said that private plans are being paid at 107 per-
cent of their cost. If you just put them down in private plans, which
we do not like, put them down to 100 percent, you save $12.6 bil-
lion over 5 years.

If you asked them to adjust for risk in these private plans, you
would save an additional, almost, $12 billion. Is Medicare on the
table for you? Do you not agree with me that you do not just treat
this as another—you said, Governor, that it was a policy problem.
I have never believed that.

I have always believed it was a budget problem. It was a desire
to cut the budget, where people who could make the least noise
about it would make the least noise about it, and it would be left
up to us to argue it out.
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Governor WARNER. Well, Senator, let me try to address that.
First of all, if we can find a way that Medicaid makes up part of
what you all have dictated as $10 billion worth of savings, have at
it. We would welcome that.

We said at the outset—as a matter of fact, we have been very
clear from the outset—that we think this debate should be policy
driven and not driven by an arbitrary budget number.

What we have tried to lay out with you here in our proposal are,
yes, ways where we think we can make the system more efficient,
but also ways where, over the long haul—and this is by no means
a full, comprehensive health care reform package—we can start
getting at particularly some of these issues that are going to break
the bank: long-term care, incentives for long-term care insurance,
looking at tax credits in terms of issues related to employer and
employee tax credits so those folks at the margin do not fall on the
Medicaid rolls.

For me personally, if you all at the Congress level want to take
on a reform of the Federal Tax Code, I would be very supportive.
Again, we have done it in Virginia, and would welcome you doing
it at the national level.

Senator ROCKEFELLER. Well, then, that is my point. If we are
going to do that where the administration, the House, and the Sen-
ate are all under the control of a single party, if we are going to
do that, do you not, as governors, have to fish or cut bait on that
issue, just as we had to as Senators?

I mean, you talk about Medicaid. You would not have a Medicaid
problem if we had not had these tax cuts, which have had a very
marginal effect on the economy. You would not have it. We would
not be having this discussion today. Remember the $5.6 trillion
surplus that the administration came into office on. I mean, is it
not fair of us to ask you—and some would say yes and some would
say no—but to go on record on it?

Governor WARNER. Senator, I think you and I would probably
agree on a lot of the proposals the administration has made on tax
policies maybe that are ill-timed.

But let me say, again, as you well know as a former governor,
we would still have, even if the Federal Government was not facing
unprecedented deficit levels, a Federal/State partnership.

There are still State dollars involved. We have close to a 50-per-
cent match in Virginia. We have gone from $1 billion of State
spending to $5 billion of State spending in the last 15 years. It is
rising at a rate much more rapidly than anything else.

Senator ROCKEFELLER. My time is up. But do not tell me that
Medicaid and SCHIP are the same things. There are very different
financial requirements in those two. They are not the same. That
is just a detail, but you made that yesterday, and I think you have
made it today.

The CHAIRMAN. Senator Smith?

Senator SMITH. Governors, thank you for the bipartisan way in
which you are approaching Medicaid. I think the governors can
make a very important contribution. I am sorry it has become par-
tisan here this morning.
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I suppose the reason I register on this side of the aisle is in part
because of the discussion which has just gone on. I am a small
businessman.

When I look at the state of America’s economy and the recession
we have come out of, and I look across the ocean and I see our Eu-
ropean allies with stagnant economies, with confiscatory tax rates,
with no growth, with deficits that would make ours look like an
easy problem, I do not think just jacking up taxes is the answer
here. I suspect that in both your States, your revenues are increas-
ing. Is that accurate?

Governor HUCKABEE. Yes.

Governor WARNER. Yes.

Senator SMITH. Is that because your economy has gone up or be-
cause your tax rates have gone up?

Governor HUCKABEE. Both.

Governor WARNER. Both.

Senator SMITH. That is not what I wanted to ask. [Laughter.] I
do not want America to look like western Europe right now. I think
that there are rational ways that we can keep a marketplace grow-
ing and dynamic and creating opportunity instead of depression,
despair and recession.

So, in my view, just taxing our way out of this will never lead
to where we need to get as a people. Many European countries, and
Japan included, are my Exhibit A in that. We have a budget rec-
onciliation of $10 billion.

It does not all have to be used in Medicaid. Maybe it will be, but
it does not have to be. But it is very important to me, as a matter
of principle, that we figure out the lines to be drawn that will keep
serving the people and give you the flexibility.

But I suspect that the flexibility you seek is going to take a
longer-term look than between now and September in order to do
it right so we do not hurt the people we are trying to help.

Now, I hold up my own State in the last recession as an example
of what can happen when you do not do this right. I do this with
my governor’s permission; he is a Democrat, I am a Republican.

But in 2003, Oregon increased premiums and co-pays and elimi-
nated access to outpatient mental health and chemical dependency
services, and the prescription drug benefit. Fifty thousand Med-
icaid beneficiaries lost access to care they desperately needed, and
these costs did not disappear. They were just simply shifted to pri-
vate plans and to other State budgets.

Instead, Oregon hospitals saw a 17-percent increase in admis-
sions in the 3 months following the change in State policy. While
the State saw increases in the number of persons with mental ill-
nesses enter their State hospitals, the local jails and prisons, those
populations also ballooned, I believe—they believe—as a direct re-
sult of Medicaid changes. In the end, the people got care. They just
did not get it in a very cost-efficient way.

In 2004, Oregon reinstated coverage for outpatient services and
other changes were made. Part of that was the State reimburse-
ment Senator Rockefeller and I helped to push through this place,
and those pressures have been lessened.

So what I want to ask you, as you look over your recommenda-
tions, which one of those are not so structural as to run us into the
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ditch? Which one of those, or among those, are likely to get us to
somewhere about $10 billion in savings that you all agree on and
which we can pass in a bipartisan way? Because at the end of the
day, it is going to take a bipartisan approach to get this done.

Governor HUCKABEE. Senator Smith, let me begin by saying that
we have not all gone out and cut taxes and enjoyed a reckless way
of cutting benefits to people. In fact, if anything, many of us—and
it has been very uncomfortable for some of us as Republican gov-
ernors—were forced, because of rising Medicaid costs, to actually
have to go into special session and raise taxes just to cover what
we already had obligated for, not to expand services, not to cover
more people, which is what we would love to do. But we actually
did it just to cover the things we had already been obligated for.

So, I want to make clear that it has been a very difficult situa-
tion keeping up because of what Governor Warner had mentioned,
the growing numbers of people getting into the Medicaid program
and the fact that the Medicaid costs are rising at twice the rate of
inflation.

When we look at the specific proposals, we know that if we just
paid the front-end cost of the rebates rather than wait 6 months,
that would save the Federal Government $1.5 billion, and States
$1.1 billion. There are certain savings that we can estimate, but we
cannot score them because that is something only Congress can do.

I think it would be inappropriate for us to attempt to do the
work of CBO and present some scoring, but we do believe that the
proposals that we have have some cost benefits. But I want to
make clear that our goal is not to reduce costs. That may be yours.

Our goal is to better administer a program for the poorest, need-
iest people in our States. Our focus is to do it in a way that is more
efficient and that helps people rather than just simply balances the
bildggt. But we do believe that there are benefits, overall, to be re-
alized.

Senator SMITH. But is there any low-hanging fruit that we can
get without hurting people?

Governor WARNER. We have laid out some areas. None of this is
low-hanging fruit, but areas that we can work through with you on.
I appreciate your comments that not all of this need come out of
Medicaid. It could perhaps come out, as Senator Rockefeller indi-
cated, from Medicare or other areas to get to your budget number.

But also, I think it is very important—and this is, by not any
means, fully comprehensive—we have also put in this plan preven-
tive actions related to long-term care, related to those workers on
the edge of falling onto the Medicaid rolls with tax credits and
other tools, modified benefit packages, purchasing pools, all tools
that we need that we think can at least slow the rate of growth.

Ultimately, that is what this has got to be about as well, not just
dealing with the short term, but I think, as Senator Rockefeller in-
dicated, we have to deal with the long-term issue here. Some of the
tools we have laid out there, I hope you will look at those reinvest-
ment tools, as well as some of the saving tools.

The CHAIRMAN. Senator Snowe, you are going to have to direct
your questions just to Governor Warner, because Governor
Huckabee has to go to another committee meeting on the Hill.

Go ahead.
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Senator BAucus. If I might, just very quickly before the governor
leaves, I would just like, Mr. Chairman, to say the governors’ rec-
ommendations of how we deal with TANF—TANF has got to be re-
authorized soon. We either go through reconciliation or we take it
outside of reconciliation.

The concern of some of us is, if it goes through reconciliation,
there are going to be cuts to the TANF program that do not make
sense for States and the people around our country. I was just curi-
ous about your recommendation on how we should handle that.

Governor WARNER. We would like to not see the cuts, and we
would also like to see a long-term reauthorization and not simply
these 3-month extensions.

Senator BAucus. Right. But the question is—maybe it is inside
baseball here—but either we go through the reconciliation process
here, it is outside reconciliation, that is, a separate authorizing bill.

The CHAIRMAN. Let me say that you want it to be outside of rec-
onciliation.

Governor WARNER. We do.

Governor HUCKABEE. We do very much want it to be.

Senator BAUCUS. That is what I have been trying to encourage
you to say.

Governor HUCKABEE. Well, Senator, we would really like for it to
be outside of reconciliation for the fact that, if it is not, then it
could have an adverse effect on people in our State, particularly in
child care and areas where we are stretched and strained.

So, I think, even though it is not a policy adopted by the NGA
and we cannot speak for all of our colleagues, I think we would be
on safe ground to say that would be the position of our colleagues.

Senator BAucus. Thank you.

The CHAIRMAN. Senator Snowe?

Senator SNOWE. Thank you, Mr. Chairman.

I want to thank you, Governor Warner, for being here today, and
Governor Huckabee, and representing a bipartisan view on a crit-
ical program that, for the first time, is going to be comprehensively
reviewed and examined.

I think it is critical that we obviously get it right, because it is
the first time in 40 years that we are really providing a strong
overview, and we have to do it in concert and partnership with the
States as well.

It is important to be both fiscally responsible, and at the same
time be committed to those low-income people who have no insur-
ance, the uninsured, who are growing in ranks and numbers across
America, which I think obviously further aggravates and com-
pounds the problems that you are facing on the front line.

Let me ask you, did the Governors Association ever consider ad-
justing the Federal matching, the FMAP rate, the Federal Match-
ing Assistance rate? The reason why I ask that, in Maine, for ex-
ample—and I know this happened to 28 other States as well—
when they do the look-back to reflect the States’ economies and fi-
nancial condition on which they base the Federal contribution to
the States and what the Federal share would be, it was between
the years 1998 through 2000, when the economies were growing
significantly.
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So, as a result of all of that, the matching rate that the Federal
Government will provide, for this year—for example, in Maine, it
will decline by 1 percentage point; in 2006, it will further decline.

Senator Bingaman has legislation that would provide increased
appropriations for those States who have faced a serious loss as a
result of that adjustment because the FMAP, the way they make
the adjustment for the formula, does not reflect the accurate period
of time. It is so far back in the period, that by the time they make
that formula applicable, it does not reflect the current economic cir-
cumstances.

Governor WARNER. Well, let me, first of all, say how grateful all
of the governors were when you all stepped up the FMAP match
rate a couple of years back when all of the States were in the depth
of the worst fiscal crisis the States had faced since World War II,
and we are grateful for that.

We adjusted the FMAP match up. As long as it was to hold
harmless to all the other States, we would welcome that. But when
we were looking at a budget reconciliation number that you all
deemed, we did not come at that straight on because we did not
think it would have much saliency up here.

We would also love to see you pick up the dual eligibles. But,
again, back to Senator Kerry’s point, I would love to have us exper-
iment on children, but I would really love to have, if you all are
willing, to pick up 100 percent of the cost of our seniors’ population
and the dual eligibles, as the original Federal/State contract laid
out. But we are here trying to deal with your fiscal circumstances
and our fiscal circumstances.

Senator SNOWE. Right.

Governor WARNER. But if you put forward an FMAP increase, no
governor is going to turn that away.

Senator SNOWE. It is not just an automatic increase. The ques-
tion is whether or not that formula reflects an accurate period of
time.

Governor WARNER. I understand. Anything that you can do to
make the formula more reflective of the current circumstance
would be useful.

Senator SNOWE. Is that possible or not? That is what I am ask-
ing.

Governor WARNER. Technically, I do not know.

Senator SNOWE. You do not?

Governor WARNER. Let me answer a slightly different question,
but I think it has some applicability, which is, we in Virginia, and
a number of other States, with the Medicaid drug benefit—because
you set the number in terms of the baseline of 2003, States like
Virginia which have substantially increased their drug savings, for
example, by use of PDL, since 2003, get none of that benefit.

So, under the clawback provision, we are penalized for doing a
better job of negotiating, for example, drug prices than what the
Federal Government does. So, ratcheting up the date line on the
Medicaid drug benefit, and I would imagine the same on the
FMAP, would be greeted favorably.

Senator SNOWE. For the FMAP currently, it is 1998 to 2000, and
yet there is a downturn in 2003.
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Governor WARNER. I understand. Very different circumstances
today.

Senator SNOWE. That formula has triggered for today, 2005 and
2006, for a look-back period to 1998 and 2000, and does not obvi-
ously take into account the downturn that occurred in 2003.

On drug prices, because obviously that is a contributing factor,
a significant factor in driving up the cost of the Medicaid program.
Is that correct?

Governor WARNER. Yes.

Senator SNOWE. All right.

Now, the President has recommended using the average sales
price, plus 6 percent. You are recommending an average wholesale
price. Is that correct?

Governor WARNER. No. We have problems with the average
wholesale price pricing formula. Our concerns with the administra-
tion approach was that it seemed to take most all of the savings
out of the hides of the local pharmacists.

We think it ought to be that savings, and there needs to be more
transparency in our drug pricing. And obviously, the complexity of
figuring out what is the appropriate price is something that we are
all trying to sort through.

But we think it ought to be borne not only by the pharmacists,
but ought to be borne as well by brand pharmaceuticals. We ought
to find other ways to encourage, for example, greater use of
generics. There are some interesting things going on in Canada in
terms of even generic definitions.

We also think that one of the things that the President had even
suggested, early on in his administration, was increasing the Med-
icaid rebate, drug pricing rebate. If we move that, for example, I
think under his own proposal, from 15.1 percent to 20 percent,
there were billions of dollars of savings. So, we think all of these
should be on the table.

Our concern with what it appeared to be with the administra-
tion’s initial proposal was, all of these savings were simply going
to come out of the pharmacist’s hide. When you have a State like
Maine which has large rural areas, or a State like Virginia that
has large rural areas, to take it simply out of the pharmacists’ dis-
pensing fee may not be the best case.

Senator SNOWE. Thank you.

The CHAIRMAN. Governor Warner, I have questions for both you
and Governor Huckabee. I am going to take my first 5-minute
round now, because I was gone when my time came up. So if I ask
you a question that was more in his area to answer, you can just
say so and I will have him answer in writing.

Governor WARNER. That means, any tough ones, I can simply
pump to my invisible colleague.

The CHAIRMAN. I guess you can, yes.

In your testimony, you talk about the importance of changing the
rules of how seniors can qualify for Medicaid faster by transferring
assets. Specifically, you state that Medicaid should restrict the type
of assets that can be transferred.

I would like to have you elaborate on what type of assets some-
one can transfer so that Medicaid will pay their long-term care
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costs sooner, and how you propose then closing loopholes where
they could not give away those assets, or those type of assets.

Governor WARNER. What we have talked about is a longer look-
back period, number one. We have also talked about one of the
questions we have on asset transfer. There is a lot of debate out
there. We do not know. At least from Virginia’s standpoint, we do
not know how much inappropriate asset transfer is going on.

The three things that we have suggested have been, number one,
for example, tax credits that you and Senator Lincoln have intro-
duced, the legislation that we would be supportive of, to encourage
purchase of long-term care insurance, which we think is very im-
portant.

Number two, we have looked at the expansion of what is called
the long-term care partnership program that I think is in four
States right now. Opening that up to more States seems to make
some sense.

Number three, we have looked at the question of reverse mort-
gages, but recognizing that we ought to have a more honest discus-
sion about how we allow people, particularly with their home, to
retain some equity in that home.

If they have saved all their life and they have bought a home,
to be able to retain some of that equity to be able to pass it down
to their children. You hear stories of people transferring their home
ownership to their children or to a trust. We do not know how
much of that is going on.

But if there were a way to say, yes, we are going to ask you to
spend down some of that equity, perhaps in a way that can actu-
ally allow you to stay in your home for that care, but you are going
to be able to retain some amount.

And the right amount is what the debate would entail, $50,000,
$75,000, $100,000. I am not sure what the right number would be
so that you could pass on that. That, in our mind, makes sense,
getting at a problem that some have said could have many, many
billions of dollars worth of savings, and others have said is not a
problem at all.

The CHAIRMAN. In regard to drugs, this is somewhat different
than what Senator Snowe brought up. I want to lead in by saying
that States have very limited power today to control drug spending
compared to the private market.

For instance, it is my understanding States cannot use closed
formularies. Their ability to drive generic utilization is limited, un-
like the private market, which can extensively move the market to-
wards generics through the use of tiered co-pays. How do you be-
lieve that the use of tiered co-pays for Medicaid prescription drugs
would improve the Medicaid benefit?

Governor WARNER. We have worked, and many, many States
have moved, because of some of the issues related around
formularies. Many of the States have moved to preferred drugs
lists. We have, for example, in Virginia; we have saved $35 million,
I believe, in the last year.

That was a negotiated process that we went through with our
pharmaceutical providers. We think we made a step in the right di-
rection. Our concern is, I believe we are looking at some tiering of
co-pays in that PDL list. There is the tiered co-pay, so we have
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some direction on trying to incent people towards purchasing, for
example, the cheaper drug option.

One of the things, back to Senator Snowe’s question, and one of
our concerns with the administration’s original proposal, was if you
take it—and you are going to soon exhaust my knowledge in drug
pricing here—totally out of the pharmacists’ hide, there is no incen-
tive at that point for the pharmacist to actually move to the generic
drug, because if it is a percentage dispensing fee based upon the
price of the drug, well, go with the more expensive drug.

So, we do need to look at more flexibility so that we can incent
better drug choices, and more appropriate drug choices, without
getting to the efficacy in restricting a drug that is so distinct for
a person’s particular condition. That is what we have tried to work
through.

It seems, at least, as you move now toward the new Federal drug
benefit, that a lot of that work in a lot of States, with the clawback
provision, is going to be, in effect, ripped away.

The CHAIRMAN. You suggest Medicaid prescription drug reform
should include increased rebates for manufacturers, at the same
time asking for tools to limit access manufacturers will have to
Medicaid beneficiaries. Yet, the best price statute guarantees man-
ufacturers access to Medicaid beneficiaries in exchange for the re-
bates. How do you reconcile increasing the rebate, while limiting
access?

Governor WARNER. What we feel—and again, the President him-
self proposed increasing the rebate early on in his term—that there
still remains too much mystery about drug pricing. What we need,
is greater transparency.

Earlier today Senator Wyden, and I guess Senator Sununu, were
talking about legislation where they were trying to look at drug ad-
vertising in terms of drugs that were on the Medicaid list, and
should the taxpayer be footing the drug advertising. It is an inter-
esting concept.

But if we are going to get at that, we have to get at the more
transparent nature of how these drug prices are set, and that is
something that I am not sure anyone has totally figured out.

The CHAIRMAN. Thank you, Governor Warner.

Now, Senator Schumer? Then we will go to the second panel.

Senator SCHUMER. Well, thank you. I thank you for coming, Gov-
ernor.

I want to follow up on the drug area. It seems to me one of the
greatest places where Medicaid can save money is in the area of
drugs. I know that Senator Grassley and Senator Snowe before me
have asked questions. I have a few others.

The first relates to the relationship between Medicare and Med-
icaid in terms of drug purchasing power. Because when the Medi-
care prescription drug bill passed, I believe the States actually lost
bargaining power in the Medicaid program because they are no
longer going to purchase drugs for dual-eligible populations, but
they are going to have to pay back the Federal Government for the
coverage.

The way the bill is written, Medicare cannot negotiate to keep
prices down, so it may actually increase what the States pay, be-
cause some of the States have been able to do more negotiating for
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Medicaid on their own, and now all of a sudden the rug is pulled
out from under them. So, they could end up paying more. That is
moving in the exact opposite direction of where we have to move,
and yet it is an unfortunate outcome of MMA.

So, let me ask you these questions. How important is it for
States to be able to leverage their buying power to negotiate better
prices in the Medicaid program, and what can Congress do to im-
prove the States’ ability to negotiate lower drug prices for drugs in
the Medicare program? And, third, do you agree with the analysis
that I just presented?

Governor WARNER. Well, first of all, Senator Schumer, we do
agree with your analysis, that States like mine are being penalized
for cutting a better deal than what the Federal Government is
going to have cut, which again goes back to a point that Governor
Huckabee made repeatedly.

We are the largest providers, in our own respective States, of
health care, yet, particularly with the new drug benefit, we are re-
stricted in our ability, like any private provider would be, to nego-
tiate the best price possible. It does not make much sense.

Senator SCHUMER. Exactly. And yet, you have to pay back the
Federal Government.

Governor WARNER. We have to pay back with the clawback provi-
sions.

Senator SCHUMER. The MMA tied the Federal Government’s
hands. It said, look, it would be better if the Federal Government
could negotiate with the drug companies, because they have even
more bargaining power than any individual State. But the MMA
says they cannot negotiate, yet you have to pay them back for their
inability to non-negotiate.

Governor WARNER. Senator, I agree with your analysis. It also
restricts some of the creative efforts that some States are looking
at in terms of purchasing pools, where you might have the Med-
icaid population, the State workforce, and perhaps even some pri-
vate companies trying to band together to negotiate a better price.
That ability has been restricted.

And then to make matters worse, we have on top of that some-
thing that is kind of a hidden cost of a whole set of new adminis-
trative functions that are kind of layered down upon us, with no
transition help to administer what would be a very, very costly new
program, at least on the front end, in terms of the administration.

Senator SCHUMER. Right. So the big prescription drug bill was
actually a step backward, in at least this way, in terms of getting
your costs lower.

Governor WARNER. I am not going to characterize the whole bill.
I will characterize the fact that, from a State standpoint, some
States will benefit, some States will lose.

We constantly hear some conversation going on that there may
be some effort to hold States harmless, or that the clawback will
not be implemented as initially talked about. Clearly, I think it is
one of the reasons why we put this in our paper. This is an issue
that States are concerned about.

Senator SCHUMER. The second question relates to something that
has been a pet cause of mine, which is generic drugs. Some States
currently have in place a “generic first” substitution policy, which
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r%(%uires the pharmacist to dispense a generic when one is avail-
able.

It is my understanding, even when these policies are in place,
however, it is very easy for the doctor to request a brand drug,
even if it is not medically necessary. In New York, for instance, all
they have to do is check a little box. They do not need an expla-
nation or anything else.

When Massachusetts had a similar policy, the State was spend-
ing $10 to $11 million more a month on brand drugs, when there
was a generic available that would have been cheaper.

When the State implemented a stronger policy in which the doc-
tor had to give a medical justification for the brand, and then get
permission from Medicaid—which is needed in some cases, obvi-
ously—their spending on these drugs plummeted 98 percent, from
$10 to $11 million per month to $200,000 to $300,000 per month,
without affecting the States’ ability to provide good, quality care to
its beneficiaries.

Let me ask you this. What effect would the implementation of
similar, effective “generics first” substitution policies in other
States have on the pharmaceutical budgets, and on the Medicaid
budget overall?

Governor WARNER. Again, I think you would find the over-
whelming majority of governors would very strongly favor allowing
us to have a stronger tool to push towards generics.

Now, let me add, though, that what we also need to do so that
no one goes completely unscathed in this, as we see drugs rotate
off a brand into generic categories, my hope would be that we can
truly move drugs down to those generic pricing levels.

I would hope that, as we get into this drug pricing issue at a
greater level, we do not end up with drugs moving from 100 per-
cent price down to 80 percent price, and then suddenly having
them called generics. There are timing issues on moving the price
levels down. There are generic definitions.

Other countries like Canada have been stronger on definitions of
generics. I think, again, if we are going to get into drug pricing,
these are all issues that we have to be looking at.

The CHAIRMAN. Senator Rockefeller wanted to ask one last ques-
tion.

Governor WARNER. Yes, sir. Because I have to go over at some
point and relieve Mike Huckabee over on the House side as well.

Senator ROCKEFELLER. I will be quick.

The CHAIRMAN. Yes.

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

You indicated, and one of my worries is, so everybody gets some
health care. The words “some health care” is a slam-dunk in rhet-
oric. The question is, how much? What does it leave out? Which
leads me to this question.

I think—and I may be wrong, and you correct me if I am—that
your proposal would permit State Medicaid programs to target ben-
efits which suggest that the current Medicaid benefit requirements
would no longer necessarily apply.

This seems to imply that the basic benefit for EPSDT would be
eliminated. You know the importance of that program, and I am
wondering what your response is.
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Governor WARNER. Let me just say that that is not my implica-
tion as somebody who has spent some time at St. Mary’s Hospital
in Norfolk, which deals with these children who need this quality
of care. That is not the implication that I have, and I do not think
it is the implication that most governors have.

Senator ROCKEFELLER. That benefit does not exist in the private
sector. It does exist in Medicaid. I am worried that it falls into the
so-called “optional” part. Therefore, my concern is that some gov-
ernors might drop it, while going on and saying everybody is cov-
ered by health care.

But you and I know, Governor—and you, in particular; your tes-
timony this morning has been superb, deeply knowledgeable—that
what 1s not included becomes terrifically important. I cannot think
of anything more important than EPSDT.

Governor WARNER. Senator, I agree with you. But also, working
through this process on EPSDT, I do not think you are going to see
any governor walk away from that.

But I think what you do not need is to somehow say, because of
our need to make sure that these children need the best quality
care possible, that we are going to use that as a reason that we
cannot have some type of flexible benefit package at all, and look
at expanded flexible benefit packages for other subset populations.
I would say we cannot use the protection of that initiative as a rea-
son to say we cannot even look at flexible benefit packages. So,
t}Eefle is some back and forth that we have to work through on all
of this.

Senator ROCKEFELLER. Hence my worry. But I thank you, sir.

Governor WARNER. Yes, sir.

The CHAIRMAN. Governor Warner, before you go, let me thank
you. I think today is evidence of the good-faith commitment you
made, I think, way back in February when you and I had a rump
session, and Senator Baucus was there, and there were other gov-
ernors there.

Governor WARNER. Yes, sir.

The CHAIRMAN. And you said you were going to work real hard
on this. You surely have, and I thank you for that.

Governor WARNER. Well, Mr. Chairman, thank you. Thank the
members of the committee. We end with where we started. We ap-
precizi;ce the opportunity to be before you. This is a bipartisan ap-
proach.

We want to be your partners in making our health care system,
our Medicaid system, more efficient, but also recognizing that we
have to improve the quality of care for the tens of millions of Amer-
icans who need this care desperately.

The CHAIRMAN. Can I also say, and this is not detracting from
anything you have said, it is just meant to be an expression of my
point of view, when we are dealing with this program and we are
talking about a 1 percent reduction, a lot of people see that as
something that just cannot be done.

If we would put up the proposition that not 1 percent could be
found in the Defense Department, everybody would think it is ludi-
crous. It is just as ludicrous to think that, in a program as big as
Medicaid, that if we cannot find 1 percent savings some way, that
they ought to send somebody else here to the U.S. Senate, because
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it can be. There can be more efficiencies in defense, as well as this
program.

Thank you.

Governor WARNER. Thank you.

The CHAIRMAN. Now, our second panel. The first witness is Alan
Weil, executive director and president of the National Academy for
State Health Policy. Next is Jeanne Lambrew, senior fellow at the
Center for American Progress. Finally, Stuart Butler, vice presi-
dent, Domestic and Economic Policy Studies, The Heritage Founda-
tion.

I thank you all for agreeing to testify, and we will go in the order
that you were introduced.

So, Dr. Weil?

STATEMENT OF ALAN WEIL, J.D., EXECUTIVE DIRECTOR AND
PRESIDENT, NATIONAL ACADEMY FOR STATE HEALTH POL-
ICY, PORTLAND, ME

Dr. WEIL. Thank you, Mr. Chairman, members of the committee.
I appreciate the opportunity to appear before you today to discuss
the Medicaid program.

My name is Alan Weil. I am the executive director of the Na-
tional Academy for State Health Policy. We are a nonprofit, non-
partisan organization based in Portland, ME, dedicated to helping
States achieve excellence in health policy and practice.

Before I took my current position, I was a center director at the
Urban Institute, and before that, director of the Colorado Depart-
ment of Health Care Policy and Financing, which is the Colorado
Medicaid agency.

As members of this committee, you are familiar with the many
roles Medicaid plays, serving poor children, families, people with
disabilities, and the elderly. But from a State perspective, there is
an important additional factor to consider when paying attention to
Medicaid.

For good or ill, Medicaid has become the foundation on which
much of our health care system is built. Medicaid is now inter-
twined with State mental health systems, developmental disability
systems, school-based health, Child Protective Services and foster
care, juvenile justice, public health and welfare reform.

Medicaid serves as a source of catastrophic coverage that helps
make private health insurance more affordable. We often hear that
43 percent of Medicaid costs are for services for people with disabil-
ities, but this is a very heterogeneous category.

It includes people with severe mental illness, developmental dis-
abilities, degenerative neurological diseases, traumatic injuries,
AIDS, conditions such as cerebral palsy, people who insurers gen-
erally seek to exclude from coverage.

The point is, changes to Medicaid can have ripple effects through
health and social service systems and can make it more or less
likely that your other efforts, for example, to reduce the number of
Americans without health insurance, will succeed. To put it blunt-
ly, Medicaid changes are highly subject to the law of unintended
consequences.

Now, I am pleased today to be able to present to you the results
of an 18-month project that we completed earlier this year with



36

major funding from the David and Lucile Packard Foundation, and
support from the Robert Wood Johnson Foundation, AARP, and the
Agency for Health Care Research and Quality within the U.S. De-
partment of Health and Human Services.

The project was called “Making Medicaid Work for the 21st Cen-
tury.” I should just note, it began long before the current budget
deliberations and was not intended to speak directly to the budget
situation that you face.

In our project, we convened a group of State officials and na-
tional experts with a broad range of expertise in the Medicaid pro-
gram to develop recommendations to make the program more effec-
tive and more successful. I have provided you with a list of the
workgroup members.

Our organization serves State officials, and those officials have
a great deal of experience with the Medicaid program. But the
State perspective must be balanced against other critical perspec-
tives, including those of the more than 50 million Americans who
are enrolled in the program.

The Medicaid program has certainly been strengthened by the
lessons learned from State experimentation, and certainly States
have a tremendous stake in Medicaid’s success. But States are not
the only ones with such a stake.

I would say that our deliberations benefitted greatly from the in-
clusion of multiple perspectives to assure that, in looking out for
thﬁ interest of States, we did not fail to consider the interests of
others.

Before I describe the substance of our recommendations, a quick
note on our process. The report that we prepared was as a result
of a consensus process. No individual member should be viewed as
having adopted the recommendations as his or her preferred posi-
tion. They represent a total package that reflects a complex bal-
ancing of interests and preferences.

In particular, the group paired areas of increased State flexibility
with areas of stronger Federal standards. And while some parties
may advocate one side of this balance more than the other, once
they are separated they no longer reflect the consensus of the
workgroup.

Our final report runs about 80 pages, and you have been pro-
vided with a copy for your consideration. But I will run, quickly,
through the key recommendations in the areas of eligibility, bene-
fits, and financing.

With respect to eligibility, the workgroup regarded as its most
significant recommendation that Medicaid should provide com-
prehensive health care coverage for the poorest Americans, all peo-
ple with incomes at or below the Federal poverty level without re-
gard to age, family structure or health status.

This new national minimum eligibility level would apply in all
States and would replace the current system of categorical eligi-
bility. This one change would dramatically simplify eligibility and
eliminate the last residue of Medicaid’s ties to the old welfare sys-
tem.

Now, the workgroup also recommended that current require-
ments to cover children and pregnant women with incomes above
the poverty level be preserved, and it recommended continuing the
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existing option for States to extend Medicaid coverage to eligibility
groups with income above those Federal requirements.

We focused equal attention on acute and long-term care, and that
is an important aspect of the work of the group. The workgroup
concluded that States should be given new options for setting fi-
nancial and functional criteria to qualify for long-term care serv-
ices.

States should be permitted to modify income and assets tests to
allow applicants seeking community-based care, who are most like-
ly to use up their resources within a short time if they enter a
nursing home, to qualify for Medicaid-financed acute and commu-
nity care services while they are still in the community.

States should also be permitted to set different functional criteria
for institutional and community-based long-term care services.

In the area of benefits, the workgroup recommended that all in-
dividuals covered up to the new national minimum eligibility level
be entitled to the same set of acute, primary care and long-term
care benefits provided under current Medicaid law, with continu-
ation of current rules that limit cost-sharing to nominal levels.

For individuals above the mandatory levels, States should be al-
lowed to offer the current package, or a lesser, but still comprehen-
sive, set of benefits that meets certain benchmark standards, and
with higher levels of cost-sharing. We do propose allowing States
to offer acute and preventive care, but not long-term care, to those
optional populations.

States could also choose to offer a different long-term care pack-
age to optional eligibles than they do to the mandatory eligibles.
The workgroup recommended that States have the option of con-
verting home- and community-based service waivers into an ongo-
ing program with Medicaid, and that parents of Medicaid-eligible
children be able to enroll their children in CHIP so long as certain
enrollee protection standards are met.

With respect to financing, the workgroup evaluated the current
financing structure, where the Federal Government matches quali-
fying State Medicaid expenditures, and rejected the need for a rad-
ical restructuring of this approach. Specifically, the workgroup rec-
ommended against converting Medicaid into a block grant.

The workgroup recommended revisions to the formula and proc-
ess for establishing the Federal Medicaid Assistance Percentage,
the FMAP. The FMAP does need to be set in a way that more
quickly and accurately reflects changes in the economy and the fis-
cal capacity of States.

The group suggested that the Federal Government should pro-
vide more support to States for Medicaid costs associated with low-
income persons enrolled in Medicare, and this support should be
provided in conjunction with efforts to improve care coordination
and program management between Medicare and Medicaid. This is
a complex and important area that we describe in much more de-
tail in the report.

We propose the Federal Government provide an enhanced match
to States for the costs associated with simplifying and expanding
eligibility to everyone below poverty; that States be given new op-
portunities to coordinate Medicaid coverage with private employer-
sponsored insurance through what are called premium assistance
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programs, specifically allowing States to implement these programs
without being required to meet certain waiver standards.

Further, States should be allowed to require employers to enroll
their Medicaid-eligible employees in employer health plans at times
other than their open enrollment period.

We made an additional recommendation with respect to extend-
ing the policy of reimbursing States 100 percent of the cost of serv-
ices provided to American Indians and Alaskan Natives in the In-
dian Health Service or tribal facilities, regardless of where the
services are delivered.

As we carried out our Making Medicaid Work for the 21st Cen-
tury project, we identified, we believe, many opportunities to
strengthen and improve the Medicaid program.

These opportunities are designed to make the program more effi-
cient and effective, not simply shift costs to other payors, or worse
yet, to the poor and vulnerable people the program is designed to
serve.

I should say that, in our conversations, the people who work
most closely with the program are most skeptical of grand claims
for large savings. Particularly, they are skeptical of claims of sav-
ings associated with a general term like “flexibility.”

Flexibility is not the same as efficiency. Those who propose flexi-
bility should bear the burden of presenting evidence to support con-
crete steps they will take with their new-found flexibility to make
the program more efficient. If cuts are necessary, that is a decision
that you and others will have to make, but cuts should not hide
behind vague language like flexibility.

On behalf of the National Academy for State Health Policy and
the many people who volunteered many hours to help us prepare
our work, I am pleased to be able to share with you the results of
our deliberations that we approached also in a bipartisan—or I
would really say a nonpartisan—way.

We stand ready to assist you in any way possible to strengthen
and improve the Medicaid program as you continue your discus-
sions.

The CHAIRMAN. Thank you, Dr. Weil.

[The prepared statement of Dr. Weil appears in the appendix.]

The CHAIRMAN. Now, Dr. Lambrew?

STATEMENT OF JEANNE LAMBREW, PhD, SENIOR FELLOW AT
THE CENTER FOR AMERICAN PROGRESS, WASHINGTON, DC

Dr. LAMBREW. Thank you. My name is Jeanne Lambrew, and I
am a senior fellow at the Center for American Progress, as well as
an associate professor at the George Washington University.

I appreciate the opportunity to appear before you today to dis-
cuss the future of Medicaid. In this statement and in greater depth
in my testimony, I will cover three topics.

First, I will discuss some of the major cost drivers in Medicaid
and what to do about them; second, I will discuss the need for
broader reform, since Medicaid’s problems are the system’s prob-
lems; and, third, I will raise concerns about some of the proposals
that have come up in the course of the discussion today.

To put these ideas into context, it is useful to review this pro-
gram’s goals. Medicaid was designed to remove financial barriers
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to health and long-term care for vulnerable populations. Because
spending follows need rather than a pre-set budget, it has adapted
to changing times.

Medicaid protected coverage and preserved jobs during the recent
recession. It funded Disaster Relief Medicaid in New York after
9/11. It is becoming increasingly important in rural areas, where
the aging of America has already begun.

Yet, Medicaid faces challenges. It is not serving all vulnerable
populations. More than half of all poor adults are not eligible for
Medicaid. Its quality of care, especially in long-term care, could be
improved, and, as has been stressed today, its costs are straining
budgets.

To get behind this issue of cost, the Center for American
Progress commissioned papers on prescription drugs, long-term
care, and high-cost cases in Medicaid. In advance, I thank Kath-
leen Gifford, Sandy Kramer, Judy Feder, Andy Schneider, and
Yvette Shenouda for writing these papers and letting me draw on
them today.

Starting with drugs, this service category continues to drive Med-
icaid costs. Expenditures on drugs doubled between 1998 and 2002,
and they continue at very rapid growth rates.

While States have been aggressive in trying to reduce drug costs,
the Federal Government has been largely absent as a partner in
containing these costs.

There are several ways that Congress could help reduce drug
costs in Medicare and the Nation. First, it could provide States
with information to improve their reimbursement policies.

As we heard earlier, States operate largely in the dark in setting
drug cost reimbursement. There are several measures that the Fed-
eral Government could provide to States to make them better pur-
chasers of drugs.

Second, Congress could update the Medicaid drug rebate. Re-
quired by Federal law, this rebate has not been modified for over
12 years, despite rapid growth in costs. Governor Warner and Gov-
ernor Huckabee mentioned the fact that there really could be some
additional work in this area. In addition, oversight over the accu-
racy of the self-reported manufacturing price data will make a big
difference in ensuring appropriate pricing.

Third, Congress could increase its investment in research to pro-
mote evidence-based coverage of drugs. In the long run, research
on the relative effectiveness and the relative cost of similar drugs
and other health services will be key to improving outcomes and
efficiency. Information on comparative effectiveness is a better way
to set a preferred drug list than looking at price considerations
alone.

The last point I will make about drugs is to underscore a concern
most recently raised by Governor Warner. On January 1st, Medi-
care will assume primary drug coverage for Medicaid beneficiaries
also eligible for Medicare, known as dual eligibles.

Because no redundancy was built in, Medicaid funding ends on
the day that the Medicare funding begins, and the most vulnerable
population could experience some lapse in coverage. Keeping Med-
icaid funding available during this transition, as has been proposed
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by Senator Rockefeller, should be considered in any Medicaid legis-
lation this year.

Perhaps a greater long-term cost issue than drugs, though, is
long-term care. A large and growing number of Americans needs
long-term care, and its costs are high. Clearly, the Nation needs an
extensive, fairly financed long-term care insurance system. How-
ever, this system does not exist today in either the private or the
public sectors.

Sales of private long-term care insurance are growing, having tri-
pled in the 1990s. But private long-term care insurance is unaf-
fordable for many, inadequate relative to the cost of care, and unre-
liable, since few States guarantee that the investment in insurance
will be returned if that company folds in the future.

Public programs also fall short of ensuring insurance protections.
Medicare covers very little long-term care, and Medicaid, which
pays for close to half of all long-term care expenditures, only pays
for people who are low-income or who have exhausted their re-
sources.

A number of policies have been proposed to address the long-
term care problems generally, and Medicaid specifically. Most ex-
perts suggest that the Nation adopt a long-term care social insur-
ance program in which everybody contributes to financing, and re-
sources are allocated based on need.

Short of this, Congress could improve Medicaid’s home care cov-
erage and promote so-called partnerships. Currently, four States
have this long-term care partnership program and would like to ex-
pand that nationwide.

A better option might be to partner Medicare with private long-
term care insurance rather than Medicaid. With Medicare’s broad
financing and eligibility, it may be the program on which we should
build to try to encourage a public/private partnership.

But it is important to recognize that private insurance will not,
any time soon, be a substitute for Medicaid, and reform in this area
will likely increase, not decrease, costs.

Turning from services to people, my colleagues and I decided to
follow the money and look at Medicaid beneficiaries who were re-
sponsible for most of that program’s costs.

Our results were sobering: 72 percent of Medicare spending was
attributable to only 10 percent of Medicaid beneficiaries in the com-
munity. This is more concentrated than in Medicare or private in-
surance, and these high-cost beneficiaries are more likely than
other Medicaid beneficiaries to be older, women, poor, non-Hispanic
whites, and rural residents.

Many of these high-cost beneficiaries have chronic health prob-
lems, such as heart disease, asthma, and diabetes. Over half were
hospitalized in the last year, and their spending on home health
care actually exceeds their spending on drugs.

Lastly, it is important to recognize that Medicaid actually pays
for one-fourth of the top 10 percent most costly individuals in
America. This is 30 times more than the number of people served
by medical high-risk pools nationwide.

So what do we do about this? One option is to promote better
medical management of high-cost cases. Some States have estab-
lished programs for beneficiaries with conditions such as asthma,
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heart disease, diabetes, or schizophrenia. Medicare has begun dem-
onstrations in this area, and Medicaid should follow suit.

Management of people with multiple chronic conditions would be
aided by implementing an electronic infrastructure in the health
system. An electronic health record would ensure coordination
across multiple providers and settings, it would facilitate the use
of evidence-based guidelines, and it would allow for monitoring
through telemedicine in rural areas. Congress could accelerate this
by applying a higher matching rate to such investments.

Prevention is also important, since similar conditions affecting
these high-cost beneficiaries can be avoided or managed to make
them milder. Federal policy could create incentives for effective
prevention models, but prevention, like care management and in-
formation technology, while likely to improve the quality of care
and health outcomes for Medicaid beneficiaries, may not result in
the kind of short-term budget savings that Congress is seeking.

I would like to turn from looking at these specific Medicaid cost
drivers to briefly discuss the cost drivers system-wide. There is a
growing crisis in the U.S. health care system. Since the year 2000,
the number of uninsured has risen by 5 million, to 45 million
Americans.

The lack of coverage exacts a large personal toll, hurts our busi-
nesses, and results in billions of dollars in uncompensated care
costs that get passed through the health care system. Uninsurance
is perhaps the most important, but not the only, problem in the
system. Health costs are affecting all payors in the U.S., and as
such, Medicaid’s costs are the so-called “canary in the coal mine,”
only pointing to the larger systemic failures.

We at the Center for American Progress think that the answer
is not Medicaid reform, but health system reform. Fixing only Med-
icaid will not prevent a further erosion in private coverage, and
vice versa. Stabilizing private coverage will not be sufficient to
meet Medicaid’s coverage and financing deficits.

To this end, we propose a plan that calls for expanding coverage
to all, improving it for all through better quality and efficiency, and
paying for these investments through a small, dedicated tax. The
program is described on our website.

However, since Congress is discussing Medicaid reform and not
comprehensive reform, I would like to end with a note of caution.
The budgetary and political environment may take good ideas off
the table and steer towards others that could weaken, rather than
strengthen, this vital program.

The governors, this morning, proposed increasing cost-sharing
and reducing benefits for people currently eligible for Medicaid.
These may produce some budget savings, but at a cost in economic
and human terms.

Many studies have shown that, for people with very limited in-
come, any cost-sharing can deter the use of care, whether that care
is necessary or not. If needed care is deferred, it could result in
preventable hospitalizations or emergency room use. This would in-
crease the overall cost of the system through uncompensated care,
if not through Medicaid directly.
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It could also exact a human toll. The Congressional Budget Office
warned, after reviewing the evidence, that poor individuals facing
higher co-payments displayed worse health on some measures.

The governors’ call for benefit flexibility could also create some
problems. In Medicaid, if an individual does not need a service,
Medicaid does not pay for it. Those who do need a wide range of
services are those 10 percent of the population who account for
most of this program’s cost. Cutting benefits for these people would
be penny wise but pound foolish, yet exempting them means that
there are very little savings that could result.

There is a role for cost-sharing and benefit flexibility for higher
income people enrolled in Medicaid, as Alan discussed. However,
this is not the vast majority of people enrolled in the program
today.

For them, higher cost-sharing and partial benefit packages will
likely render them effectively uninsured. This is because, in truth,
there is no such thing as partial access: you have it or you do not.
If Medicaid beneficiaries do not have access, then the program has
failed in its mission.

In closing, improvements can, and should, be made in Medicaid’s
provision of high-quality, accessible care to all vulnerable persons.
Adnumber of policy options exist, and many have been outlined
today.

While these proposals could help in the short run, Medicaid’s
problems are the system’s problems, and broader reform is needed.

In the meantime, caution must be taken, given the budget con-
straints, to avoid the path of least resistance, reducing coverage
and access for the lowest-income and sickest in our Nation.

Thank you.

Senator SNOWE. Thank you very much, Dr. Lambrew.

[The prepared statement of Dr. Lambrew appears in the appen-
dix.]

Senator SNOWE. Dr. Butler?

STATEMENT OF STUART M. BUTLER, PhD, VICE PRESIDENT,
DOMESTIC AND ECONOMIC POLICY STUDIES, THE HERIT-
AGE FOUNDATION, WASHINGTON, DC

Dr. BUTLER. Thank you, Madam Chairman. I want to thank the
committee for the invitation to testify, and also to follow the two
governors, because I think the National Governors Association has
shown how well-intentioned people from both parties can come to-
gether and develop initiatives to move us forward on health care.

I would also like, at the beginning of my remarks, to make three
points about the context in which these discussions of Medicaid are
necessarily taking place. One, of course, is that we all know that
health costs in Medicaid, Medicare, and in the private sector are
driving up the costs of Federal spending over the long term.

Over the next 25 years, we will see, according to the GAO and
Congressional Budget Office, that the proportion of our Nation’s re-
sources on Federal spending will rise, from about 20 percent today
to about 30 percent in 25 years’ time.

That will mean either huge deficits, huge tax increases, or else
we have to look at some ways of reforming the way we do spend
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money in order to spend money smarter and to have measurable
outcomes.

The second point of context is something that has been agreed
on very broadly this morning, that Medicaid cannot be seen in iso-
lation. Governor Warner stressed this. Dr. Lambrew has just said
the same thing. When we look at Medicaid we must do so in the
general context of looking for broader health coverage for Ameri-
cans.

The third point of context I want to make is that the increasing
polarization in Congress and in Washington means that, in order
to make bipartisan progress, it is very important to look at strate-
gies that appeal to the flanks of the political system, as well as to
the center.

It is very important to have enthusiastic buy-in across the polit-
ical spectrum as we try to move forward, just as we are seeing the
importance of buy-in from the States in how we move forward.

I believe an enhanced approach to Federalism, to really work
more closely with the States, is the key to achieving progress to
reach our general goal of improved coverage.

In my testimony, I summarize a proposal that was developed by
myself and Henry Aaron from The Brookings Institution. I would
suggest to the committee, anything that Heritage and Brookings
can agree on is probably worth noting.

Let me summarize the four key elements of that very quickly,
and then talk about the context, specifically, of Medicaid.

The first is that Henry Aaron and I argued that Congress has
to establish very broad and measurable goals for improving cov-
erage generally, and for describing the protections that have to be
in place for vulnerable groups. Senator Baucus alluded to this just
a few minutes ago.

Second, Congress should enact what we call a “policy toolbox,” in
other words, a set of Federal initiatives and legislative waivers that
really do appeal to those on the left as well as the right.

I think the National Governors Association has shown how com-
bining proposals that are favored by left and right can be done, and
allow us all to move forward. I think this is the case of log rolling
that would be very beneficial for everybody, and we are suggesting
specific proposals that could be included in this toolbox. This
should be tested to see how effective they might be as a possible
model for broader reform in the future.

Let me give some examples of the kind of things that we mean.
There have been discussions of looking at Medicaid and who is eli-
gible for Medicaid, and perhaps looking at maybe an income-based
threshold rather than a welfare-based threshold for Medicaid.

I think that is something that should be looked at in Federal leg-
islation and might be applied in a State to see exactly how effective
that is in reaching our general goal of improving coverage.

Ideas for improving the structure of affordable health insurance
also should be considered to be put in place in particular States
that wish to try them. I think proposals like Senator Lincoln’s idea
for an approach modeled on the FEHBP for small businesses is the
kind of proposal that should be made available to States to try,
with the agreement of the Federal Government, to see exactly how
effective it is.
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Senator Frist’s proposal for a Healthy Mae as a way of restruc-
turing and providing reinsurance is another example of this. Simi-
larly, an enhanced approach to refundable tax credits, to have large
tax credits in particular places, to see how effective they might be.

There are a number of proposals like this that are bottled up in
Congress right now. Henry Aaron and I suggest that we agree to
allow them out to be tried in the States willing to put them into
place, in conjunction with the Federal Government.

The third element of our proposal is that States would offer inno-
vative proposals utilizing some of these toolbox items, as well as
their own commitments and their own approaches, to be tried in
their State.

We have argued that the decisions as to which of these proposals
should be implemented should come under some form of semi-inde-
pendent commission, we think, in order to build trust as to what
should be tried and how it is going to be evaluated.

We do need some independent body to help Congress to do that.
We think that that body ought to be comprised of governors, key
legislators, and members of the administration, so that there is a
clear bipartisan support for these approaches.

Then the fourth element of our proposal is payment by results.
States that really do achieve the broad objectives that they agreed
to with the Federal Government to improve coverage generally in
the context of Medicaid changes, or whatever else is on the table,
ought to be rewarded for their achievements.

Either some of the savings that are achieved should be repro-
grammed into State initiatives, or, if there is new Federal money
available in the future, that should be tied to progress in reaching
agreed steps forward in improving coverage.

In a sense, this is rather similar to some of the elements of the
1996 welfare reform legislation, which set broad goals, broad pro-
tections and requirements, and then essentially allowed States to
begin to look at alternative ways of reaching those goals.

Considering Medicaid within this broad objective of improving
coverage, I just want to make a couple of points, or to reemphasize
a couple of points.

One is that I really do feel very strongly that in order to get buy-
in from the governors, as well as the Minority in Congress, as well
as the Majority, then any steps that really look at significant re-
forms and significant changes in the Medicaid system must be seen
as fair and balanced.

That is one of the reasons why I strongly feel that some form of
commission—that is, a strong political body—is extremely impor-
tant to develop a partnership and an agreement to move forward.
These members of that commission, I feel, need to be voting part-
ners. They need to really bring political strength to the table.

I know the current Medicare Commission is not exactly designed
to do what we have been proposing, but I think the reluctance of
governors and some members of Congress to take part is an indica-
tion that, unless it has clear independence and political clout, it is
unlikely to get buy-in.

The last point I want to make is that whatever you do in Con-
gress to try to reach the goals of savings in Medicaid by making
changes in the program, I think it is critically important that
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States be able to propose alternative ways of reaching those goals
and those savings, while improving coverage.

That means that some States might be able to implement a
change, for example, that might actually make larger reductions in
Medicaid, but the quid pro quo might be explicit Federal funding
for a refundable tax credit for some other provision that, in con-
junction, means that the Medicaid population and the rest of the
population in the State actually enjoys more coverage than pre-
viously.

Flexibility of this kind, with the ability to mix and match Federal
funding, is absolutely critical to moving forward, not just on Med-
icaid, but to establishing working models that might actually be
ones that we want to apply more generally.

Mr. Chairman, we have heard from the governors today. We
have heard, as I said when you were out, an example of Repub-
licans and Democrats at the State level coming together, putting
elements into the equation that appeal to one side and the other,
and coming up with a proposal that allows us to move forward.

I think we can do that at the Federal level in the way that I sug-
gested. I think, also, by looking at a fresh approach to the relation-
ship between the Federal Government and the States, I think it is
possible for us to really begin to achieve the goals that have al-
luded us for so long.

[The prepared statement of Dr. Butler appears in the appendix.]

The CHAIRMAN. Well, thank you very much. You can tell that we
were dividing up time here so I could go vote, and now Senator
Snowe is going to go vote. I think maybe Senator Rockefeller is
going to come back and want to ask some questions, too.

So, let me start out, please. If I ask you to repeat something that
was in your oral testimony because I did not hear it, feel free to
say so, and then I will just go back to the record so you will not
have to repeat yourself.

The governors testified—and this is for Dr. Weil—of the impor-
tance of their having greater flexibility in determining eligibility in
designing benefits. Theoretically, your members all work for gov-
ernors, so I am curious. How does your group differ from the gov-
ernors on State flexibility?

Dr. WEIL. Well, I think our proposal does differ in some impor-
tant ways at the level of details, but perhaps it would be more
helpful to describe the differences first in terms of concept.

The flexibility we include in our report is quite structured, and
at least as I understood it, particularly as I read their written doc-
ument, the governors were looking for a very high level of flexi-
bility around benefits and eligibility with very, very few con-
straints, the ability to impose cost-sharing from the outset, the
ability to reduce benefits for very, very low-income people. I did not
get the impression that there were limits.

As I read their document, for example, a limit of 7.5 percent of
income for a family at 150 percent of poverty, means that perhaps
a family making $25,000, $30,000 is going to pay $2,000 or more.
We were not looking at options that went up to that level.

So the first difference, I think, is we view a much stronger road
map from the Federal Government in terms of how the flexibility
will be structured. Second, and this is equally important, is that,
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as I indicated, our proposals are a package, and we paired flexi-
bility with a requirement that States, in their Medicaid programs,
expand coverage to everyone below poverty, that that would be a
Federal standard, and States would bear a share of the cost of that
expansion.

I am not surprised that governors, given their fiscal cir-
cumstances, do not feel that they can bring those two together, but
in our deliberations, it was very clear that flexibility should be
combined with some responsibility on the part of States.

Third, and this I say with some caution, only being somewhat fa-
miliar with the governors’ proposal, when you think about savings
in Medicaid, there are really only three ways to get savings.

You can shift costs to someone else, and reducing prices is a form
of that, you can shift costs to the enrollees in cutting benefits and
increasing what they have to pay as a form of that, or you can try
to actually design a more efficient way to deliver services to people
in the program.

And as I listened to the governors’ flexibility, it is primarily flexi-
bility oriented to the first two of those kinds of changes, which is
not to say that they are inappropriate, but they are more about
shiftilng and reducing and not driving at how we deliver care to
people.

Now, I do believe that the governors feel that, behind the flexi-
bility they ask, they have examples of ways to improve how care
is delivered. But I see a greater disconnect.

I would say our workgroup focused much more on how to im-
prove coordination between Medicare and Medicaid, how to deliver
long-term care services earlier, before people need institutional
care, how to bring disease management and integration of public
and private dollars so that people are getting care early, instead of
waiting and getting it at the back end.

So, at least from my perspective, we were looking much more at
how care is delivered, trying to make the program more efficient.
I see fewer examples of that in the document that I saw this morn-
ing from the governors.

The CHAIRMAN. I thank you.

On another point, dealing generally with fraud and abuse, one
area that was not focused on by the National Academy proposal,
so I am curious why not, is the area of fraud and abuse.

I am very concerned about the low level of funding allotted at the
Federal level to investigate fraud and abuse. It is my under-
standing that, of the $742 million for the health care fraud and
abuse control program, only $14 million were used for Medicaid in
2004.

This is a small share compared to the $720 million used to ferret
out fraud in the Medicare program. This is particularly troubling,
given that the Office of Inspector General has estimated that $1
spent on Medicaid fraud and abuse nets $3 in return.

I know that the States have made some significant inroads. I
read about Medicaid fraud in the papers on a weekly basis, but I
am wondering whether the Federal Government should not be put-
ting more resources into this area.

Do you think fraud and abuse are potential areas of savings in
the Medicaid program?
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Dr. WEIL. Mr. Chairman, the States and the folks that we work
with share your concern on this issue. I should note that, although
I gave you an overview of our recommendations in both my verbal
and written testimony, our full document does include a number of
specific recommendations with respect to a few areas, including
particularly how Medicare and Medicaid could work better together
in addressing concerns about fraud.

After all, it is the populations and the providers associated with
the dual eligibles that account for a large share of both of these
programs. We do talk about how the Federal Government funds
fraud prevention services, how States are required to pay for cer-
tain information from the Federal Government, how inappropriate
payments are collected, so we do have some attention to this issue
in our report, though perhaps not as much as is warranted. But I
would say that the States are very interested in doing that.

Just from a personal perspective, not trying to speak on behalf
of my organization, when I ran the Medicaid agency in Colorado,
despite the statistics that you cite showing the one-for-one payoff
associated with these kinds of investments, at the practical level,
when I was sitting in front of my State-level equivalent of the Fi-
nance or Budget Committee, getting additional staff was very hard,
because we had caps on FTEs and caps on State positions, even if
we thought that we would save more than the cost of the salary.

So I think Federal encouragement and assistance in this area
could help States overcome some of the barriers they find in ad-
dressing this concern.

The CHAIRMAN. Thank you.

Now, Dr. Lambrew, in your testimony you state that much of the
Medicaid spending is concentrated on very high-cost beneficiaries.
Specifically, you state that 10 percent of the beneficiaries accounted
for 61.5 percent of the Medicaid spending, and that was in the year
2001.

Since Medicaid is a State-based program, I am very interested in
your thinking on how States can better coordinate care of the high-
cost beneficiaries. What policies should we put in place then to get
States to better coordinate care?

Dr. LAMBREW. That is a very good question. There are lots of
ideas, and this is a huge area of potential, trying to figure out how
to take these high-cost cases and manage their care better.

Just as a note, this high-cost care management is different than
our historical case management in that it typically focuses on dis-
eases, like diabetes or heart failure, or is triggered by people who
trip into the high-cost category. So, it is focused on a small set of
people.

Models often include evidence-based medicine, trying to use tech-
nology to coordinate care, electronic medical records, call centers to
make sure that an individual, when they need to ask a question,
has somebody to call when their doctor is not available.

So, there are several models out there. We have seen, in Kansas,
an aggressive asthma program that has been developed to provide
education and monitoring to prevent children with asthma from
going to the emergency room.

In Maryland, there is a program that looks at rural people with
diabetes. How do we actually ensure that they are doing the moni-
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torin§ of their blood sugars to prevent them from having complica-
tions?

In Massachusetts, they have, for years, had a program that tar-
gets those dual eligibles, those people who are eligible for Medicare
and Medicaid, and coordinates all their services, plus services not
covered by either program.

There are several State models out there. In the MMA, there was
this new Medicare Chronic Care Improvement program that will
actually test this out—how do we do this, what works, what does
not—and get good, hard numbers as a result, which is going to be
a breakthrough, because the truth of the matter is, the Congres-
sional Budget Office wrote a 34-page memo that said, we are not
sure yet. We do not quite know what works and what does not. We
really need to get beyond that.

What can Congress do? Well, I think it is interesting. In the de-
tails of the report that the governors released, there is this idea of
doing a National Healthcare Innovations Program.

I am just reading this today, so I am not familiar with the de-
tails. But it would invest in 10 to 15 States to have large-scale
demonstrations. They list, among these types of demonstrations,
using innovative strategies to coordinate care, provide disease pre-
vention, use evidence-based practices, et cetera. So, I think that is
one idea out there.

It is somewhat similar to what Dr. Butler was talking about with
his State-based demonstrations. But the truth is, this is what the
1115 Section is for, demonstrations on how do we implement effec-
tive and innovative ways to, as Alan said, improve the efficiency of
Medicaid. So, there are waiver options.

There is a new proposal put on the table by the governors, and
there is the old-fashioned idea of looking at Federal matching
rates, to figure out if we can incentivize this type of care.

The CHAIRMAN. Thank you.

Now I would like to ask Dr. Butler a question. From the testi-
mony by the governors, it appears that their approach is consistent
with your approach on greater State flexibility. Why do you think
State flexibility is the key, and I think is primary in your judg-
ment, to the future of Medicaid?

Dr. BUTLER. Well, I think it is for two related reasons. One is
that we do not really know the answer on how to really get better
value for money in Medicaid. We cannot be certain of what the an-
swer is. So, it is very important to try different things and different
approaches in different States. That is one of the reasons why I
think the governors’ proposal is so important. Flexibility does allow
the Federal Government, in negotiating with particular States, to
really try approaches.

The second reason is that we do need to have some differences,
some variations that recognize differences between the States. That
might mean that what works for Medicaid in one State is not pre-
cisely what would work in another State. It is very important to
have flexibility to adjust to that.

But, as I said at the beginning, a precondition for flexibility is
that there has to be some agreement on what the overall goals are
of allowing that flexibility, and what the protections must be for
particular populations in that flexibility.
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I think the governors would agree with that, but I think that is
critically important. This is not a case of handing over a check and
keeping your fingers crossed that they all do the right thing.

The CHAIRMAN. Also, you argue that we link performance-based
goals with any additional flexibility. Why are performance-based
goals needed, and how would they impact how States exercise that
greater flexibility?

Dr. BUTLER. Well, by performance I mean that, if there is an
agreement between the Federal Government and a State to achieve
the agreed objective to improve coverage, savings in Medicaid, and
so forth—and by performance-based, I mean we have to see those
outcomes as we allow flexibility—there has to be, first of all, a
plausible approach and proposal to achieve those objectives, with a
timeline. I think the release of funds or the agreement that savings
should be reprogrammed ought to be linked directly to achieving
the timelines in that agreed proposal.

The CHAIRMAN. If Senator Rockefeller does not come in just a
couple of minutes, I want to give a short summation here. If he
does not come, then we will adjourn.

First of all, I thank the governors, and I thank you for your ap-
pearance. We appreciate your time and insight on a very complex
issue. I think that we have learned a great deal, and probably have
a lot more to learn, but it has been valuable input from our wit-
nesses.

As the committee continues its work on Medicaid, I believe that
we need to more carefully scrutinize the way that Medicaid funds
are spent. We know that there are hundreds of millions of dollars
in fraud, waste and abuse draining the program of much-needed re-
sources. These funds could instead be used to assist Medicaid bene-
ficiaries.

With that in mind, we are going to hold a 2-day hearing June
28 and 29 on fraud, waste and abuse in the Medicaid program.
Also, as a reminder to staff, as well as to you as witnesses—and
I did not say this to the governors—but Senators, if they have any
questions for the record that they would ask you to respond to in
writing, they should be submitted by this Friday at the close of
business this week. Thank you all very much.

The committee hearing is adjourned.

[Whereupon, at 12:31 p.m., the hearing was concluded.]
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ADDITIONAL MATERIAL SUBMITTED FOR THE RECORD

Statement of U.S. Senator Max Baucus
United States Senate Finance Committee Hearing
“The Future of Medicaid: Strategies for Strengthening American’s Vital Safety Net”

Thank you, Chairman Grassley, for holding this important hearing. Medicaid’s
importance as a safety net program in our health care system can’t be overstated. And yet this
critical program is often overlooked.

Aside from shutting down some abuses in the program, Congress hasn’t spent much time
debating Medicaid changes in recent years. Little attention has been paid to long-term reforms
necessary to maintain Medicaid’s viability for future generations. Today, our nation’s governors
will share their views on this vital safety net. As stewards of state Medicaid programs, their
voice is critical.

Absent Congressional action on Medicaid, states have sought changes through aggressive
use of the 1115 waiver authority. This authority was designed to allow demonstrations and
experimentation. But states — with HHS’ permission -- have used waivers to make wholesale
reforms. So I am glad that Congress has entered the debate. Greater legislative oversight is long
overdue.

But it concerns me that we discuss Medicaid today in the shadow of a budget that may
cut $10 billion over 5 years from the program. I voted against the budget and am uncomfortable
with substantial cuts to Medicaid. The governors have done some difficult work to find
consensus on Medicaid reforms, and I commend them for that.

The National Governors Association’s (NGA) plan recommends reforming pharmacy
payments. I agree that reforms are needed. And we must ensure that the states receive
appropriate savings from manufacturers.

I also agree that Medicaid should be reserved for the neediest among us. It should not
become a program for those who can hire clever estate planners to maneuver their assets and
qualify for Medicaid.

NGA is right to consider ways to increase private investment in long term care,
particularly as we debate other aspects of retirement security, including pensions and Social
Security. And I agree that Medicaid should encourage quality improvement.

But I am concerned about some of the specifics of NGA’s proposal, starting with cost-
sharing. Onerous cost-sharing requirements can harm access to care. While personal
responsibility is important, we should not place unduly high barriers to access through changes
in cost-sharing.

(51)
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Governor Warner, you recognized that cost-sharing for CHIP in Virginia could
undermine access to care for needy children and you stopped that policy. The studies I have seen
suggest that increasing cost-sharing can undermine access to care. We need good evidence that
access won’t be compromised before going down this road.

On benefit flexibility, I do not believe that access to primary care -- without appropriate
access to specialists or hospital care -- constitutes proper coverage. Nor do I believe that
fundamental aspects of Medicaid should be waived. That’s why [ have pushed legislation to
prevent abuse of the 1115 waiver authority.

Finally, the NGA proposal recommends judicial reforms that appear to undermine the
very nature of Medicaid’s federal-state partnership. We should be very careful about making
changes here.

Mr. Chairman, [ am glad we are having this hearing. Welcome to our distinguished
governors, NGA Chair and Vice Chair, Governor Huckabee and Governor Warner. 1 also look
forward to hearing from other witnesses, who have a wide range of views on Medicaid.

Before closing, let me raise one other topic: TANF. At the end of June, the 9th
extension of current law will expire and a 10th extension will be needed. The Finance
Committee has passed a bipartisan bill supported by both the Chair and Ranking Member. 1
commend the Chairman for his efforts.

Yet there are no plans for floor action. I know that Chairman Grassley shares my sense
of frustration. As governors who administer state TANF programs, you must also be frustrated.
And I assume you would not support moving TANF through the budget reconciliation process.

Thank you again, Mr. Chairman, for holding this hearing. [ am glad for the opportunity
to closely examine our health care safety net. I look forward to the discussion.
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PREPARED STATEMENT OF STUART BUTLER, PHD

My name is Stuart Butler. I am Vice President for Domestic and Economic

Policy Studies at The Heritage Foundation. The views I express in this testimony are my
own, and should not be construed as representing any official position of The Heritage
Foundation

Summary of Testimony

Potential savings in Medicaid should be considered within the general goal of
increasing coverage. And the key to achieving that goal is to explore new ways of
using our system of federalism.

Political polarization in Washington requires us to think of achieving legislative
progress less in terms of building out from the center and more in terms of building in
from each flank. An enhanced federalism strategy, such as that developed by Stuart
Butler of Heritage and Henry Aaron of the Brookings Institution, recognizes this.

Utilizing this approach involves the following core elements:

o Congress establishes broad and measurable goals for increasing coverage

while using funds more effectively, and protections or policy boundaries for
vulnerable populations.

Congress enacts a “policy toolbox” federal reforms or programs that would be
available to states, not required. The aim would be a “logrolled” toolbox
package of federal initiatives and legislated waivers that represented the
preferred options of liberals and conservatives as well as centrists in Congress.

States could offer innovative proposals to achieve the goals, utilizing selected
federal toolbox items and state initiatives. An independent commission would
select a slate of proposals that would be implemented, subject to an up-or-
down vote in Congress for the entire slate.

Using the principle of pay for performance, states would receive funding
according to an agreed timeline for achieving the agreed goals in the proposal.

In the context of the current debate over Medicaid, the uninsured, and the federal
budget, Congress should consider the following:

o To the extent that there might be additional federal funds for increases in

coverage, this money should be focused on a small number of creative
federal-state initiatives rather than spread thinly over the entire nation.

Whatever changes Congress finally makes in the Medicaid program to comply
with the Medicaid budget target, states should have the opportunity to propose
creative ways of achieving those targets within the goal of generally
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increasing coverage. Enhanced federalism offers a procedure to do that. The
1996 welfare reform legislation contained a similar structure — there was a
“default” federal reform but states could propose alternative ways of
achieving their intent of the federal reforms.

There will be buy-in by the governors and the minority only if they believe the
process for selecting state initiatives will be fair and balanced. That is why
selections should be undertaken by a commission, not by the Secretary of
HHS. But using a commission to choose a slate of state initiatives to reduce
uninsurance, or to propose savings in Medicaid, requires the commission to be
truly bipartisan — with voting representatives selected by governors, and by
the congressional minority and majority.

Large-scale demonstrations are often seen as the means of attracting “outlier”
votes to win passage of legislation. The enhanced federalism approach uses
large demonstrations as the centerpiece of legislation in order to test a range
of innovative proposals.

Rather than trying to establish a formula for how states would be rewarded,
state proposals to the commission should include a “bid” regarding federal
funds. If new federal funds were available for increasing coverage, then a
federal funding request would be included as the bid. If the national funding
goal were only to reduce federal costs in Medicaid, then the bid would involve
net federal savings expected from restructuring programs within the proposal.
The commission would engage in rounds of negotiation so that the final slate
of proposals was in line with budget requirements.

“Outlier” proposals from states, such as approaches based on a form of single
payer model or a strong consumer-choice model, could be undertaken within a
limited geographic area of for only certain categories of state resident.
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M. Chairman, the states face a daunting budget challenge in maintaining existing
service levels under Medicaid and other health programs, especially as education and
other state obligations compete for limited resources. But it is also the states that face the
immediate pressure to address the health needs of working-age Americans who lack
insurance coverage. Yet budgets are also strained at the federal level. The result: states
find themselves in a financial shell game with the federal government rather than
involved in a process of constructively searching for a resolution. Meanwhile promising
ideas that might lead to ways of organizing and delivering care more effectively and
efficiently remain bottied up in Congress.

The current tension over Medicaid underscores the need to introduce a more
creative and comprehensive approach; one that encourages both states and the federal
government to seek ways of delivering the Medicaid promise at less cost while launching
approaches that would reduce the general level of uninsurance. This can be done only by
considering changes in Medicaid not in isolation but within the context of the goal of
reducing uninsurance. And the key to achieving that goal is to explore new ways of
using our system of federalism. If we were to do that we might trigger more creativity in
the search for effective and efficient ways of reaching our health care goals and “anlock”
promising approaches now bottled up in Congress. Yet even if the immediate goal is
narrower — achieving net savings for the federal government — the same approach would
achieve that goal with less disruption to those currently covered by Medicaid, and
perhaps in some states an increase in Medicaid or equivalent coverage.

The Environment for Improving State-Based Coverage

There are several reasons why the prospects today are generally considered to be
unfavorable for bold and fresh initiatives on health care for working age Americans.
Among the most important:

1) Absence of Political Enthusiasm

Wile many Republican lawmakers and leaders have offered health proposals with
great enthusiasm, it is still fair to say that health care does not rank as highly with
Republicans as it does with Democrats, in terms of budget priorities or political urgency.
There is also reluctance among Americans to the idea of significant new health programs.
Survey analysis by Robert Blendon' and Daniel Yankelovich, among others, indicates
this ambivalence among the public. While Americans express the desire to address
uninsurance and related health care problems for working-age households, and they are
concerned about the continuity of their own coverage, they not yet willing to accept what
experts see as the necessary tradeoffs. In particular, Americans today are unwilling to
accept the argument that major additional resources are needed to address the goal of
reducing uninsurance.

! Robert 3. Blendon, John M. Benson, and Catherine M. DesRoches, “Americans’ Views of the Uninsured:
An Era for Hybrid Proposals,” Heath Affairs, Web Exclusive, August 27, 2003
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2) Political Polarization

Polarization in Congress is another obstacle. The heightened political
partisanship in recent years makes the prospects seem especially bleak for progress on
health care. In particular, the traditional vision of “build-out-from-the-center”
bipartisanship is far less tenable today. The cadre of conservative Democrats and liberal
Republicans that once led on health care has shrunk considerably. Today’s partisanship
means that many congressional health initiatives have a more pronounced ideological
aspect to them. But these tend to languish in Congress. Partly this is because of partisan
opposition. But partly it is because proponents of more ideological proposals are less
open to winning passage by accepting “watered-down” versions that lack key but
controversial component, because they fear these might fail and cast doubt on the original
idea. So all too often today, congressional “debate” consists of presenting dueling
computer simulations of ideal proposals rather than crafting compromise bipartisan
legislation.

Reasons for Optimism

Despite these obstacles to broad action on health, there are some trends that
suggest there may be possible ways of achieving progress in this environment.

1) Republican interest in state experimentation

Republican support for state experimentation, through waivers, does mean that
diverse approaches could be tried if these are proposed by the states — albeit within the
limitations of statutes and Administration political priorities. Such openness to state
experimentation means that proposals that would not make it through a polarized
Congress if they were advocated for the whole country could perhaps be tested in the
field within one state.

2) Bipartisan support for individual health care subsidies

While debate continues about the design and eligibility for refundable tax credits
for health insurance, there is still broad bipartisan support for the idea. This represents an
important commitment by Republicans as well as Democrats for direct subsidies to
enable families to afford coverage. Since federal tax credits could be used in tandem
with other approaches, including state-based initiatives for insurance pooling or Medicaid
and SCHIP changes, this commitment could make possible an array of possible federal-
state partnerships.

3) Wide support for insurance pooling, reinsurance and risk-adjustment
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There is also broad bipartisan support for spreading the cost of high risk
individuals across wider populations, meaning that there is the potential to craft an
insurance infrastructure that makes coverage affordable (with some subsidies) to all
income and risk groups. Such ideas range from Senator Kerry’s federal reinsurance
proposal, to state-sponsored high-risk pools, to risk-adjustment system systems, to Bush-
supported health associations for small businesses and non-business associations. To be
sure, there are intense policy disputes about which approach is best, and what the
practical consequences of rival proposals would be, but these are “engineering design”
arguments rather than a dispute about the principle of spreading risk beyond merely
employment-based pools.

4) Some openness to modifications of low-income support programs

There is also an increasing willingness to contemplate a variety of novel ways of
fulfilling the purposes of Medicaid/SCHIP - providing the eligibility of individuals is
maintained or widened and equivalent services are provided in a manner that assures
quality and continuity. One way to do this, for example, might be to use a portion of the
existing Medicaid budget for an individual, in combination with a federal refundable tax
credit, to enable that individual to enroll in employment-based coverage instead of
Medicaid. This would free up the remaining Medicaid money to fund part of the cost of
the coverage for another individual. Or a federal tax credit might be used by a family to
“buy into” Medicaid, or in combination with some Medicaid funds to purchase private
coverage through a state-sponsored pooling arrangement. Proposals from the National
Govemnors Association argue that we should consider giving at least some individuals on
Medicaid the option of using a federal refundable credit for private insurance.

Using Enhanced Federalism to Achieve Progress With Limited Dollars

An enhanced approach to federalism is likely to be the most effective way of
moving forward in this checkered environment, by circumventing political obstacles at
the national level and enabling creative and potentially more efficient proposals to be
tried. While the idea of state demonstrations and waivers is of course not new, permitting
more sweeping state initiatives — particularly federal legislation that would also make
new and modified federal programs available in state experiments — could break the
political logjam that impedes action today.

A version of enhanced federalism has been laid out by this author and Henry
Aaron of the Brookings Institution.” To summarize the Aaron-Butler approach:

“We propose that Congress provide financial assistance and a legal framework to
trigger a diverse set of federal-state initiatives. To help break the impasse in

2 Henry J. Aaron and Stuart M. Butler, “How Federalism Could Spur Bipartisan Action on the Uninsured,”
Health Affairs Web Exclusive, March 31, 2004
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Congress over most national approaches, we propose steps designed to enable
“first choice” political ideas to be tried in limited areas, with the support of states
and through the enactment of a federal “policy toolbox” of legislated approaches
that would be available to states but not imposed on them. Our view is that elected
officials would be prepared to authorize some approaches now bottled up in
Congress if they knew that the approach would not be imposed on their states.”

The Aaron-Butler vision of enhanced federalism contains the following core
elements:

Goals and protections: Congress would establish broad and measurable goals for
federal-state initiatives, such as reducing the percentage of uninsured in a state. Goals
could incorporate quality as well as quantity: many lawmakers and organizations, as well
as the National Governors Association, advocate initiatives to improve the quality of
health services and coverage as well as broadening coverage. Congress would also place
some protections or boundaries on what would constitute success. These boundaries
would include some definition of what constitutes adequate “coverage” and specify any
groups of Americans that should in general be held harmless by any initiative (e.g. some
mandatory populations currently covered by Medicaid or some categories of workers
covered by employer-based insurance).

A “policy toolbox” of federal policies and programs: A major reason for gridlock
today is that a Member of Congress who opposes introducing a certain approach in |
his/her state will block a national initiative that would have that result. This tendency is
accentuated by the increased partisanship in Congress (where ideological opposition
becomes more of a factor). Ironically, since many states have developed their own
initiatives to improve coverage, there is also the fear in some states that Washington’s
‘heavy helping hand” would disrupt these initiatives.

The idea of a “policy toolbox” is that instead of imposing new or changed
programs on the entire nation, a package of congressional measures that would be
blocked if designed to apply nationwide is instead made available only to states wishing
to utilize the measures within a federal-state initiative. Items in the toolbox would be
available to states, but not required in any state without its permission. Politically this
encourages a productive form of what one might call “ideological logrolling”, with left-
right partisans agreeing to support each other’s policy tools in order to achieve the chance
to field-test a reasonably pure version of their own proposal. An important political
feature of this approach is that these ideological lawmakers in both parties would be a
countervailing pressure against the general tendency of Congress to micromanage
bipartisan health care agreements.

Examples of proposals that might be legislatively unlocked in this way include
some form of health association (perhaps with agreed exemptions from state mandates
rather than federal preemption); permitting new populations to be covered by the FEHBP
and VA programs or some equivalent arrangement; providing a large tax credit for

3 Op. cit.
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coverage; expansions of permitted Medicaid populations or utilizing Medicaid funds to
enroll individuals in other forms of coverage to achieve net savings; insurance reform to
create statewide, risk-adjusted pools; and extending tax benefits to employees picking
certain plans not sponsored by their employer.

State proposals with federal approval: A state wishing to take part in this enhanced
federalism would prepare a formal proposal to make progress towards the goals
established by Congress. Such proposals would select some items from the federal policy
toolbox in tandem with state initiatives designed to make progress towards the proposal’s
goals. A procedure would be established by the federal legislation for choosing proposals
to implement, negotiating necessary administrative waivers to ‘fine-tune’ each proposal,
collecting data, and monitoring performance. Proposals would be approved for a specific
and standard period, say five years — although proposals might be approved for longer
periods if they involved large changes in programs or health arrangements in a state.

Funding linked to goals: The principle for rewarding success would be “pay for
performance.” To the extent that new funds were made available, states would receive
money if they succeeded in extending coverage or meeting related goals, and nothing if
they did not. If the proposal were to require the use of federal funds from other programs
to achieve improved coverage while meeting a goal for federal savings in, say, Medicaid,
then federal funds would be released in line with the achievement of agreed milestones in
expanding coverage.

Crafting A Viable Legislative Proposal

The devil of any approach to build momentum for health care legislation lies of
course in the political and technical details. Within the general framework of enbanced
federalism there are several key design issues that would have to be resolved. How one
does resolve them depends as much if not more on political judgments as on technical
considerations.

1) Federal funding goals — net savings or net increases

The Aaron-Butler approach envisioned a pool of new federal money for reducing
uninsurance. Hence the assumption was that state proposals would vie for available new
funds. But the same approach is adaptable where the federal funding objective is to
achieve reductions in the growth of a program, such as Medicaid. In that case the state
proposals would be designed to meet the reduced federal budget allocation for the state in
a manner that had the least impact on state residents currently with insurance or Medicaid
coverage — and perhaps even achieved net savings in innovative ways that actually
increased coverage.

2) The number and scale of state initiatives — the need for focus and ideology
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Budget and political trade-offs are inextricably linked in determining the ideal
number and scale of the state initiatives. In today’s environment it is wiser to assume
that the available budget for health initiatives (likely to be modest) will determine the
technical and political design of the approach rather than assuming the design will
determine the federal budget. The presumption here is that pool of available resources
would include some existing funds or proposals already on the budget table. The pool
thus might include part of any reserve fund created to finance President Bush’s initiative
on the uninsured, a portion of projected savings from Medicaid, perhaps some portion of
federal funds for uncompensated care (matched with additional federal funds), as well as
some new funds.

Whatever the available funds, there are political tradeoffs in selecting the number
and size of state proposals. Proposing to spread funds broadly but thinly over many
states might seem attractive to gain the support of more states, but then each individual
state would see less of a funding incentive to support the idea. However the flexibility
and availability of new federal programs would be powerful incentives to support the
approach even without the prospect of major new federal funding. The critical test for a
state would be whether the combination of flexibility in using existing and new federal
funds, combined with the opportunity to undertake launch a creative initiative with the
federal government to expand coverage, proved sufficient to warrant the political and
other risks involved. That is an empirical rather than theoretical question.

The ideological dimension of possible initiatives plays into the possible
calculation at both the congressional and — perhaps to a lesser degree — at the state level.
The opportunity for congressional partisan supporters of what one might call “paradigm”
ideas to see them truly tested in the field likely would make supporters inclined to focus
new federal funds on a small number of state initiatives — although there could be other
initiatives primarily using existing program funds in creative new ways. To be sure, there
might seem to be little incentive for states as a whole to support an approach that
concentrates new federal money on a few states. But a governor who supports a
paradigm approach (such as a significant expansion of Medicaid, or large tax-based
subsidies to individuals) might well be open to another state receiving federal funds if
that could lead to a convincing demonstration of the approach and its subsequent
availability to all states.

Initiatives and modest new federal funds could also be focused on proposals to
cover less than an entire state, assuming the scale of the experiment reached a critical
mass. This option could build political support among states. For instance, for a certain
level of funds, several large states could have funded proposals limited to certain
counties, rather than using the funds for only one statewide proposal. Moreover, cross-
border joint proposals covering metropolitan or rural areas could generate broader state
support.

3) Selecting successful state initiatives — a bipartisan, full-voting “base
closing commission”
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An approach that involves selecting a limited number of federal-state initiatives
from competing state proposals raises obvious political challenges, especially where there
is an ideological dimension to some proposals and there is new federal money. In
particular, how could we secure broad political support for the approach — especially
from the minority party in Congress?

It seems very unlikely that many minority party Members of Congress or states
could be persuaded to support legislation that allowed the Secretary of Health and Human
Services (HHS) to choose among competing state proposals that could mean large
changes in state health systems — including perhaps Medicaid and SCHIP. The reluctance
of Democrats and governors to join the recently enacted Medicaid Commission
underscores the political dangers of making the HHS Secretary in any administration the
gatekeeper for recommendations.

The key to generating wide political support is a process for selecting initiatives
that is considered fair and balanced by everyone. This cannot be achieved if the
Secretary of HHS makes the final selection. In the article authored last year by Aaron and
Butler, we emphasized that these decisions had to be made by an independent body that
was truly bipartisan, with the decisions certified by Congress. We recommended a newly
created commission with full voting members selected by Congress, the Administration
and the states, perhaps with technical advice from the General Accountability Office.
States would submit formal draft proposals to the commission to evaluate. These
proposals would include federal toolbox items as discussed below. The commission
would discuss and negotiate the elements of the proposal with the state, to assure that it
met the congressional guidelines and complemented other state proposals. The
commission would then present a recommended “slate” of proposals to Congress for an
up-or-down vote without amendment. The HHS Secretary’s role would be restricted to
negotiating final administrative details with the successful states. This is essentially a
“base-closing commission” solution.

The legislation setting up this procedure would essentially instruct the
commission to come back with a slate that complied with certain guidelines. The
legislation would set the total federal budget limits for the slate. Rather than giving the
commission carte blanche to select the slate, the legislation might require the
commission to include certain categories of paradigm state proposals envisioned in the
federal policy toolbox and reflecting the ideas favored by congressional constituencies
that were key to bipartisan support. So the commission might be directed to include at
least one proposal to expand Medicaid and/or SCHIP, and an equivalent of large
individual tax credits or vouchers and purchasing pools, among other proposals. While
any directions from Congress can easily degenerate into micromanagement and the
inclusion of pet demonstration projects, the political need for strong advocates of
paradigm proposals to be assured of seeing a valid, “clean” demonstration of their
proposal could mean a degree of détente when it came to adding excessive requirements.
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A variant of the Aaron-Butler commission idea would be for the commission to
propose a slate to the Secretary. But in this case, governors and Members of Congress
from both parties would have to feel confident that the members of the commission had
such political stature and bipartisanship that, politically, the Secretary could not ignore
the slate of recommendations. The 1982 Social Security commission and the recent 9-11
commission are examples of how a politically powerful commission can build
momentum for its recommendations.

4) Designing the federal policy toolbox — symmetry and logrolling

The federal “policy toolbox™ described earlier is a key part of an enhanced
federalism approach, both politically and technically. From a policy perspective, the
toolbox is important because it provides a major federal policy dimension to complement
state initiatives to improve coverage. Items in the toolbox can be seen in some cases as
new or expanded federal programs that would be available in selected states, and in some
cases as statutory waivers — or ‘super-waivers’ — to permit significant variations in
existing programs and the use of their funds.

Today is it fairly common to include a limited demonstration program in a larger
piece of legislation when the political support of a group of lawmakers is necessary for
passage but others would balk if the program were applied nationwide. For example,
when it was clear that introducing vigorous competition into Medicare as part of the
recent drug legislation could cost critical Republican votes and doom the bill, the
leadership included it instead as a demonstration program. This was enough to retain
conservative supporters but left Republican as well as Democratic opponents secure in
the knowledge that the competition initiative would not apply to their states.

The toolbox idea converts such demonstrations from a minor political necessity to
retain lawmakers in a coalition to a core logrolling strategy to build a bipartisan majority
for radical state-based initiatives.

To accomplish logrolling there has to be symmetry so that ideological members of each
party could support the package. Thus it would be important to assemble pairs or groups
of proposals that would appeal to a broad ideological spectrum, balancing philosophy and
the allocation of funds. For instance, costly expansions of Medicaid or SCHIP might be
balanced in the toolbox with a similarly funded refundable tax credit or voucher
(designed to mimic a tax credit); a health association program might be balanced with a
government-led health alliance; opening up the FEHBP in some way might be balanced
with a VA-like single-payer option. The federal toolbox would be hammered out in
Congress and enacted before the states and the commission considered proposals.

5) Protections and boundaries — guidelines with flexibility
Creating a bipartisan coalition necessitates assuring key constituencies and

lawmakers that they can acquiesce in radical changes they do not support because they
can be sure that certain principles will be protected and certain lines will not be crossed.
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Like other requirements of a bipartisan agreement, it would not be easy to agree on these
protections and boundaries. But supporters of innovative and ideological initiatives
would know their own ideas would be blocked if they were unreasonable about
demanding detailed protections for other proposals.

One such protection or boundary issue concerns the very definition of “coverage,”
or the meaning of “insurance.” The amount of family financial exposure before
comprehensive insurance reimbursement (or government provision) kicks in is one area
that would need to be resolved satisfactorily for all sides, as would the nature of benefits
that constitutes “insurance.” The Aaron-Butler proposal recommended setting an
actuarial minimum and allowing wide variations in state-required benefits. States would
be free to design plans with different benefits at or above that minimum, including high
deductible insurance plans with perhaps partly funded health savings accounts.

Some level of protection for individuals already covered would also have to be
resolved (particularly those in Medicaid or state programs, and those in most employer-
sponsored plans). Achieving the goal of a decrease in uninsurance by dropping high-cost
individuals and replacing them with a larger number of healthier people probably would
not pass muster. Aaron-Butler proposed no reduction in the degree of coverage for
currently insured populations, most notably those in Medicaid — though it would not rule
out major changes in Medicaid. A state counld provide the functional equivalent of
Medicaid, for instance, by utilizing a tax credit in combination with a federal tax credit or
voucher to enable some currently on Medicaid to enroll in an employer-based plan or
individual coverage (perhaps within a statewide pool). But even with reductions enacted
in the growth of Medicaid, there could be protections included for certain populations
covered by the program. However the coverage protection issue was resolved, it is
critical for the overall political and policy success of enhanced federalism that Congress
set only broad guidelines.

6) Determining and rewarding success - trust but verify

Another difficult issue is how to determine what constituted success in a state
initiative and how success should be rewarded.

Rather than setting out detailed objectives for proposals, the essence of enhanced
federalism is for Congress to establish only broad goals for the improving the degree and
quality of coverage. How a state envisioned the goal and sought to reach it would have to
be agreed with the federal government within the guidance of the statute. The state
proposal would need to contain a timeline of targets and outcome measures. If a
commission were to select a “slate” of proposals for federal approval, that would be an
additional assurance that the state’s interpretation of the goal was reasonable, and its plan
and timeline realistic.

But how to agree on and verify success, particularly if that triggered a federal
financial bonus for a state? On the other hand, what if the funding objective of the
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federal government involved achieving a reduction in the baseline cost of Medicaid?
‘What elements would have to be in the equation?

One element is an agreement on information. To the extent that certain base
information on coverage was needed to confirm progress, Congress would be wise to
include funding for appropriate surveys and data collection. Standard data collection
methods across state lines would be essential, especially with some funding contingent on
success in reaching goals, to avoid disputes between states and with the federal
government. A state’s willingness to assist in the collection of data could be a factor in
selecting proposals for implementation.

Another element is an agreement on who decides success or failure. One of the
lessons of the experience with state welfare reform demonstrations prior to the 1996
reform legislation was that the state and the federal authorities agreed to third party
measurements of results. Similar “arbitration”, conducted rigorously by an independent
body, would be critical to the willingness of states and the federal government to agree on
a plan and on whether there was adequate progress. Third-party assessment also would
reduce the need for detailed and standardized measures to be agreed nationally or placed
in legislation; instead the details would be agreed between the three parties. The state
and the federal government would jointly select the third party assessing progress for
each proposal. This might be a private analytical organization. It might also be a federal
agency, such as the GAO, or even a state body if the selection was agreeable to both
parties.

A third element is an agreement on the allocation of federal funding or the use of
some portion of savings. New federal funding is not the heart of the enhanced federalism
approach ~ the most important feature is freedom and flexibility in design and use of
existing funds to reach agreed goals, which might include savings in a program such as
Medicaid. But some federal funding to offset evaluation and design costs and provide
bonuses for success likely would be needed to induce states to offer major proposals.
And federal funds would be appropriate where a proposal hinged on creating or
expanding a program that had a federal component (such as Medicaid) or that
incorporated a federal initiative (such as a refundable federal tax credit). On the other
hand, elements of the state proposal could be designed to save federal funds, with some
portion of the savings reprogrammed into initiatives intended to increase coverage.

Bidding for federal dollars. Perhaps the least attractive way of allocating any
new federal funding would be through a strict allocation formula tied to congressionally
determined performance standards. That would invite damaging formula fights. But can
that be avoided? A way to do so might be through the selection process for the
commission’s slate of proposals. Let’s say the individual states put in an initial public
“bid” to the commission, indicating the degree of federal funding it felt was needed and
fair to accomplish the proposed goal, bearing in mind the total funding available under
the program and the congressional guidelines. The proposal would perhaps focus on
reducing uninsurance among particular groups, such as children or older workers, and the
financing bid would reflect the targeted population. With a set of proposals containing
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bids for federal funding before it, the commission could engage in successive rounds of
discussions or negotiations with states to produce a final set of recommended proposals
within the total budget. Through such a bidding procedure and negotiating rounds, the
process would produce funding formulas agreeable to the chosen states.

A successful bidding “market” of this form could be an alternative to the daunting
task of trying to develop a federal funding formula adjusted for regional differences,
categories of individuals newly covered etc. And even if it were thought that a
nationwide funding formula would ultimately have to be created, a bidding market of this
kind would produce a “market-tested” outline for such a formula.

This is actually less radical than it may seem. In reality most large federal grant
programs operate a little like a bidding market — just not one as structured as proposed
here. For example, when a city develops a proposal for a federally supported mass transit
system, it requests a certain level of federal dollars to achieve a certain result — much as
recommended here for a set of state proposals. Moreover, the city typically structures the
transit proposal not just in the context of the program’s budget allocation but also based
on its knowledge of other city’s bids under the program.

Would states propose only initiatives that involved large infusions of federal
money under such an arrangement, to maximize out-of-state funding? Would states
avoid initiatives that expanded coverage primarily by using existing funds more
creatively? Perhaps. But the federal government would have the opposite incentive and
so a balanced commission would have an inclination to give strong consideration to
proposals that did not require heavy federal funding. Indeed a state might include a
larger bonus within its bid as “profit” for a proposal that sought to reduce uninsurance at
relatively low federal cost.

Perhaps the additional bonuses for reaching or exceeding goals ~ as opposed to
the release of federal funds associated with direct costs — could be linked to a
congressional formula based on goals for particular political groups. But those bonuses
would be relatively small and less likely to spark the level of congressional heat that
accompanies major federal commitments to programs like Medicaid.

Bidding for savings. The same bidding model can be adapted for a situation in
which the federal funding objective is a reduction in projected outlays for Medicaid or
another program. The aim in that case would be to craft a proposal to meet a federal
funding target for the state in ways that kept reductions in coverage to a minimum or
actually increased coverage. The analog is the welfare reform legislation of 1996.
Whatever “default” changes are put into place, the state would be able to propose an
alternative method of reaching the same goals. Thus a state could propose changes,
including utilizing items from the federal toolbox that achieved the same savings in a
number of ways — for example, by inducing employers to enroll workers or dependents
who might otherwise be eligible for traditional Medicaid. In some instances those
methods of reducing Medicaid costs might include new federal outlays for other forms of
coverage (e.g. refundable tax credits), such that the net federal outlays for the state met
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the target for Medicaid. In this case the bid would involve a request for increased
funding elsewhere to achieve larger Medicaid savings (with the net federal outlays
meeting the goal for Medicaid).

7) Designing outlier proposals - the art of the possible

The more radical the proposal being considered by a state, the more disruptive it
would be to existing arrangements and thus the more politically challenging. A statewide
single-payer initiative, for instance, would mean closing down all employer-sponsored
plans. A pure consumer-choice individual market initiative would mean suspending
Medicare and the VA system within state borders. Clearly this is not likely to be
accepted in the foreseeable future in Congress or in any state.

But the objective of testing the more radical ideas favored by the left and the right
could in some instances be achieved by limiting the population involved and so reducing
disruption and political opposition. The critical thing is to have an initiative that is seen
by supporters as a true test of the idea, not necessarily a statewide initiative covering
everyone. So a state might design an initiative approximating a single-payer system
while exempting ERISA plans, perhaps with a proposal to make Medicaid or VA
coverage the only state-approved coverage for the non-ERISA population in some
counties. Or another state might propose federal-state vouchers for all the non-elderly
and non-ERISA population in a few counties or statewide in order to test the functional
equivalent of a refundable tax credit.
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Answers by Stuart Butler to questions on Senate Finance Committee Hearing “The
Future of Medicaid” on June 15

Senator Rockefeller

Question: Mr. Butler, do you believe there should be a federal floor on benefits and cost-
sharing requirements below which no state can deviate? If the federal government is
putting in a majority of the dollars, shouldn’t we have some federal minimum standards
for all Medicaid beneficiaries?

Answer: I agree that if the federal government is contributing the majority of federal
dollars to Medicaid then it is appropriate for there to be basic federal requirements on the
benefits package provided by Medicaid. The issue is what should be the form of that
federal requirement.

In my article with Henry Aaron of Brookings we made the argument that specifying even
a floor in much detail would frustrate the objective of innovation and make it harder for
states to tailor coverage to particular needs. We favored setting an actuarial value to the
package and allowing states wide latitude to vary benefits and cost sharing. On the other
hand, we argued that states should submit the benefits for federal approval in the context
of achieving a federal-state goal for coverage. So the state would have to demonstrate
that a particular benefits package and level of cost sharing was consistent with coverage
goals and protections for Medicaid recipients.

Senator Bingaman

Question: Senator DeWine and I have recently introduced legislation entitled “Ending the
Medicare Disability Waiting Period Act.” Currently, people who are severely disabled
and qualify for Social Security Disability Insurance, or SSI, must wait two years after
receiving their first disability check to receive Medicare coverage. An estimated 40
percent of those people stuck in the waiting period, who by definition are severely
disabled, receive Medicaid coverage at a cost of several billion dollars a year to the
Medicaid program until Medicare finally kicks in.

House Ways and Means Chairman Bill Thomas recently questioned this policy as well.
What do you all think about eliminating the two-year Medicare disability waiting period,
as it would save the Medicaid program billions of dollars while also improving care and
treatment for some of nation’s most vulnerable citizens?

Answer: I agree that the waiting period does create a burdensome process for disabled
individuals to qualify for Medicare, especially when the goal is to ensure those who
eventually qualify get the care they need. However, it is imperative that, alongside any
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reduction in or end to the waiting period, strict and enforceable rules are put in place to
deter unscrupulous individuals from misusing and defrauding the program.

Question: According to the HIV Medicine Association in Mississippi, the Mississippi
Medicaid program has implemented a “policy beginning July 1 that will limit prescription
drug coverage for adult Medicaid beneficiaries to just two brand-name drugs per month
with absolutely no exceptions.” If the standard of care for HIV disease calls for a
combination of at least three antiretroviral drugs to effectively suppress HIV, how does
this square with providing states with added flexibility?

Answer: The current Medicaid law allows the states great flexibility to make unilateral
decisions regarding the coverage for those deemed "optional" populations. In my view,
as noted in my written testimony, providing greater state flexibility should be within the
context of achieving agreed federal-state goals for coverage and for the protection of
specified groups. Within that framework states would be able to design benefit packages
that are tailored to individual needs, especially those with chronic conditions, and ensure
that those populations receive the care they need. But a proposed change would have to
be shown to be consistent with the agreed goals for the population. The standard of care
certainly would in most instances be the default presumption for coverage. But within a
limited budget, and competing needs of other populations, some adaptation of the
standard might have to be considered — again, assuming the adaptation was consistent
with the overall goals of coverage.
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Prepared Statement of Hon. John F. Kerry

Thank you, Chairman Grassley, for calling this important hearing and for allowing a
balanced panel of witnesses to come before us today. [ am anxious to dialogue with these
experts on ways for us to strengthen the Medicaid program.

Medicaid is the crown jewel of the safety net. It is the nation’s largest health care
program - providing health and long-term care services to 53 million low-income
pregnant women, children, individuals with disabilities, and seniors. Medicaid serves
those for whom, if the program did not exist, they would not receive care anywhere else.
It is called a safety net because it serves the poor and vulnerable and we have a special
obligation to strengthen and protect it.

Under the Bush economy, this program has grown more vital than ever. Medicaid costs
and enrollment figures have grown because the economy’s recession has created such a
demand for its services. People who once had jobs with health coverage are either losing
their jobs or losing their health benefits and Medicaid is the backstop to ensure that those
in greatest need are not simply added to our uninsured rolls - a figure that already stands
at 45 million Americans and is a mark of shame on this great nation. Health care should
be a right, not a privilege.

1t is inconceivable to me that the United States Congress continues to exercise budget
restraint not by saying no to large tax cuts for the wealthy, but by going after programs
like Medicaid to find budget savings. Trimming the fat from government programs is one
thing - but for a program already as lean as Medicaid, this results in scraping at the bones.
Real lives are harmed by the decisions we make.

We can sit here and have an intellectual discussion about how changing or “reforming”
the program can produce this or that amount of savings, but when it comes down to it, the
question we really must ask is who we are hurting by our decisions - because every dollar
taken out of this program, whether it be $10 billion or even a million, results in fewer
services for someone in need.

I was reminded in church by this Sunday’s readings the reasons why we have an
obligation to the vulnerable in society. In the 10th chapter of Matthew’s gospel we are
told, “Without cost you have received, without cost you are to give.” My priest cautioned
us that our talents, our wealth, our achievements are nothing we have earned - they are all
from God’s graces - and we should therefore freely give of those graces to others. But
when it comes to programs like Medicaid, we are very stingy givers.

I think we are missing the mark in our discussions today. While I do not disagree that
some of the suggested reforms should be considered and perhaps even implemented to
improve the workings of the program, the idea of making changes just to hit budget
savings targets is all wrong.
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I believe we should instead be having a discussion about the need to right-size the
federal-state partnership under Medicaid. The federal government should give more and
expect more.

We could cover every one of the nation’s 11 million uninsured children AND give states
needed fiscal relief if we got creative with our policies.

I have proposed legislation called, “KidsFirst,” which would federalize all Medicaid costs
for beneficiaries under age 21 that are below poverty. In exchange, states agree to expand
their health programs for children in higher income families and reduce the barriers to
enrollment that keep so many of our eligible children unenrolled.

The result? Universal coverage for children and additional resources for states to address
other health care needs. This compact would provide states with an estimated $6 billion
annually more than what they are required to spend in their expansion programs.

More than 700,000 Americans have signed a citizens’ petition in support of the KidsFirst
bill; another 20,000 phoned in and recorded their personal stories on why this legislation
is so crucial; and it has gained the endorsement of leading health and children’s
organizations that represent more than 20 million Americans nationwide.

If we cannot find the common ground for bipartisan agreement to cover all of our
children with good health care, we are really failing as a nation.

I'look forward to the day when we return to making decisions in this Capital that reflect
forward-thinking, progressive policies that improve the lives of millions of Americans.

Thank you again, Chairman Grassley, for gathering us here today for this discussion and [
welcome the opportunity to continue this dialogue after our witnesses give their
testimony.
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Chairman Grassley, Senator Baucus, and Members of the Committee, I thank you for the
opportunity to appear before you today to discuss the future of Medicaid. This debate is
timely, as both state and Federal officials are focused on Medicaid costs. My testimony,
after reviewing Medicaid’s goals, describes what factors drive Medicaid’s costs and what
to do about them. It also discusses the need for broader reform, since Medicaid’s
problems are the system’s problems. Addressing only Medicaid will not prevent a further
erosion in private coverage, and stabilizing private coverage will not reduce Medicaid’s
coverage and financing deficits. Finally, having this debate in the context of a restrictive
budget resolution, with politics pushing against policies such as lowering drugs prices,
could result in reduced coverage, not costs. This would not only weaken access to care
for vulnerable populations but could exacerbate the nation’s health financing crisis.

The ideas included in this testimony are drawn from two initiatives of the Center for
American Progress. First, on June 8, we released three papers on cost drivers in
Medicaid in an effort to inform the current discussion; ideas and direct passages from
those reports are included in this testimony.l Second, we proposed a plan to improve and
expand health coverage for all in the U.S., hoping to reignite the debate over systemic
reform.? The Center for American Progress is a nonpartisan research and educational
institute dedicated to promoting a strong, just and free America that ensures opportunity
for all. We aim to serve as a resource for policy makers on current topics, and welcome
additional requests for information. All opinions expressed in this testimony are my own.

Overview: Medicaid’s Mission

Today’s debate is primarily driven by concerns over cost, but it is useful to review the
program’s goals to put the policy options into context. The first sentence of Title XIX,
which governs Medicaid, essentially guarantees assistance to families, persons with
disabilities and seniors whose income and resources are insufficient to meet the costs of
necessary medical services.® Three often-overlooked points about this goal are:

= Medicaid is primarily focused on vulnerable populations; although states can use
options and the State Children’s Health Insurance Program to expand coverage to
low-income working populations, such expansions are not its primary purpose;

=  Medicaid is designed to remove financial barriers to care, which can take the form of
uncovered benefits or cost sharing that is prohibitively high; and

* Medicaid is a guarantee; because its costs follow need rather than a budget, Medicaid
spending unexpectedly dropped then increased in the last decade mirroring the
economic swings; Federal funding increased in New York after 9-11 to fund Disaster
Relief Medicaid; and its funding is shifting to rural areas where the aging of America
has begun.

Because of this mission, Medicaid faces challenges other than costs: millions of poor
people are either ineligible or not enrolled in the program; some who are enrolled
continue to have access problems due to low provider participation or limited benefits;
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and the quality of care could be improved, especially in long-term care.* Medicaid also
has strengths that often go unnoticed. It contributes to reduced racial disparities;
improved birth outcomes; higher educational attainment among children; and greater
independence among persons with disabilities.” Thus, Medicaid reform should aim to
improve quality, access, and innovation as well as program efficiency.

What’s Driving Medicaid Costs

While Medicaid costs can be assessed in a number of different ways, we at the Center for
American Progress chose to focus on four cost drivers. The first and second are the
service categories that rank the highest in their current and future potential cost growth:
prescription drugs and long-term care. Third, we worked backwards: identifying those
individuals responsible for most Medicaid spending to understand how and why they are
costly. Fourth, we examine the pressures put on Medicaid by a deteriorating coverage
system in the U.S. The facts plus possible policy options are described below.

Prescription Drugs

When compared to other health insurance programs, Medicaid has both low spending per
capita and low per-capita growth, especially when adjusted for the sickness of its
beneficiaries. A study that adjusted for the different health profiles of enrollees found
that Medicaid’s costs are lower than those of private insurers, making it the preferred way
to expand coverage to low-income populations.® A different study found that the annual
rate of growth per enrollee in Medicaid between 2000 and 2003 was 6.1 percent, lower
than the comparable Medicare spending growth per beneficiary and spending growth per
privately insured person.” Medicaid has higher managed care penetration than Medicare,
and lower administrative costs than private insurance programs.8

However, one service that continues to drive Medicaid costs is prescription drugs.
Medicaid expenditures on prescription drugs doubled between 1998 and 2002, increasing
from 8 to 11 percent of total Medicaid expenditures.” While Medicaid drug spending
growth is projected to decelerate to 7.1 percent in CY 2004 — largely due to state cost
containment efforts, it is still higher than other services’ growth. 0

The Federal government has been largely absent as states have implemented policies to
contain Medicaid drug costs. States and the Federal government jointly fund Medicaid,
and therefore rising Medicaid prescription drug costs also have adverse fiscal
consequences for the Federal budget. In recent years, the Centers for Medicare and
Medicaid Services (CMS) has taken some steps to support states with their pharmacy cost
containment activities. For example, CMS issued guidance to states supporting
supplemental rebate programs and identifying selected best practices.!! However, more
could be done at the Federal level to assist states and promote efficiencies across the
country. This background and most of the ideas below are directly drawn from a paper
by Kathleen Gifford and Sandy Kramer that includes additional options as well; since
passages from this paper are used, these authors should be cited as appropriate.'>
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Provide Information and Assistance to States in Setting Drug Reimbursement.
Federal policy could assist states in becoming more prudent purchasers at the retail
pharmacy level. States largely operate “in the dark” in setting drug cost reimbursement
without access to the actual drug acquisition costs paid by pharmacies. States typically
cover over 50,000 National Drug Codes — each with its own price that can change
unpredictably. It is therefore a challenge to find adequate current information to set drug
reimbursement rates at levels that fairly compensate pharmacies without overpaying
them. Recent reports by the Department of Health and Human Services (HHS) Office of
Inspector General (OIG) have highlighted the millions of dollars lost to states and the
Federal government each year due to Medicaid overpricing.”’ Below are two of several
options to provide states with better information to set retail pharmacy reimbursement
policies.

= Provide states with accurate and timely “Average Sales Prices” (ASPs) for
Medicaid covered drugs. The MMA required that, for drugs covered under
Medicare Part B," Medicare move to a reimbursement system based on ASP. “ASP”
is the weighted average of all non-Federal sales from manufacturers to wholesalers
(net of chargebacks, discounts, rebates, and other benefits tied to the purchase of the
drug product), and is based on quarterly pricing data supplied to CMS by drug
manufacturers. While some critics argue that the ASP does not accurately reflect a
retail pharmacy’s actual acquisition cost, the ASP is likely a better starting point for
estimating that cost than the “Average Wholesale Price” (AWP). Note: since ASP is
untested, there may be a better market-based measure of acquisition costs.

President Bush’s 2006 Federal budget proposal would require states to adopt an ASP
plus 6 percent payment methodology (consistent with Medicare Part B) and estimates
Federal savings of $542 million in 2006 and $5.4 billion over five years. Moving to
an ASP methodology in Medicaid, however, would be a significant and costly
undertaking that would be difficult for states to accomplish on their own. To enable
all states to benefit from this methodology, the Federal government, acting through
CMS, should handle the data collection and timely pricing of the over 50,000
National Drug Codes commonly covered by state Medicaid programs. This is an
expansion of its role since, currently, CMS collects manufacturer data on only 5,700
National Drug Codes to price 550 Part B drugs. States would also need CMS to
provide timely pricing information on new drugs entering the market and for
manufacturer price adjustments that occur from time to time (currently, CMS
provides only quarterly updates for Part B drugs subject to ASP pricing). Ultimately,
the benefit to states of moving to an ASP methodology would depend heavily upon
the effectiveness of CMS in calculating and reporting the ASP prices. Lastly, states
should retain flexibility on how to use ASP in their reimbursement; it may be that
ASP plus 6 percent results in overpayments, may not appropriately pay pharmacists,
and provides incentives to prescribe high-cost drugs.

= Change Federal law to allow the release of AMP information to the states. The
“Average Manufacturer Price” (AMP) data provided to CMS by drug manufacturers
to support the Medicaid Drug Rebate Program may be the most accurate drug pricing
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data currently available to CMS for non-Medicare Part B drugs. A limited disclosure
of these data to states could be required by Federal law to help states set drug cost
reimbursement at appropriate levels, as has been recommended by the 01G."”

Maximize Manufacturer Rebates. The methodology for the required rebate that drug
manufacturers must pay to participate in Medicaid has not been modified for over 12
years, despite rapid growth in costs. This has forced a growing number of states to seek
supplemental rebates, which can sometimes be difficult for a state to enact. The
following proposals describe Federal policy changes to the current rebate formula that
would increase rebate revenues.

=  Increase the minimum Federally-required rebate. Some states do not have the
size or circumstances to negotiate supplemental rebates. Moreover, when the new
Medicare prescription drug benefit is implemented in 2006, direct Medicaid drug
expenditures will be cut in half. The lost prescription volume will likely decrease the
market leverage that states have to negotiate supplemental rebates. An updated brand-
drug minimum rebate would help states compensate for the loss of market leverage
and ensure that all states, as well as the Federal government, pay a fair price for
prescription drugs covered by Medicaid. The National Governors Association, on a
bipartisan basis, supports increasing the rebate. '®

» Implement systematic oversight of self-reported manufacturer pricing data to
ensure the accuracy of Medicaid drug rebates. Currently, the calculation of
Medicaid drug rebates relies upon self-reported AMP and “best price” data supplied
to CMS by drug manufacturers. In recent years, a number of drug manufacturers
have agreed to pay millions of dollars in legal settlements to resolve allegations
involving the underpayment of Medicaid rebates arising from the failure to properly
report best price.'” A recent report from the Government Accountability Office
(GAO) also found that current rebate program oversight by CMS does not assure that
manufacturer-reported drug prices are consistent with applicable laws and program
policies.'® Consistent with GAO recommendations, CMS should implement a plan to
systematically scrutinize AMP and best price data reported by manufacturers to
enforce the accurate payment of Medicaid drug rebates to states.

Promote Evidence-Based Coverage for Drugs. In the long-run, research on what drugs
work better and/or cost less than other will be key to improving outcomes and efficiency.
After four years of widespread, continuous efforts to cut Medicaid drug spending growth,
a consortium of 15 organizations, including 13 states, has formed to create the Drug
Effectiveness Review Project (DERP) whose purpose is to carry out systematic reviews
of drug classes to inform state drug coverage decisions, usually in connection with a
state’s Medicaid preferred drug list (PDL). These systematic reviews, conducted by
Evidence-Based Practice Centers (mostly university-based), array, evaluate and
summarize the aggregate results of published and unpublished studies pertaining to the
drug class under review. By May 2005, the DERP had completed 18 reviews and states

were using its information as the primary or one of many sources in setting their PDLs."®
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Greater Federal leadership and funding for comparative effectiveness research.
Medicaid along with its beneficiaries would benefit from an expansion in the base of
evidence-based research. Information on comparative effectiveness will allow states
to define “smart” PDLs rather than rely too heavily on price considerations when
making PDL coverage policies. This could take the form of full funding of the
existing authority to fund such research. Section 1013 of the MMA requires the HHS
secretary to set priorities and target areas where evidence is needed to improve the
quality, effectiveness and efficiency of health care provided by Medicare, Medicaid,
and the State Children’s Health Insurance Program (SCHIP). While the MMA
authorized $50 million in FY 2004 to carry out Section 1013, only $15 million was
actually budgeted for this effort in 2005 and the President’s 2006 budget maintains
funding at the $15 million level. At a minimum, funding to carry out Section 1013
should be increased to the amount authorized by the MMA. However, the Center for
American Progress’s health plan calls for not only a substantial increase in the
Federal investment in this type of research but consideration of creating a quasi-
governmental agency to set the agenda, gather private as well as public resources, and
conduct research on a range of health services.

Address Costs and Transitions in the Medicare Drug Benefit. In the short run, the
issue most pressing for states regarding drug costs may be the implementation on the
Medicare drug benefit. On January 1, 2006, Medicare will assume primary coverage for
prescription drugs for Medicaid beneficiaries also eligible for Medicare (known as “dual
eligibles”). Why this may increase state Medicaid drug costs and options for preventing
this are described below.

Effective Medicare cost containment to reduce state Clawback payments. When
the Medicare prescription drug benefit takes effect in January 2006, state Medicaid
programs will no longer provide drug coverage for dual eligibles, but will continue to
help finance a substantial portion of the new Medicare drug coverage through the
“Clawback”, a type of maintenance of effort payment. The Clawback formula
includes future annual adjustments based upon per capita spending growth for the
Medicare drug benefit.?* Thus, states have a direct interest in how the Medicare drug
program is managed: higher per capita growth in Medicare drug spending means a
larger Clawback obligation for states.

Section 1860D-11(1) of the Social Security Act, as added by the MMA, bars the
secretary of HHS from interfering with the negotiations between drug manufacturers
and pharmacies and sponsors of prescription drug plans, or from requiring a particular
formulary or price structure for covered Part D drugs. The Congressional Budget
Office (CBO) has estimated that there would be negligible savings if this provision
was struck,”! but others disagree. They point to the substantial discounts obtained by
other countries who negotiate on behalf of their citizens and by the U.S. Veteran’s
Administration as compelling evidence of the savings potential for Medicare.”> Even
if HHS chose not to exercise its authority to negotiate for better prices (or exercised
its authority poorly), the repeal of Section 1860D-11(i) may, nevertheless, promote
better drug pricing for Medicare by changing the context in which drug pricing
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decisions are made — pharmaceutical manufacturers may be more likely to exercise
restraint in their pricing decisions to avoid provoking a response from HHS.

= Transition. On January 1, 2006, Medicare will become the primary payer for drug
coverage for dual eligibles, and Federal matching payments through Medicaid for
such individuals will end. This transition will involve: extensive education about the
change in the nature of the drug coverage; major data matching activity to ensure that
no beneficiary falls through the cracks in the transition; assistance for dual eligibles in
selecting a private insurance plan and recognizing that they will be default enrolled
into a plan if they do not actively select one; and, once enrolled, ensuring an
understanding of how a closed formulary works and how to access drugs not on that
formulary.” The experience of de-linking Medicaid from welfare resulted in
significant transition problems in some areas.”* Last week, concerns were raised by
reports of thousands of low-income seniors receiving empty envelopes rather than
information on the transition to the Medicare drug benefit.”> State Medicaid directors
themselves have raised major concerns over their ability to carry out this major
transition in such a short time window.?® Because there is no back-stop or
“emergency break” in case problems do occur, Congress should consider legislation
such as that proposed by Senator Rockefeller (S 566) and Representative Allen (HR
1144) to allow Federal Medicaid funds to continue during the transition.

Long-Term Care

As the nation ages, the growing need for long-term care will strain health and retirement
security as well as the Federal budget. A paper by Judy Feder outlines the problems and
potential options; since passages from this paper are used, her paper should be cited
appropriately.27 Today, 10 million people of all ages are estimated to need long-term
care. Among the roughly 8 million who are in community settings, 1 in 5 report getting
insufficient care. The cost of paid care exceeds most families’ ability to pay. In 2002,
the average annual cost of nursing home care exceeded $50,000, and of home care (four
hours per day) was estimated at $26,000. Clearly, the need for extensive, paid long-term
care constitutes a catastrophic expense. Intensive family care-giving also comes at
considerable cost—in employment, health status and quality of life—and may fail to
meet care needs. As such, the answer appears to be long-term care insurance.

However, a vigorous private long-term care insurance market has not emerged. Sales of
private long-term care insurance are growing (the number of policies ever sold more than
tripled over the 1990s); about 6 million people are estimated to currently hold any type of
private long-term care insurance. The demographic aging of America, especially of the
segment with significant resources, will create the potential for substantial expansion of
that market. But, private insurance for long-term care remain a limited means to
spreading long-term care risk. Private long-term care insurance: (1) is not affordable to
the substantial segment of older persons with low and modest incomes; (2) limits benefits
in dollar terms in order to keep premiums affordable, but therefore leaves policyholders
with insufficient protection when they most need care; and (3) lacks the premium
stability and protection to prevent lapses in coverage and loss of the investment.
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Public programs also fall far short of ensuring insurance protection. Medicare, which
provides health insurance to many who need long-term care, covers very little long-term
care {19% of total U.S. spending). Medicaid plays the primary role in financing the long-
term care. In 2002, Medicaid paid for close to half of long-term care expenditures;
despite the fact the vast majority of Medicaid beneficiaries are low-income adults and
children not needing such services, long-term care accounted for about a third of
Medicaid spending.”® But, unlike what we think of as “insurance,” Medicaid pays for
services only if and when there are no other options. Because the cost of long-term care
is so high relative to most people’s income and resources, there is ample opportunity to
“spend down” to eligibility—spending virtually all income and assets in order to qualify.
As Dr. Feder has put it, it is the “last remaining estate tax standing”. Yet, most nursing
home users who qualify for Medicaid have such limited resources that they satisfy
Medicaid’s income and asset eligibility requirements on admission. Only about 16
percent of elderly nursing home users begin their nursing home stays using their own
resources and then become eligible for Medicaid as their assets are exhausted.

Despite Medicaid’s essential role in financing long-term care, it has limitations. A large
share of Medicaid’s long-term care spending is for nursing home care, an important
service for some, but not the home care services preferred by people of all ages. In the
last decade, Medicaid home care spending has increased from 14 percent to 29 percent of
Medicaid’s total long-term care spending, but still is insufficient to meet the demand.
Further, most states have expanded home- and community-based care through programs
that “waive” some statutory Medicaid requirements, including the entitlement to service
for people who qualify due to need for care. The ability of states to limit, through
waivers, the number of people who can receive assistance leaves large numbers in need
of assistance without service. And, Medicaid’s protections vary considerably from state
to state. An analysis by the Urban Institute found that, among 13 states, long-term care
spending per aged, blind, or disabled enrollee was four times greater in the highest-cost
relative to the lowest-cost states.”’

A number of options exist to address long-term care problems generally and Medicaid
specifically. Most experts, including Dr. Feder, suggest that the nation adopt a long-term
care social insurance program, in which everybody contributes to financing the system
and resources are allocated based on need. Among developed nations, the number of
countries with universal public protection for long-term care (Germany, Japan and others)
is growing.*® Two options short of this include:

=  Medicare Long-Term Care Partnership Program.31 Four states currently operate
“Partnerships for Long-term Care” programs, which allow benefits paid by private
insurance to offset (or protect) assets for Medicaid users who purchase approved
long-term care insurance policies. These partnerships have been advocated as a
means to save Medicaid money by encouraging people to purchase private long-term
care insurance which could delay the need for Medicaid. Experience with these
policies in four states has produced only limited purchases, primarily among higher-
income people, and has affected too few people for too short a period to assess its
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impact on Medicaid spending.”? The Partnership Program has contributed to
improved standards for long-term care insurance policies and more Partnership
policies are being sold to more modest-income people as the standards that apply to
them are also applied to the broader market. However, if these policies simply
substitute for policies individuals would otherwise have purchased, they may increase
rather than decrease Medicaid expenditures.

A better option might be to create such a partnership with Medicare rather than
Medicaid. As a broadly-financed, social insurance program, Medicare may be the
better program on which to build a long-term care insurance system. The proposed
policy would give Medicare beneficiaries the option when they sign up for Medicare
or Social Security retirement benefits of receiving an income-related Medicare long-
term care catastrophic benefit if they simultaneously purchase a high-quality, private
long-term care insurance policy. The Medicare catastrophic benefit would be
available once private coverage is exhausted. This could be a new benefit, or
financed by substituting the new catastrophic protection for the existing Medicare
home health benefit, which would be covered by the private insurance policy. The
goal is to refocus Medicare’s limited long-term care investment to both encourage a
better relationship between private and public coverage and protect beneficiaries from
the catastrophic costs of chronic iliness. In so doing, private long-term care insurance
should become more affordable since Medicare would act as a reinsurer, limiting the
liability of private insurers — to a greater extent for lower-income people -- and
allowing them to offer better coverage (longer and higher quality) compared to
existing products.

= National, Federally-funded Medicaid home care benefit. Federalizing home care
for low-income people who need long-term care is a logical “next step” in long-term
care financing. Creating the opportunity for individuals to receive long-term services
and supports in the community—irrespective of where they live—would improve the
quality of life for beneficiaries and for their family caregivers, even if eligibility
levels remain relatively low. To achieve this goal, the Federal government could
fully fund a "community support services" benefit for all individuals with income
below a specified, nationwide eligibility level (similar to the fully-Federally funded
income floor provided by Supplemental Security Income). States that wanted to
expand enrollment above this level could do so. However, the new program would
create a nationwide safety net to ensure a minimum level of protection for people in
need.

High-Cost Cases

While policy makers have focused on the size and growth of Medicaid spending, few
have examined the beneficiaries who are responsible for most costs. Studies of high-cost
enrollees have been conducted for Medicare and private insurance spending. Recently,
CBO examined the role played by high-cost Medicare beneficiaries in Medicare
spending. It found that Medicare spending is highly concentrated, with the highest-cost
10 percent of Medicare beneficiaries accounting for 61.5 percent of all Medicare
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spending in 2001.** A similar study examined the distribution of spending among non-
elderly people with some private employer-sponsored insurance. It found that the top 10
percent of cases accounted for 63 percent of expenditures.’* In a paper by Andy
Schneider, Yvette Shenouda and me, we found even more concentrated spending in
Medicaid (passages from this paper are below).*® Specifically:

High-cost cases account for nearly three-fourths of Medicaid spending in the
community. Seventy-two percent of Medicaid spending was attributable to only 10
percent of Medicaid beneficiaries in the community. Medicaid spending is more
concentrated among its most expensive beneficiaries than is Medicare or employer-
sponsored health insurance spending. Medicaid spending on these individuals during
2002 equaled or exceeded $7,770. These high-cost beneficiaries are more likely than
other Medicaid beneficiaries to be women, poor, non-Hispanic white and rural residents.
Nearly one in three of the top 10 percent of high-cost Medicaid beneficiaries is also
eligible for Medicare as well (i.e., dual eligible).

Most Medicaid spending for high-cost beneficiaries in the community is for hospital
care and home health services. Nearly two-thirds of all the costs paid by Medicaid for
high-cost beneficiaries in the community were for hospital care (40 percent) and home
health (24 percent). Another 18 percent of spending for this population was on
prescription drugs. Over half (56 percent) of high-cost Medicaid beneficiaries were
hospitalized in the last year.

Chronic illnesses are common among high-cost beneficiaries in the community. A
large fraction of high-cost beneficiaries in the community have chronic health problems
that require medical management, including heart disease (28 percent), asthma (25
percent) and diabetes (19 percent).

Medicaid is a major payer for high-cost people in the U.S. Among all individuals in
the community, not just Medicaid beneficiaries, Medicaid pays for about one-fourth (24
percent) of the top 10 percent most costly individuals. To put this in perspective, this is
over 30 times more than the number of people served by medical high-risk pools
nationwide (181,441).*® These data understate Medicaid’s role in paying for high-cost
cases because they exclude nursing home residents and other institutionalized
beneficiaries, for whom Medicaid is the dominant payer.

Three policies could improve the quality of care, and possibly reduce the costs, for high-
cost cases in Medicaid.

=  Medical management. One policy option for Medicaid reform is better medical
management of high-cost cases. Analysts in Georgia®’ and Washington®® have
recommended that their state Medicaid programs focus case management on high-
cost Medicaid beneficiaries or on beneficiaries with conditions that are associated
high Medicaid expenses, such as asthma, diabetes, and heart failure. In a letter to
state Medicaid directors, CMS has clarified the circumstances under which Federal
matching funds are available for disease management.’ A number of states have
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implemented disease management programs that target high-cost Medicaid
beneficiaries, such as high-cost individuals with schizophrenia and other mental
health conditions.*® While it seems plausible that medical management of high-cost
Medicaid beneficiaries can reduce overall Medicaid expenditures, there is no good
evidence at this time on the magnitude of such savings.*' There is little doubt,
however, that medical management is far more likely to improve the quality of care
and health outcomes for high-cost Medicaid beneficiaries than raising cost-sharing or
reducing benefits.

= Electronic medical records: In the Center for American Progress’s health plan, we
call for greater Federal investment and leadership on implementing an electronic
infrastructure in the health system. The use of computerized prescriptions can halve
prescribing errors,” and computerized records can dramatically lower days spent in
intensive care.*’ It can also reduce total health care costs through administrative and
clinical efficiencies. Given its concentration of spending among a few, medically
complicated individuals, Medicaid could especially benefit from such information
technology. Demonstrations of reimbursement and programmatic changes
specifically designed to encourage the implementation of such technologies could be
financed through Medicaid. To encourage the development of the information
technology infrastructure, Medicaid could apply a 90 percent matching rate to such
investments which would contribute to the coordination of care for high-cost cases.

= Improved prevention. High-cost beneficiaries typically have multiple, chronic
conditions, some of which may be prevented. The Center’s health plan calls for a
national focus on wellness, carving it out of existing programs to centrally finance
while encouraging local delivery system innovation. Short of this, states could,
through demonstration waivers, develop such community-based prevention models to
improve rates of immunization and screening for diseases like diabetes and high-
blood pressure, for example. Medicaid might also benefit from aggressive efforts to
curb the rise in obesity, which one study suggests accounted for 27 percent of the all
U.S. inflation-adjusted, per-capita spending increase between 1987 and 2001.*
About 4 million children on Medicaid are obese; these children’s health could be
improved and Medicaid costs reduced by early interventions.*

Costs Driven by Deteriorating U.S. Coverage System

Lastly, one cost driver in Medicaid that we did not discuss in our recent Medicaid papers,
. but do so in our overall health plan, is the growing crisis in the U.S. health care system.
Since 2000, the number of uninsured rose by 5 million, to 45 million or nearly 16 percent
of all Americans.*® There are more uninsured Americans than the total population of
Canada or people living worldwide with AIDS.*’ The lack of coverage exacts a large
personal financial toll, running up debt and contributing to personal bankruptey.*® And, it
results in billions of dollars in uncompensated care costs that get placed on and passed
through the health system.*® Uninsurance is perhaps the most important, but not the only,
problem in the system. In 2004, the cost of employer-based health benefits increased at a
rate five times higher than that of wages; since 2000, the family share of such coverage
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increased by over 60 percent.>® This not only strains the middle class but affects
Medicaid. Since 2000, employers reduced health care coverage by 4.8 million people
and Medicaid enrollment increased by 5.8 million.”' Some of this rise in the uninsured
reflects a worsening economy, with higher unemployment and lower income. Indeed,
poverty rose for the third straight year in 2003, and median income has failed to rise.>* Tt
also reflects fewer small firms offering coverage, a decline in dependent coverage in
firms, and a rise in the uninsured even among large firms.® As such, Medicaid’s
problems are the “canary in the coalmine” for larger, systemic failures.

We at the Center for American Progress think that the answer is not Medicaid reform but
health system reform. We agree with the Institute of Medicine: we should commit to
covering all Americans by the year 2010.% Fixing only Medicaid will not prevent a
further erosion in private coverage, and vice versa: stabilizing private coverage will not
be sufficient to meet Medicaid’s coverage and financing deficits. And the vexing
problem of health costs in the U.S. can only be addressed by looking at the entire system.
To this end, our plan calls for expanding coverage to all, improving it for all through
better quality and efficiency, and paying for these investments, through a small, dedicated
value-added tax. The full plan is described elsewhere;™ its major coverage components
are described below.

= Simplify and increase Federal support for Medicaid. Under the proposal,
Medicaid would be simplified and strengthened to fulfill its role as a safety net for all
low-income people. The plan would extend Medicaid to cover all individuals below a
certain income level (e.g., 100 to 150 percent of the poverty level). As such, it would
end the complex and state-specific eligibility categories in favor of a simple means
test. In doing so, the would increase the share of program costs paid for by the
Federal government so that state costs of this Federal-state partnership program
would not increase. By financing this expansion through a broad-based tax, it would
spread the cost of this expansion across all states, not expecting poor states with large
uninsured problems to come up with new financing.

= Stabilize private group coverage. The plan would strengthen employer coverage
and would supplement it with a pool modeled on the Federal Employees Health
Benefit Plan. This new pool would be open to (1) anyone who lacks access to job-
based insurance — a problem for about 80 percent of all uninsured people;® (2) the 6
percent of non-elderly Americans who purchase coverage in the individual market
today;*’ and (3) all employers, irrespective of size. Reinsurance in the pool would be
used to prevent unexpectedly high premiums due to enrollment of high-cost
individuals. Beyond the pool, the Center’s plan would ensure that no individual pays
more than a certain percent of their income (e.g., 5 percent of income) on health
insurance premiums. This protection, administered as a refundable tax credit, would
apply to employer-based health insurance as well. Since employer contributions
would continue to be excluded from employees’ taxable income, irrespective of
where they purchase coverage, employers’ voluntary contributions toward the cost of
health benefits likely would not change substantially. Taken together, these policies
would reinforce and expand private, group insurance.
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Concerns about the Upcoming Debate

As important as it is to engage in a discussion of ideas around Medicaid, it is equally
important to recognize the context for the debate. The budgetary and political
environment may take good ideas off the table and steer toward others that could weaken
rather than strengthen this vital program. Four such concerns are outlined below.

Constraints of Budget Resolution

While this hearing has focused on the rich array of Medicaid reform options, this
Congress is focused on deficit reduction. Rather than raising revenue to finance an
improved and expanded health system, the resolution calls for reducing revenue and
cutting Medicaid. Indeed, it can be argued that the $10 billion, five-year Medicaid cut is
not balancing the budget but, instead, partially financing the resolution’s $70 billion tax
cut which will likely disproportionately benefit the wealthiest Americans.*® The
constraints of the resolution also probably mean that any policies that increase Medicaid
spending must be offset through Medicaid cuts. This could force a morally troubling use
of “savings” from policies like higher cost sharing for poor children, parents, and persons
with disabilities to finance expansions to higher-income populations. As such, the fact
that Medicaid reform is being considered in the context of the budget resolution does not
just restrict but could distort policy options.

The Governors’ proposal, recognizing this context, suggests that some of the likely tax
cuts be directed toward health and long-term care insurance, to alleviate the pressure on
Medicaid. But, the reverse could happen. The President’s tax credit for insurance in the
individual market will not be a substitute for many, if not most, Medicaid beneficiaries.
The $1,000 for individuals will be insufficient for policies that typically cost much more
than that, and individuals with health problems are unlikely to find an affordable policy if
they are offered any policy at all.>> Thus, states will be left with that small set of high-
cost cases regardless. Moreover, a number of economists suggest that this specific tax
credit could cause a drop in employer coverage and shift toward the individual market
and, inadvertently, Medicaid, thus increasing its costs.%’ Lastly, in both the health and
long-term care policies, most of the tax subsidies would go to people who already have
insurance. In particular, the $25 billion over 10 years spent on the long-term care
insurance tax deduction would primarily go to high-income people who would likely
never qualify for Medicaid anyway. These precious taxpayer dollars could — and should
— be better spent.

Policy versus Politics

As a former budget official, I believe that an efficient Medicaid is a strong Medicaid, and
support policies that target and reduce any excess spending. That said, experience
suggests that finding such policies and steering them through the political process is
easier said than done. Failure to find an acceptable Medicaid offset that is one-fifth the
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size of the cuts called for by Congress has blocked the bipartisan Family Opportunity Act
for five years.®! And, while Congress supported a new, controversial commission to find
$10 billion in Medicaid cuts, it rejected its existing bipartisan Medicare commission’s
call for $20 billion-plus in savings from overpayments to managed care plans.®
Arguably, this reflects the power of politics to shape the options under consideration.
These same forces will likely exert themselves against some of the policies to reduce
Medicaid costs. Pharmacists oppose the pharmacy reimbursement cuts; AARP oppose
tightening asset transfer policies; and surely the drug industry would oppose some of the
policies regarding the drug rebate I raised in this testimony. This could lead to few
options except for coverage reductions to achieve the $10 billion in savings.
Alternatively, it could revive the idea of making difficult spending reductions behind the
veil of caps in Federal funding. Two years ago, the President proposed granting the types
of flexibility the Governors now request in return for an upper limit on spending for some
or all Medicaid services. Such caps could leave states as well as beneficiaries with
inadequate assistance and unmet needs.*

Erosion of Access

Independent of the budget cuts called for by Congress, the Governors propose increasing
cost sharing and reducing benefits for people currently eligible for Medicaid. This may
produce some budget savings but at a cost - in economic and human terms — that may be
too high. Myriad studies have shown that, for people with very limited income, any cost
sharing can deter use of care — whether it is necessary or not. If needed care is deferred,
it could result in preventable hospitalization that increase the overall costs of the system,
through uncompensated care, if not Medicaid costs directly.64 It also contributes to the
challenges that poor people have in escaping poverty. The Institute of Medicine
documented the productivity loss due to lack of coverage;” cost sharing that prevents
timely use of care will similarly lock people in the bottom wrung of the economic ladder.
It also could exact a human toll: the Congressional Budget Office warned, after
reviewing the evidence, that “poorer individuals facing higher copayments displayed
worse health on some measures.”®®

The Governors also calls for flexibility to design specific benefits packages for different
populations. This policy was not included in the CBO options for deficit reduction,
probably because it is hard to design a policy in this regard that saves money. If an
individual does not need a service, Medicaid does not pay for it. Those who do need a
range of benefits are the 10 percent of beneficiaries who account for nearly three-fourths
of Medicaid spending. Cutting benefits for these people is “penny wise but pound
foolish,” probably resulting in higher hospitalization and nursing home costs. Yet,
exempting them means that very little savings will result. Moreover, the idea raises a
question about whether variation is always desired; should a child with cystic fibrosis get
a different set of services depending on where she lives; what are the different benefit
needs of a poor senior in Maine versus Florida?

There is a role for cost sharing and benefit flexibility for certain populations in Medicaid.
Low-income workers covered through expansions may be able to afford premiums and
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cost sharing. Because it targets only children above poverty, such flexibility — within
limits — is allowed in SCHIP. However, these expansion groups are very different than
those at the core of Medicaid’s mission: poor, disabled veterans, seniors who live on
extremely limited Social Security benefits, families whose income is less than 60 percent
of the poverty threshold, the median upper income level for families in Medicaid today.
Some state officials recognize this; the National Academy of State Health Policy working
group on Medicaid reform did not recommend reduced coverage for people below
poverty.®” This is because, in truth, there is no such thing as partial access — you have it
or you don’t, and if Medicaid beneficiaries don’t, then the program has failed in its
mission.

Reduced Accountability

My last concern about the options under consideration is that the legal underpinnings of
Medicaid may be weakened. The Governors’ proposal calls for automatic and fast-track
Section 1115 waiver approval. Such waivers, while intended to test models for
improving Medicaid’s achievement of its goals, have frequently been used to circumvent
key elements of Medicaid law, according to the Government Accountability Office.®® In
2001, about 20 percent of all Medicaid spending was governed by waiver terms and
conditions at the discretion of the Secretary of Health and Human Services — more than
the entire budgets of the Departments of Agriculture and Veterans Affairs.® Putting
1115 waivers on “autopilot” would weaken the role of Congress as a partner in this
important program. Another policy in the Governors’ proposal that could have even
more far-reaching effects is the proposed limitations on judicial consent decrees and other
court orders. This proposal could make it difficult for individuals, providers, and even
Federal authorities to seek enforcement of Medicaid law. This would be a dangerous
precedent to set for Medicaid, as well as and other state-Federal partnership programs.

In closing, it is appropriate that Congress is examining Medicaid’s progress, prospects
and problems in 2005, the year of its 40" birthday. Improvements can and should be
made in its provision of high-quality, accessible care to all vulnerable people. In terms of
its cost drivers, a number of policy options exist to reduce prescription drug spending,
address the gaps in the long-term care system, and manage care for high-cost cases.
While these policies could help in the short-run, Medicaid’s problems are the system’s
problems, and broader reform is needed. In the meantime, caution must be taken given
the context for the discussion — a restrictive budget resolution — and the pressure that may
come to take the path of least resistance and reduce coverage — and access — for the
lowest income and sickest in our nation.

Notes

! For a description of the event and access to the reports, see
http://www.americanprogress.org/site/apps/nl/content3.asp?c=biJRISOVF&b=593305&ct=927753

’Fora description of the initiative, see
http://www.americanprogress.org/site/pp.asp?c=biJRISOVF &b=477169

* Section 1901. /42 U.S.C. 1396] “For the purpose of enabling each State, as far as practicable under the
conditions in such State, to furnish (1) medical assistance on behalf of families with dependent children and
of aged, blind, or disabled individuals, whose income and resources are insufficient to meet the costs of



87

necessary medical services, and (2) rehabilitation and other services to help such families and individuals
attain or retain capability for independence or self-care, there is hereby authorized to be appropriated for
each fiscal year a sum sufficient to carry out the purposes of this title.”

* A. Davidoff, A. Yemane and E. Adams, Health Coverage for Low-Income Adults: Eligibility and
Enrollment in State Programs, 2002. Washington, D.C.: Kaiser Commission on Medicaid and the
Uninsured, February 2005; S. Zuckerman et al., “Changes in Medicaid Physician Fees, 1998-2003,” Health
Affairs Web Exclusive, June 23, 2004; D. Grabowski, J.J. Angelelli, and V. Mor, "Medicaid payment and
risk-adjusted nursing home quality measures," Health Affairs 23(5): 243-52, September 2004.

M. Lillie-Blanton and C. Hoffman, “The Role of Health Insurance Coverage in Reducing Racial
Disparities in Health Care,” Health Affairs 24(2): 398-408, March-April 2005; L. Dubay et al., “Changes in
Prenatal Care Timing and Low Birth Weight by Race and Socioeconomic Status: Implications for the
Medicaid Expansions for Pregnant Women,” Health Services Research, June 2001; Institute of Medicine,
Hidden Costs, Value Lost: Uninsurance in American. Washington, D.C.: National Academy of Sciences,
June 2003; J. Crowley and R. Elias, Medicaid’s Role for People with Disabilities. Washington, D.C.:
Kaiser Commission on Medicaid and the Uninsured, August 2003.

¢ J. Hadley and J. Holahan, “Is Health Care Spending Higher Under Medicaid or Private Insurance?”
Inquiry 40(4): 323-342, 2003; Policy Brief, Medicaid: A Lower-Cost Approach to Serving a High-Cost
Population, Washington, D.C.: Kaiser Commission on Medicaid and the Uninsured, March 2004.

7). Holahan and A. Ghosh, “Understanding the Recent Growth in Medicaid Spending,” Health Affairs W5
52-62, January 26, 2005.

% See Centers for Medicare and Medicaid Services “Managed Care Trends”
http.//www.cms.hhs.gov/medicaid/managedcare/trends03.pdf; and

hitp:/www.cms.hhs. govimedicaid/managedcare/trends03 .pdf;, administrative costs discussed in Hadley and
Holahan, op. cit..

° B. Bruen and A.Ghosh, Medicaid Prescription Drug Spending and Use. Washington, D.C.: Kaiser
Commission on Medicaid and the Uninsured, June 2004.

105, Heffler, et al., “U.S. Health Spending Projections for 2004 — 2014, ” Health Affairs Web Exclusive,
February 23, 2005.

! Dear State Medicaid Director letter dated September 18, 2002 accessed at

http://'www.cms.hhs. gov/states/letters/smd9 1802 pdf.; Safe and Effective Approaches to Lowering State
Prescription Drug Costs: Best Practices Among State Medicaid Drug Programs (9/9/04).

"2 K.D. Gifford and S. Kramer, Federal Policy Options to Contain Medicaid Drug Costs. Washington,
D.C.: The Center for American Progress, June 2005.

3 Department of Health and Human Services, Office of Inspector General, Variation in State Medicaid
Drug Prices, OE1-05-02-00681, September 2004; see also, testimony presented at hearing on Medicaid
Prescription Drug Reimbursement: Why the Government Pays Too Much before the Subcommittee on
Oversight and Investigations, Energy and Commerce Committee, U.S. House of Representatives,
December 7, 2004,

' Part B drugs include drugs furnished incident to a physician’s service, durable medical equipment drugs,
and other drugs covered by statute, such as oral immunosuppressive, cancer, and antinausea drugs.

'* Department of Health and Human Services, Office of Inspector General, 2004, op. cit.

16 National Governors Association, 2004. EC-3. Medicaid Drug Rebate Program.
hitp://www.nga.org/nga/legislativeUpdate/1,1169,C_POLICY_POSITION"D_3716,00.html

'7 J R. Wilke, “Cases, Fines Sour in Fraud Probes of Drug Pricing,” Wall Street Journal, Al, June 7, 2005,
'8 U.S. Government Accountability Office, “Medicaid Drug Rebate Program: Inadequate Oversight Raises
Concerns about Rebates Paid to States,” February 2005, GAO-05-102.

'Y R. Padrez, J. Blum and D. Mendelson, Use of Oregon’s Evidence-Based Reviews for Medicaid Pharmacy
Policies: Experiences in Four States. Washington, D.C.: Kaiser Commission on Medicaid and the
Uninsured, May 2005.

2 Pub. L. 108-173, for a description, see A. Schneider, The “Clawback”: State Financing of the Medicare
Drug Benefit. Washington, D.C.: Kaiser Commission on Medicaid and the Uninsured, June 2004.

2 CBO Letter dated January 23, 2004 to the Honorable William H. Frist, M.D. accessed at
http://www.cbo.gov/showdoc.cfm?index=498 6 & sequence=0.

2 . Anderson et al., “Marketwatch: Doughnut Holes and Price Controls,” Health Affairs Web Exclusive,
W4-396-404, July 21, 2004,




88

B R. Jensen, The New Medicare Prescription Drug Law: Issues for Enrolling Dual Eligibles into Drug
Plans. Washington, D.C.: Kaiser Commission on Medicaid and the Uninsured, January 2005.

2 U.S. General Accounting Office, Medicaid After Welfare Reform. Washington, D.C.: GAO HEHS-99-
163, September 1999,

% J. Rovner, “Snag in Mailing of Medicare Drug Notices,” National Public Radio, June 7, 2005.

V. Smith, K. Gifford, and S. Kramer, Implications of the Medicare Modernization Act for States:
Observations from a Focus Group Discussion with States. Washington, D.C.: The Kaiser Commission on
Medicaid and the Uninsured, January 2005.

77 3. Feder, Long-Term Care and Medicaid: The Critical Role of Public Financing. Washington, D.C.: The
Center for American Progress, June, 2005.

* E. O’Brien and R. Elias, Medicaid and Long-Term Care. Washington, D.C.: Kaiser Commission on
Medicaid and the Uninsured, 2004.

# J. Holahan, “Variation in Health Insurance Coverage and Medical Expenditures: How Much Is Too
Much?” Chapter 6 in J. Holahan, A. Weil, and J.M. Wiener, Federalism and Health Policy. Washington,
D.C.: The Urban Institute Press, 2003.

3 M, Huber and P. Hennessy, OECD, Directorate for Employment, Labour and Social Affairs, “Financing
Long-term Care: International Comparisons,” presented at Academy Health 2004 Research Meeting, San
Diego, CA.

*! Note: this idea is developed in a draft paper by A. Tumlinson and J, Lambrew, “Linking Medicare and
Private Insurance for Long-Term Care,” submitted to the Robert Wood Johnson Long-Term Care Financine
Project, September 2003; it is not part of Dr. Feder’s paper or recommendations.

* A. Ahlstrom, E. Clements, A, Tumlinson and J. Lambrew, The Long-Term Care Partnership Program:
Issues and Options. Washington, D.C.: Pew Charitable Trusts’ Retirement Security Project, George
‘Washington University and The Brookings Institution, December 2004.

# Congressional Budget Office, High-Cost Medicare Beneficiaries. Washington, D.C.: CBO, May 2005.
* L. Blumberg and J. Holahan, “Government a Reinsurer: Potential Impacts on Public and Private
Spending”, Inquiry, Summer 2004.

% A. Schneider, J. Lambrew and Y. Shenouda, Medicaid Cost Containment: The Reality of High-Cost
Cases. Washington, D.C.: The Center for American Progress, June 2005.

% Council on Affordable Health Insurance. High Risk Health Insurance Plans: Past, Present and Future,
November 2004.

7 K. Minyard and K. Gardner, ... 1% of Medicaid Members Generate 23% of Expenditures...” An
Argument for Case Management, Georgia Health Policy Center, October 2003.

%S, Lerch and J. Mayfield, High-Cost Medicaid Clients. Washington State Institute for Public Policy,
December 2000.

* Letter from D. Smith, Center for Medicaid and State Operations to State Medicaid Directors, SMDL #04-
002, February 25, 2004,

*S. Gelber and R.H. Dougherty, Disease Management for Chronic Behavioral Health and Substance Use
Disorders. Princeton, NJ: Center of Health Care Strategies, Inc., February 2005.

! A CBO review of published studies concluded that, with respect to disease management programs for
congestive heart failure, coronary artery disease, and diabetes mellitus, “there is insufficient evidence to
conclude that disease management programs can generally reduce the overall cost of health services.”
Congressional Budget Office, 4n Analysis of the Literature on Disease Management Programs, October
13, 2004.

“ D.W. Bates et al., “Effect of Computerized Physician Order Entry and a Team Intervention on Prevention
of Serious Medication Errors.” Journal of the American Medical Association 280(15): 1311-16, 1998.
 W.E. Hammond, Electronic Medical Records: Getting It Right and Going to Scale, January 2004,
www.cmwf.org/publications/publications_show.htm?doc_id=221459 (31 January 2005).

* K. Thorpe et al., “Trends: The Impact of Obesity on Rising Medical Spending,” Health Affairs Web
Exclusive, W4-480-86, October 20, 2004.

* J. Rosenthal and D. Change, State Approaches to Childhood Obesity: A Snapshot of Promising Practices
and Lessons Learned. Portland, ME: National Academy for State Health Policy, April 2004,

“J. Holahan and A. Ghosh, The Economic Downturn and Changes in Health Insurance Coverage, 2000-
2003, Washington, D.C.: Kaiser Commission on Medicaid and the Uninsured, September 2004..



89

#7J. Lambrew, “Uninsured Americans: 45 Million Uninsured Americans.” Washington, D.C.: The Center
for American Progress, August 26, 2004.

* D.U. Himmelstein et al., “Marketwatch: Iliness and Injury as Contributors to Bankruptey,” Health Affairs
Web Exclusive, W5-63-73, February 2, 2005.

* 3. Hadley and J. Holahan, The Cost of Care for the Uninsured: What Do We Spend, Who Pays, and What
Would Full Coverage Add to Medical Spending? Washington, D.C.: Kaiser Commission on Medicaid and
the Uninsured , May 10, 2004.

* Henry J. Kaiser Family Foundation and Health Research and Educational Trust, Employer Health
Benefits, 2004 Annual Survey. Washington, D.C.: Kaiser Family Foundation, September 2004,

%! Holahan and Ghosh, 2004, op. cit.

2.8, Census Bureau, Income, Poverty, and Health Insurance Coverage in the United States, 2003.
Washington, D.C.: U.S. Government Printing Office, 2004.

53 Kaiser HRET, 2004, op. cit.; S. Glied, JM. Lambrew, and S. Little, The Growing Share of Uninsured
Workers Employed by Large Firms. New York: The Commonwealth Fund, October 2003.

** Institute of Medicine, Insuring America’s Health: Principles and Recommendations. Washington, D.C.:
National Academy of Sciences, January 2004.

55 J.M. Lambrew, J. Podesta , and T. Shaw, “Forging Change in Challenging Times: A Plan for Extending
and Improving Health Care,” Health Affairs W5-119-132, March 23, 2005.

% B. Garrett, Employer-Sponsoved Health Insurance Coverage: Sponsorship, Eligibility and Participation
Patterns in 2001, Washington, D.C.: The Urban Institute, July 2004.

3" Holahan and Ghosh, 2004, op. cit.

*8 J. Horney, Assessing the Conference Agreement on the Budget Resolution. Washington, D.C.: Center on
Budget and Policy Priorities, May 6, 2005..

9 J. Gabel et al., Are Tax Credits dlone the Solution to Affordable Health Insurance? Comparing
Individual and Group Insurance Costs in 17 U.S. Markets. New York: The Commonwealth Fund, May
2002; 1.D. Reschovsky and J. Hoadley, “The Effect of Tax Credits for Nongroup Insurance on Health
Spending by the Uninsured,” Health Affairs Web Exclusive, February 25, 2004.

8 J. Gruber, Cost and Coverage Implications of the President’s Health Insurance Tax Credit and Tax
Deduction Proposals. Washington, D.C.: Kaiser Commission on Medicaid and the Uninsured, March 2004;
J. Sheils, Bush and Kerry Heath Care Proposals. Cost and Coverage Compared. Washington, D.C.: The
Lewin Group, September 21, 2004,

6! 3. 622, the Family Opportunity Act, as scored by the Congressional Budget Office on September 10,
2003.

8 Daily Health Policy Report, “MedPAC Agrees To Draft Recommendations, Including Elimination of
$10B Fund for Medicare PPOs,” Kaisernetwork.org, April 22, 2005.

% J. Holahan and A. Weil, Block Grants Are the Wrong Prescription for Medicaid. Washington, D.C.: The
Urban Institute Health Policy Online, 2003; C. Mann, M. Nathanson and E. Park, Administration’s
Medicaid Proposal Would Shift Fiscal Risk to States. Washington, D.C.: Georgetown University Institute
for Health Policy Research and Center for Budget and Policy Priorities, 2003; J.M. Lambrew, “Making
Medicaid a Block Grant Program: An Analysis of the Implications of Past Proposals” Milbank Quarterly
83(1): 41-63, March 2005.

o4 Newhouse, Free For All? Lessons from the Rand Health Insurance Experiment, Cambridge: Harvard
University Press, 1996. See also S. Artiga and M. O’Malley, Increasing Premiums and Cost Sharing in
Medicaid and SCHIP: Recent State Experiences Washington, D.C.: Kaiser Commission on Medicaid and
the Uninsured, May 2005 and Ku, The Effects of Increasing Cost-Sharing in Medicaid: 4 Summary of
Research Findings. Washington, D.C.: Center on Budget and Policy Priorities, May 31, 2005.

% Institute of Medicine, 2003, op. cit.

66 Congressional Budget Office, Budget Options, Washington, DC: CBO, February 2005.

" National Academy for State Health Policy, Making Medicaid Work for the 21* Century, January 2005.
 U.S. General Accounting Office, Medicaid and SCHIP: Recent HHS Approvals of Demonstration Waiver
Projects Raise Concerns. Washington, D.C.: GAO-02-817, June 2002.

% Kaiser Commission on Medicaid and the Uninsured, Section 1115 Waivers in Medicaid and the State
Children’s Health Insurance Program: An Overview. Washington, D.C., July 20, 2001.



90

Responses to Questions from the Senate Committee on Finance’s Hearing:
“The Future of Medicaid: Strategies for Strengthening Americans’ Vital Safety Net”

Jeanne Lambrew, July 10, 2005

Senator Baucus

1. Based on your research, how would you propose to create savings while improving
quality and protecting access to care? What information is available about the experience
with innovative state programs to support moving in this direction?

My research has not focused on quality improvement, but a number of studies have looked
at state policies in this regard; some are referenced in the footnote.'

2. Which options should we consider to improve access to quality long-term care services
for all Americans? Any reaction fo the governors’ proposals in this area?

Numerous studies have documented concerns about the quality of care in our nation’s
nursing homes, which are predominantly financed by Medicaid. One of the major
recommendations to improve such quality — increasing the ratio of nurses to patients — has
not been systematicallgf implemented. In addition, existing rules are not effectively and
aggressively enforced.” Moreover, as more care has moved from institutions to homes and
communities, new methods to monitor and ensure quality are needed. The report from the
National Governors Association entitled, “Medicaid Reform: A Preliminary Report,” is
silent on the topic of long-term care quality. That said, the discussion of Medicaid reform
should include policies such as strengthening enforcement tools and a creating a pathway
toward higher nurse ratios to improve the quality of care for those covered by Medicaid
today.

Senator Rockefeller

1. Can you talk about why this [applying CHIP rules to Medicaid] is not a one-to-one
comparison, since Medicaid families, by definition, have lower incomes than CHIP families
and tend to be sicker? I am specifically interested in your thoughts on applying a 5 percent
or 7.5 percent of income limit on cost sharing. Wouldn’t this be much more burdensome
for Medicaid families since they are sicker and much meore likely to meet the cap?

! K. Ladenheim et al. (October 2000, State Purchasing for Health Care Quality, National Conference of State
Legistures, http://www.ncsl.org/programs/health/forum/quality/Quality htm; J. Verdier et al. (July 2004). Quality-
Related Provider and Member Incentives in Improving the Performance of Medicaid Managed Care, Center for
Health Care Strategy; S. Comden, J. Rosenthal. (2002). Statewide Patient Safety Coalitions: A Status Report,
NASPH.

2 B. Wright. (May 2005). Enforcement of Quality Standards in Nursing Homes, AARP Public Policy Institute,
http://www.aarp.org/research/longtermcare/quality/fs83r_homes.html.
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There are major differences between the populations served by Medicaid and the State
Children’s Health Insurance Program (SCHIP). Families eligible for SCHIP, while still
low-income, have some attachment to the workforce and can afford some, limited cost
sharing. In contrast, the median upper limit for Medicaid eligibility for parent is 70
percent of the poverty threshold, with some states covering parents only to 13 percent of
the poverty level. Research suggests that cost sharing does not affect all pog)ulations
equally; even small copayments can deter needed as well as unneeded care.” As such,
allowing cost sharing into Medicaid for poor people could render them effectively
uninsured, undermining the goal of the program, to improve access to care.

As to the limit on cost sharing as a percent of income, the proposed thresholds are
relatively high. A recent study found that privately insured adults with incomes over 200
percent of poverty spend only 0.7 percent of their income on out-of-pocket spf:nding.4 The
governors are seeking to allow cost sharing at over 10 times this percent for SCHIP.
Moreover, on a service-by-service basis, cost sharing could be prohibitive even with the
annual cap. For example, a family earning $1,000 per month could pay up to $600 per year
under the 5 percent limit for Medicaid cost sharing. This could mean $50 copayments for
brand-name drugs, a $100 copayment for a specialty visit, and a $250 hospital deductible —
amounts potentially too high to be paid and thus resulting in unmet need. If needed care is
deferred, it could result in preventable hospitalization that increase the overall costs of the
system through uncompensated care, if not Medicaid costs directly.

Senator Bingaman

1. What do you think about eliminating the two-year Medicare disability waiting period,
as it would save the Medicaid program billions of dollars while also improving care and
treatment for some of the nation’s most vulnerable citizens?

There is solid evidence suggesting that this proposal will save states money by offsetting
Medicaid costs. It will also help rationalize the health care system since these individuals
will eventually be insured by Medicare.

2. According to the HIV Medicine Association in Mississippi, the Mississippi Medicaid
program has implemented a “policy beginning July 1 that will limit prescription drug
coverage for adult Medicaid beneficiaries to just two brand-name drugs per month with
absolutely no exceptions.” If the standard of care for HIV disease calls for a combination
of at least three antiretroviral drugs to effectively suppress HIV, how does this square with
providing states with added flexibility?

3 Newhouse, Free For All? Lessons from the Rand Health Insurance Experiment, Cambridge: Harvard University
Press, 1996. See also S. Artiga and M. O'Malley, Increasing Premiums and Cost Sharing in Medicaid and SCHIP:
Recent State Experiences Washington, D.C.: Kaiser Commission on Medicaid and the Uninsured, May 2005 and
Ku, The Effects of Increasing Cost-Sharing in Medicaid: A Summary of Research Findings. Washington, D.C.:
Center on Budget and Policy Priorities, May 31, 2005.

“Ku, op. cit.
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By definition, a standard of care means that there is an evidence-based, medically-sound
regimen of care that should be followed in most circumstances. One could argue that
Medicaid should be less flexible rather than more flexible in areas where there are proven
standards of care, ensuring that recommended care is covered rather than letting state
officials make such decisions.

3. If you look at just state-funding budgets by program area, elementary and secondary
education is actually 26 percent compared to 13 percent for Medicaid. Is that a better way
to look at state spending?

When comparing Medicaid spending to other items in state budgets, the state share of
program costs should be used to ensure an accurate comparison. According to the
Congressional Research Service study, states continue to spend more on education than
Medicaid. If, however, one is interested in looking at the entire Medicaid program cost (for
example, when comparing total Medicaid to Medicare costs), then the combination of the
Federal and state share should be used.

4. Do you believe there should be federal floor on benefits and cost-sharing requirements
below which no state can deviate? If the federal government is putting in a majority of the
dollars, shouldn’t we have some federal minimum standards for all Medicaid beneficiaries?

My personal belief is that states should have flexibility in delivering care, managing long-
term care, and testing innovations to improve quality and efficiency. I also think that
states should determine how best to insure individuals caught in the nexus between public
and private coverage (e.g., people with income between 150 and 250 percent of the poverty
threshold). That said, the only way for Medicaid to fulfill its promise as a safety net is by
ensuring access to care for all poor and disabled people, no matter where they live.
Because creating national benefit and eligibility minimums will raise costs, the Federal
government should finance such an expansion. This idea is included in the comprehensive
reform proposal of the Center for American Progrc:ss.5

3 J.M. Lambrew, J. Podesta , and T. Shaw, “Forging Change in Challenging Times: A Plan for Extending and
Improving Health Care,” Health Affairs W5-119-132, March 23, 2005.
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STATEMENT OF SENATOR GORDON H. SMITH
Finance Committee Hearing on Medicaid
June 15, 2005

Mr. Chairman, thank you for holding this hearing to continue the
discussions related to Medicaid and how to make it a better
program.

Medicaid is a vital safety-net for 54 million elderly, disabled,
chronically ill and poor Americans who rely on it for their health
care. As we consider proposals intended to respond to the
budget reconciliation instruction and deliberate ways to improve
the overall Medicaid program, we must proceed with caution
and extreme sensitivity.

It is my experience as both the President of the Oregon State
Senate and a member of the United States Senate, that much
good can be accomplished when we work together and remain
focused on the people this program helps. Unfortunately,
because of its complexity and the severity of many
beneficiaries’ health status, much damage can also be done if
Medicaid is not approached the right way.

That is why I look forward to hearing from our witnesses today,
especially NGA Chair Governor Mark Warner and Vice Chair
Governor Mike Huckabee, about their proposals for improving
Medicaid and finding ways to make it more efficient.
Governors certainly know first-hand the importance of this
program to their state and struggle every day to make sure their
budget is balanced.
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However, we also must take steps to include other key
stakeholders such as state legislators who prepare the budget,
advocates and beneficiaries and providers. All voices must be
heard because all have an important and unique perspective to
bring to the table.

For instance, the experiences of states like Oregon can illustrate
both the good that can be done and also the damage. I was
honored to be a part of creating the Oregon Health Plan. I
believe it is a shining example of the ingenuity states have in
making this program more efficient, higher quality and more
responsive. But Oregon also is an example of what can go
wrong when bad policy is put in place to save a couple of
dollars.

In 2003, the state made significant changes to its program. It
raised premiums and copayments, it eliminated benefits such as
outpatient mental health and chemical dependence services and
the prescription drug benefit for many optional beneficiaries.
The result:

o 50,000 people lost coverage;

o Sixty percent of those who left Medicaid reported an
unmet health need;

o Of those who remained in Medicaid, 1/3 reported an
unmet health need resulting from co-payments; and

o The number of emergency room visits by uninsured
patients increased by 17 percent in the three months
immediately following the Medicaid changes.
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Further, state mental hospitals and local jails and state prisons
started to see increased cases of people who because of loss of
care and prescription drug coverage ended up in other state
institutions. The impact was so dramatic that the state reversed
course in August 2004 and reinstated the outpatient mental
health and chemical dependence treatment and the prescription
drug benefit.

You see, Oregon realized that they had been penny wise and
pound foolish. They ended up spending tens of thousands of
dollars more to care for these people in 24-hour institutional
settings instead of paying for much lower-cost outpatient
services like counseling and prescription drugs.

As we move forward, I hope we can learn from the mistakes that
have been made. There are many ways to approach this
challenge. I for one see a value in looking for bipartisan
approaches that can address the reconciliation instruction, while
reserving action on the much bigger reform proposals, such as
premiums, copayments, benefit structures and other issues
inherent to the operation of Medicaid until a much more
thorough review of this program is made.

In doing so, we also will provide an opportunity for all
stakeholders to be heard and allowed to share their ideas. Only
then will we truly honor the most important rule of medicine:
“First, do no harm.”

Thank you, Mr. Chairman.
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Senate Finance Committee:
“The Future of Medicaid: Strategies for Strengthening America’s Vital Safety Net”

Senator Craig Thomas (R-WY) Statement for the Record

June 15, 2005

Mr. Chairman, thank you for holding today’s hearing to talk a little bit about Medicaid reform.
We have been debating how to restructure and modernize various entitlement programs in the
Senate. Frankly, Medicaid is facing a lot of challenges. Everyone agrees the program is not
sustainable. When Medicaid was created, it was basically a welfare benefit. Today, Medicaid
provides primary, acute, and long-term care to millions of medically needy, poor, elderly, and
disabled Americans. These specific populations have serious, chronic, and very costly health
care needs. In fact, total federal and state spending topped out at $273 billion in 2003.

In many instances, Medicaid also now provides coverage for higher-income working families
who simply need mainstream health insurance coverage, but cannot afford to pay private market
premiums. Clearly, we need to make some changes in order to manage our limited financial
resources and serve folks better. This Committee’s challenge is to come up with ways we can all
agree on to help this critical safety net program work more effectively and efficiently.

I have long believed that we in Congress are going to have to start making some tough choices in
order to reduce the over $400 billion federal deficit. Many criticize the deficits, but then vote to
increase spending or expand federal programs. It is our constitutional obligation to appropriate
hard-earned taxpayer dollars. This is a duty I take very seriously. Often, federal government
programs become institutionalized. They seem to become permanent fixtures receiving more
and more resources with less and less accountability for quality or proven outcomes. No one
knows if the programs Congress creates continue to perform year after year after year. I would
argue some, but not all, become unnecessary, duplicative, inefficient, and outdated. Other
programs simply do not move with the times. Medicaid law has remained virtually unchanged
for decades -- stifling the states’ ability to build innovative, collaborative, and data driven
programs that meet community needs.

I expect there will be several different plans put on the table to strengthen Medicaid. I stand
committed to finding solutions that improve the program’s viability and accountability. The
Administration and Secretary Leavitt shared their thoughts on managing program growth and
eliminating waste, fraud, and abuse. I support their efforts to give states flexibility to design
innovative, collaborative, and quality programs that stretch every dime to serve as many of our
neediest, most vulnerable citizens as possible. It is our responsibility to ensure taxpayer dollars
are spent wisely and resourcefully.

Today we will hear from the National Governors Association (NGA) and other expert witnesses
about the reforms they believe are necessary to improve the Medicaid program. Ilook forward
to hearing their testimony. It is critical we keep dialoguing with all interested parties to find
solutions that help us more effectively and efficiently manage Medicaid growth while protecting
essential beneficiary services.
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STATEMENT OF GOVERNOR MARK R. WARNER, CHAIRMAN
AND
GOVERNOR MIKE HUCKABEE, VICE CHAIRMAN
ON BEHALF OF THE
NATIONAL GOVERNORS ASSOCIATION

Mr. Chairman, Senator Baucus and distinguished members of the Finance Com-
mittee. Thank you for requesting that we testify today on ways to address the sig-
nificant challenges confronting the Medicaid Program. Today we are releasing a pre-
liminary policy paper that outlines the recommendations of the National Governors
Association for Medicaid Reform. The recommendations represent work by eleven
governors on a Medicaid Working Group with additional input by most governors,
including their Medicaid Directors. These recommendations are preliminary in that
we will continue the working group over the next year so that we can complete our
work and provide Congress and the administration with further clarifications of our
policy as well as our further recommendations. We also look forward to working
with the Medicaid Commission and have offered Secretary Leavitt the NGA Center
for Best Practices to assist him in the Commission’s work.

It is also important for us to stress the fact that we see today’s release of policy
recommendations as the beginning, not the end, of the process. We hope that both
your committee and your staff will be willing to work closely with NGA and the
working group governors as you develop policies to make the nation’s public health
insurance programs more efficient, accountable, and responsive. Given that this
working group will continue, it will be able to not only provide you with more detail
gn our recommendations, but also comment on alternative approaches you wish to

iscuss.

THE PROBLEM

It is difficult to overstate the impact of Medicaid on state budgets. It now rep-
resents about 22 percent of the average state budget and is a larger percentage than
all elementary and secondary education. If you add health care spending for state
employees and other programs, state health care spending totals about one-third of
all 1’slpendimg,, and is equal to spending on all education—elementary, secondary and
higher.

The problems of Medicaid are three fold. First is that the Medicaid program is
increasingly serving populations with very serious and expensive health care needs.
Low-income frail seniors, people with HIV/AIDS, ventilator-dependent children, and
other individuals with serious mental and physical disabilities represent only about
25 percent of the Medicaid population, but account for more than 70 percent of Med-
icaid’s budget. The average cost of providing health care to seniors and people with
disabilities is more than six times the cost of providing care to pregnant women and
children. Medicaid provides expensive chronic care and long-term care services that
are largely unavailable anywhere else in the health care system. Meanwhile, those
who are dually eligible for both the Medicare and the Medicaid Program account for
42 percent of total Medicaid spending. Demographic trends suggest that these cost
pressures will continue to increase.

Second, the caseload has increased 40 percent over the last five years. While
much of this growth has been in the relatively healthy populations of pregnant
women, children, and families—an influx of 15 million beneficiaries in a five year
period presents a fundamental challenge to states.

The caseload has been rising as the percentage of people under age 65 covered
by employer-sponsored health care is falling dramatically. At first this was due to
declines in U.S. economy, but it has continued as the economy recovered because
fewer of the new jobs being created offer health insurance. Small businesses in par-
ticular are finding it increasingly more difficult to afford health insurance for their
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employees. Families that are losing coverage are concentrated among low-income in-
dividuals primarily below 200 percent of poverty.

The population of seniors and people with disabilities, who already account for 70
percent of Medicaid’s $330 billion annual budget, will grow considerably over the
next 20 years. Specifically, the over age 65 population will grow 64 percent, by 2020
and the over age 85 population will grow 3.1 percent per year over the next two
decades. The Congressional Budget Office estimates that over the next ten years,

owth in the elderly and disabled populations will comprise practically all of the
ﬁedicaid caseload growth.

However, since Medicaid is the prim safety net, unless something is done, the
case load will continue to grow in the high single digit rate and perhaps even higher
over the next two decades as increasing costs shift individuals from private coverage
to Medicaid, or to the growing ranks of the uninsured.

The third problem is that the consumer price index for health care has been in-
creasing 2 to 3 times the average price index. Medicaid, like all insurers, has been
faced with these rising costs. It is the combination of these problems—caseload

wth and health inflation—that makes Medicaid unsustainable in the short-run
et alone the long-run.

THE VISION

The policies that are outlined in our paper do not represent comprehensive health
care reform. Medicaid, however, is inextricably linked to the rest of our health care
system and its payers. Consequently, the scope of our paper is wider than the exist-
ing Medicaid program as it focuses both on populations that may become Medicaid
eligible as well as some underlying cost drivers in the overall health care system.
In terms of Medicaid itself, this paper offers important short-term reforms that will
help modernize, streamline, and strengthen this vital program.

The recommendations to make Medicaid more efficient and effective were not de-
vel(:lped to f%eneratae any particular budget saving number. Instead, they were devel-
oped as effective policies that would maintain or even increase health outcomes
while potentially saving money for both the states and the federal government.

The non-Medicaid recommendations had three goals. First, to increase quality and
health outcomes by applying modern technology and accountability to our health
care system. Second, to develop alternative, more effective policy tools that would
assist individuals and employers to obtain and maintain private health insurance
as opposed to having these individuals become Medicaid eligible. Third, to improve
financing and delivery of long-term care by developing incentives for quality private
long-term care insurance products, community-based care, innovative chronic care
management, and alternative financing approaches. Specific health care policies are
organized around four objectives:

1. Reforming Medicaid

2. Enhancing quality and containing costs in the overall health care system

3. Strengthening employer-based and other forms of private health care cov-
erage

4. Slowing the growth of Medicaid long-term care

REFORMING MEDICAID

The paper outlines several areas of reform which gives states additional flexibility
to streamline their programs.

1. Prescription Drug Improvements. The current system is flawed and must
be replaced. A number of policy changes must be enacted that will help decrease
costs and improve quality and efficiency of care. The goal of reducing both state and
federal expenditures will require policy changes that impact all segments of the
pharmaceutical marketplace, including (but not limited to) increased rebates from
manufacturers, reforms to the Average Wholesale Price (AWP), policies that in-
crease the use and benefit of more affordable generic drugs, and tiered, enforceable
co-pays for beneficiaries. States must have additional tools to properly manage this
complicated and critical benefit.

2. Asset Policy. While Medicaid remains a vital source of long-term care coverage
for many individuals who cannot receive that care elsewhere, there is growing con-
cern that many individuals are utilizing Medicaid estate planners or other means
in order to shelter or transfer assets and therefore qualify for Medicaid funded long-
term care services. Medicaid reform must include changes that increase the pen-
alties for inappropriate transfers, restrict the types of assets that can be trans-
ferred, and encourage reverse mortgages, as well as other policies that encourage
individuals and their families to self-finance care rather than rely on Medicaid.



99

3. Cost Sharing. Medicaid’s cost-sharing rules, which have not been updated
since 1982, prevent states from utilizing market forces and personal responsibilisy
to improve health care delivery. These provisions should be modified to make Med-
icaid look more like the State Children’s Health Insurance Program (SCHIP), where
states have broad discretion to establish (where apgropriate) enforceable premiums,
deductibles, or co-pays. As in SCHIP, there should be financial protections to ensure
that beneficiaries would not be required to pay more than 5 percent of total house-
hold income (no matter how many family members are enrolled in Medicaid) as a
critical balance to this proposal. For higher-income households (for example, those
above 150 percent of the federal poverty level), a 7.5 percent cap should be applied.

4. Benefit Package Flexibility. Medicaid’s populations are very diverse, ranging
from relatively healthy families and children to the frail elderly, to individuals with
serious physical and developmental disabilities. The types of services and supports
needed by these populations are quite different, yet the Medicaid benefits package
remains “one-size-fits-all.” Many states have found that the flexibility built into the
SCHIP program allows for greater efficiencies without compromising quality of care.
Extension of this flexibility to services for appropriate Medicaid populations would
allow states to provide more targeted services while managing the program in a way
that prevents sweeping cuts in the future.

5. Comprehensive Waiver Reforms. Waiving various portions of the federal
Medicaid statute has become the norm—rather than the exception—for states. Re-
forms are needed to increase efficiency and reduce costs, increase the ease with
which states obtain current waivers, expand the ability to seek new types of
changes, and change the federal statute to eliminate the need for many waivers al-
together.

%. Judicial Reforms. The right of states to locally manage the optional Medicaid
categories is clearly defined in both policy and law, and the federal government
should remove legal barriers that impede this fundamental management tool. Also,
U.S. Department of Health and Human Services officials should have to stand by
states when one of their waivers is questioned in the judicial system and should
work with states to define for the judiciary system that any state has a fundamental
right to make basic operating decisions about optional categories of the program.

15 Commonwealtﬁs and Territories. The federal Medicaid partnership with
U.S. commonwealths and territories has become increasingly unbalanced over a pe-
riod of years, to the extent that some of the jurisdictions are financing over 80 per-
cent of their Medicaid costs, and many of the Medicaid expansions such as transi-
tional medical assistance are not available. The imbalance affects quality of care
issues and creates increased financial stress. Medicaid reform needs to include a re-
view of the current relationship and the development of a pathway that moves to
a rebalancing of this partnership.

ENHANCING QUALITY AND REDUCING COSTS OF THE OVERALL HEALTH CARE SYSTEM

We must increase the efficiency, productivity and quality of the entire health care
system and believe that states are able to tailor solutions unique to their cultures,
institutions and health care markets, but large enough to experiment with system
wide reform. Accordingly, Congress should establish a National Health Care Innova-
tions Program to support the implementation of 10 to 15 state-led, large-scale dem-
onstrations in health care reform over a three- to five-year period. States would
serve as the lead entity for these demonstrations, but they would have to partner
with the private sector. Some of these demonstrations would be for statewide pro-
vider networks while others would be for networks in major metropolitan areas.
Using information technology to control costs and raise quality would be a core ob-
jective of these demonstrations. The financing of these demonstrations should not
come at the expense of Medicaid funding.

STRENGTHENING EMPLOYER BASED AND OTHER FORMS OF HEALTH CARE COVERAGE

Governors recommend a federal refundable health care tax credit for individuals
as well as an employer tax credit for small employers. There is also a recommenda-
tion for the federal government to fund state alliances or purchasing pools which
in combination with individual tax credits and the utilization of the S-CHIP benefit
package for additional populations should also help create more competition in the
health care marketplace. Finally, there is a recommendation to develop a cata-
strophic care/reinsurance model to address unsustainable “legacy costs.”

SLOWING THE GROWTH OF MEDICAID LONG-TERM CARE

The paper includes a number of recommendations on assisting individuals in the
purchase of long-term care insurance through the use of federal tax deductions and
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credits as well as by enacting long-term care partnership legislation. Finally, there
are recommendations to address home- and community-based care and chronic care
management.

STATE CONTRIBUTION TO THE MEDICARE DRUG BENEFIT

While Medicare beneficiaries have some guarantees, that on January 1, 2006 the
Medicare program will begin in providing them with a drug benefit, states do not
have the same guarantee that the fiscal burden will be lifted.

In some states, contrary to clear congressional intent, the phased down state con-
tribution (clawback) provision will actually cause states to spend more in Medicaid.
In addition to their mandatory clawback payment, some states will also face in-
creased costs from the administrative burdens of the new law.

Mr. Chairman, let me again thank you for the opportunity to appear before you.
The nation’s Governors look forward to working with you closely to begin the proc-
ess of reforming the Medicaid program. As currently structured it is unsustainable.
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Medicaid is the nation’s largest health care frogram, providing health and long term care services
10 53 million low-income pregnant women, children. individuals with disabilities and seniors. It is
a vital health care safety net and provides important services to those who can get care from no
other source. Medicaid coverage has also played a critical role in reducing the number of the
uninsured, currently estimated at 45 million nationwide.

Medicaid spending. however, has increased dramatically over the last five years driven by a 40
percent increase in caseload and a 4.5 percent per year increase in the health care price index,
strengthening the mmpetus for reform. Comprehensive Medicaid reform must focus both on
reforming Medicaid and on slowing both the number of low-income individuals and elderly
becoming eligible for Medicaid. Medicaid will always have an important role as the health care
safety net. but other forms of health care coverage must be strengthened to ensure Medicaid’s
financial sustamnability. Enhancing the quality of care and containing costs are also critically
important. Governors believe that Medicaid reform must be driven by good public policy and not
by the federal budget process.

The Vision

The policies that are outlined in this paper do not represent comprehensive health care reform.
However. the scope is wider than the existing Medicaid program as it focuses both on populations
that may become Medicaid eligible, as well as some of the underlving cost drivers in the overall
health care system. In this sense it can be viewed as Medicaid plus health care reform. The
various policies that are recommended are linked by a number of themes that underline this
reform package. First, there are a number of incentives and penalues for individuals to take more
responsibility for their health care. Second, moving 10 a more flexible benefit package for non
elderly, non disabled Medicaid populations as well as for individuals who gain access through the
individual health care tax credit will reduce costs while increasing total access. Third. the creation
of state purchasing pools. that would use the combined leverage of public programs (offering a
common S-CHIP-type benefit package) and individuals using the health care tax credit should
strengthen the ability of small purchasers 1o gain more competitive rates m the health care
marketplace. Fourth. technology and other state innovations are focused on reducing the long-run
costs. Fifth. there are a number of policies designed 10 reduce reliance on Medicaid coverage.
Finally, the paper includes a number of potential short-run policy changes as well as long-run
structural changes that will improve the US health care system.

Specific health care policies are organized around these five objectives:

Reforming Medicaid

Enhancing Quality and Reducing Costs in the Overall Health Care System
Strengthening Employer-Based and Other Forms of Private Health Care Coverage
Slowing the Growth of Medicaid Long-Term Care

State Contribution to the Medicare Drug Benefit

[ N S

1. Reforming Medicaid

Medicaid now covers 53 million Americans and the program is expected to spend a total of $329
billion in combined state and federal funds in 2005. While the Medicaid program is extremely
cost effective compared to private sector health care. the existing program structure is inflexible
and the benefits are not necessarily consistent with the needs of the various populations. This
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paper focuses on both short-run flexibilities that could help states realize incremental savings and
a major restructuring that would be necessary to make the program sustainable over the long-run.

Long Term Restructuring

Although Medicaid is the largest health care program in the nation, generalizations about the
program are difficult 10 make. because it operates so differently in each of the states and
territories. In addition, Medicaid is even more complicated than 56 different programs. because
within each state. Medicaid plays a number of very distinct roles while serving a number of very
distinct populations.

Medicaid essentially has three major functions:

s It provides comprehensive primary and acute care coverage for evervone who is eligible
for the program (low income children. parents. seniors. and people with disabilities):

e Some Medicaid beneficiaries also qualify for comprehensive long term care services.
depending on their needs: and

¢ Medicaid also helps finance services for people with chronic and disabling conditions
such as HIV/AIDS. severe mental illness. and MR/DD. Each of these populations relies
on Medicaid for support that they cannot receive elsewhere. and Medicaid restructuring
must consider their unique needs and circumstances.

Although Medicaid does serve these three major roles. 1t also serves other functions such as a
source of funding for uncompensated care in hospitals, and as a supplement to Medicare for low-
mcome beneficiaries for whom 1t pavs cost sharing and wraps around for various services m
addivon to long-term care.

Medicaid is serving many roles in the health care system. All of these roles could be improved
upon by a greater focus on wellness and health promotion as opposed to simply “sick-care™
treatment. These goals can be achieved by relying more heavily on care management and
coordination.

s For low-income, but relatively healthy individuals who rely on Medicaid as a health
msurance product. Medicaid should be transformed into a more mainstreamed. S-CHIP
type program that could be coordinated with state and federal tax credits.

e For individuals with disabilities who have no other recourse than 1o rely on Medicaid,
reforms should encourage more consumer choice and benefit packages that improve the
quality of their care where possible, but not jeopardize their stability of care.

e A new national dialogue is needed to confront the issues of an aging population and the
potential sources of funding for end-of-life care. The easiest solution may be to
mcorporate long-term care services mto Medicare. but an alternative approach could be
to link long-term care funding to Social Security, or broader pension reforms or other
changes to solidify the link between personal responsibility and end-of-life care.

What is clear is that Medicaid can no Jonger be the financing mechanism for the nation’s long-
term care costs and other costs for the dual eligibles. Approximately six million Americans are
dually eligible for full Medicare and Medicaid benefits. and another one million receive financial
assistance to cover out-of-pocket costs, such as co-pavments and deductibles. These individuals
represent a small portion of Medicaid’s 53 million person caseload. and despite the fact that they
are fully insured by Medicare, they still consume 42 percent of all Medicaid expenditures.
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Compared 10 other Medicare beneficiaries. tual ehgibles are sicker, poorer. more likely to have
chronic health conditions, and at higher risk for institutional care.

The details of this restructuring, however, are beyond the scope of this paper. The nation’s
Governors will continue to work on this 1ssue and will be providing further detail.

Short-Run Flexibilities

A. Prescription Drug Improvements — States and the federal government have long suspected
that Medicaid overpays for prescription drugs. The President’s budget proposes to set federal
ceilings on the prices that states pay for prescription drugs. The proposal would change the
current system. whereby states purchase drugs based on the Average Wholesale Price (AWP).
States have long been concerned that manufacturers have been inflating this number and that
Medicaid has therefore been overpaymg for drugs for many vears. The President’s proposal
would establish a new price target for states. the Average Sales Price (ASP) that would be defined
by law, subject to Federal audit. and lower than AWP. States would be allowed to reimburse
pharmacies no more than ASP plus six percent (to account for dispensing fees and other costs) for
all generic and brand name drugs.

Governors believe thai the burden of reducing Medicaid expenditures for prescription drugs will
require a multi-prong approach and should include savings proposals that affect both drug
manufacturers and retail pharmacisis, as well as increase state utilizarion management 10ols thai
decrease inappropriate prescribing and utilizarion. It is critical that siates maintain and enhance
their ability 10 negotiate the best possible prices with the industry.

There mav be benefits of using ASP or other calculations as a reference price, because increased
transparency of drug cosis can serve 10 decrease total cosis, especially if there is more flexibilin:
with respect 10 dispensing fees (thev should not be tied 10 a percentage of the cost of the drug
dispensed, for example.)

This proposal should be modified in several ways:

e ncreasing the minimum rebates that states collect on brand name and generic
prescription drugs 1o ensure lower total costs that would not solely impact pharmacisis
nor create disincentives 10 provide generic drugs where appropriate. Medicaid’s “Besi
Price” provision should not be eliminated in exchange for this;

e Requiring that “authorized generics” be included in the Medicaid rebate calculations.
An authorized generic is a brand product in different packaging that some manufacturers
distribute through a subsidiary or third party at the same time that a true generic is
launched by a generic manufacturer. This product is essentially a brand product ai a
cheaper price, but i1 violates the Harch-Waxman 180 day exclusivity proiection for
generic manufacturers, and because CMS does not include these products in the
Medicaid rebate calculations, 1t results in hundreds of millions of dollars in lost revenue
for state Medicaid programs.;

s Forcing discounts on the front end of drug purchases rather than waiting an average of
six months (not including dispuie 1ime) 10 receive rebates:

»  Using closed formularies 10 drive beneficiary utilizarion and decrease costs similar 10
those that will be used by Medicare Part D plans;

s Giving swates additional 100ls such as tiered co-pay siructures to encourage greater
utilization of generic drugs;
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o Enaciing stronger sanctions (including criminal penaliies) for companies and individuals
that fail 10 accurately report ASP (or whaiever new methodology is adopted):

o Allowing staies 1o join mulii-state purchasing pools and 10 combine Medicaid with other
state-funded health care programs 1o improve leverage: and

o Allowing managed care organizations 1o access Medicaid rebates directh for the
Medicaid populations that they serve.

B. Asset Policy ~

Asset Transfers. There is concern that many individuals are utilizing Medicaid estate planners in
order to shelter assets and therefore qualify for Medicaid funded long term care services.
Examples of such estate planning approaches include:

¢ Sheltering assets i trusts. annuities and other financial instruments that are then deemed
as “not available to the Medicaid beneficiary:”™

o (Converting “countable assets”™ under the Jaw into “exempt assets™: and

o Transferring assets through joint bank accounts or other means 1o close relatives.

Under current law, when an individual applving for Medicaid has transferred assets within the
three vear “look-back™ period. the amount of those transfers are used to calcuiate a period of
ineligibility for Medicaid. This period of ineligibihity 1s determined by dividing the total amount
of the assets transferred by the average monthly cost of nursing home care in a given service area.
For example. 1f an asset worth $40.000 1s wansferred during the Jook-back period and the average
costs of nursing home care 1s $5.000 per month. then the individual would be subject to an eight-
month waiting period to receive Medicaid eligibility. This period of ineligibility. however, begins
on the date of the actual transfer of the asset. and by the ume the person actually applies for
Medicaid. that period has often expired.

The President s budget proposes 10 change the rules regarding penalties for individuals who
rransfer assels in order 1o become eligible for Medicaid long 1erm care. The proposal would
begin that penaliy period on the date thar the individual enters the nursing home or becomes
eligible for Medicaid, whichever is later.

This approach should be encouraged and a number of other similar approaches should be
explored around assets iransfers 10 preveni esiate planners from simplv moving to aliernate
schemes. Other approaches to address inappropriate transfers could include:

o Increasing the look-back period from three vears to five vears (or longer);
o Limiting the amount and rypes of funds thar can be sheliered in an annuity, trust or
promissory note

In all cases. these changes should be federal requirements, although there should be ability 10
“opt-out” of the federal guidelines if the siate can prove that existing policies would meet the
intent of the law. Furthermore, there should be some resource threshold, e.g., $50,000 and
indexed in funire vears, below which assets ransfers would be exempied, as well as policies in
place 10 proiect individuals with demenrtia or others at risk of being exploited.

While this approach should provide some savings by prevemiing inappropriate transfers, siate
officials will need many more 100ls in order 1o fully address the growing long-term care crisis in
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the Medicaid program. Many of these other approaches are addressed in the long-term care
section below:

Reverse Mortgages. This is another tool that could help prevent individuals with considerable
assets from depending upon Medicard. According to the U.S. Census Bureau, §1 percent of
seniors own their homes and 73 percent own them free and clear. This represents $1.9 trillion in
untapped home equity that is currently exempted from Medicaid’s eligibility calculations.
According to the National Council on Aging, 48 percent of America’s 13.2 million households
age 62 and older could get $72.128 on average from reverse mortgages, and “in total, an
estimated $953 billion could be available from reverse mortgages for immediate long term care
needs and 10 promote aging in place.”

This proposal would create an incentive and a new allowance for individuals 10 pursue reverse
morigages in order 1o pay for long-term care services (in addition 10 private long term care
insurance. which is currently allowed). Any person who obiained a reverse morigage under this
proposal would be able 10 shelier $50,000 (or some other appropriate amount that would be
indexed 10 inflation) in equity from their house without incurring penalties. Other Incentives 1o
encourdge reverse morigages should be contemplated. Broader use of reverse morigages would
be both an effective way 10 reserve Medicaid funding for those who have truly exhausted all of
their other means. and a way 10 provide more consumer-direcied options for seniors 1o choose
from in developing their own long-term plan of care. The number of individuals currently on
Medicaid who own their own homes is relatively small and 1his proposal would not likely affect
them, so immediate savings would be limited. However, the major impact of this proposal would
come from resiraining the future growth of the program and in fosiering a greater sense of
personal responsibility with respect to end of life financial planning.

Other similur approaches could include requiring some form of family contribution 1o the costs of
long-term care. Stmilar methods of “deeming” family income are uiilized by states in their child
support systems and might not be difficult 10 implement for Medicaid. In any case, provisions
should be made to allow individuals 10 pass along some portion of their asseis/resources 10
Jamilv members without incurring penaliies. This would allow the balancing of both the needs of
an ownership society with the responsibility of family 10 provide for the care of their loved ones.

C. Cost Sharing — Current law prohibits co-payments for some populations; for some services
like family planning and emergency care; restricts co-pays. where allowed, to a maximum of $3;
and ultimately treats cost sharing as unenforceable if the beneficiary cannot or will not pay. These
rules, which have not been updated since 1982, prevent Medicaid from utilizing market forces
and personal responsibility to improve health care delivery.

A new vision for cost-sharing should make Medicaid look more like S-CHIP, where states have
broad discretion 1o establish any form of premium, deductible, or co-pay for all populations, jor
all services. and could make them enforceable. As in S-CHIP, financial protections to ensure thai
beneficiaries would not be required 10 pay more than 5% of 1otal family income (no matter how
many family members are in Medicaid) are a critical balance 10 this proposal. For higher-income
households (for example, those above 150 % FPL} a 7.5% cap could be applied, as under the
current HIFA waivers.

States would have broad latitude 10 waive these types of cost-sharing for any populations or
services that it determines would be negatively impacted by such policies. The purpose of
increased cost sharing is noi 10 restrict access 1o necessary medical care, but to allow individuals
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1o conribuie 10 the cosis of their own health care as much as possible. These new policies would
be monitored and evaluated heavily and if the evidence shows that increased cosi-sharing harms
appropriate access, the policies should be revised.

D. Benefits Package Flexibility — The Medicaid program is viewed as the health care program
for the poor. but it neither serves all poor people. nor are all of the beneficiaries below the federal
poverty level. Medicaid’s populations are very diverse, ranging from relatively healthy families
and children to the frail elderly, to individuals with serious physical and developmental
disabilities. The types of services and supports needed by these populations are quite different.
vet the Medicaid benefits package remains “one-size-fits-all.”

Many states have found that the flexibility built into the SCHIP program allows for greater
efficiencies without compromising quality of care. Extension of this flexibility 1o services for
appropriate Medicaid populations would allow states to provide more targeted services while
managing the program in a way that prevents sweeping cuts in the future.

Medicaid reform should include the ability 10 offer a different level of benefits. using S-CHIP as a
model. 10 certain Medicaid beneficiaries. such as those for whom Medicaid serves as a
wraditional health insurance program. This discussion extends bevond the traditional distinction
between “mandaiory’” and “optional” populations. which are arbitrary distinctions when 11
comes 1o the need jor health care services. This would include an improved ability 10 set benefii
limits and cost sharing amounts, do emplover buy-in programs, eliminate retroactive eligibilin
periods, and establish different benefir packages for different populations or in different parts of
the stare. Medicaid can be improved by focusing more on improving health ouicomes rather thun
adhering 10 a sometimes-arbitrary list of benefits mandates (thar are often the result of effecrivc
lobbying by provider interest groups).

Many relanively healthy kids and families are technically mandatory, and many of the optional
populations, such as the Medically Needy. are among the frailest in the program. Reform nusi
therefore acknowledge thai there are people served by Medicaid that need a comprehensive
package of benefiis. For more medically fragile populations, changes in the benefit package
should be made to encourage more chronic care management and other services thai can
improve health outcomes and reduce costs.

E. Comprehensive Waiver Reforms — Waiving various portions of the federal Medicaid statute
has become the norm, rather than the exception for states. HHS officials routinely describe that
they consider thousands of state waivers every vear. Yet. despite all this action. states must still
jump through significant hoops in order to make relatively minor changes to their Medicaid
programs, and often, major changes are simply outside the scope of the current waiver authority.
Reforms are needed to increase the ease with which states get current waivers, expand the abilin
to seek new types of changes, and change the federal statute 10 eliminate the need for many
waivers altogether.

The most commonly waived portions of the Medicaid siatute are those requiring thai
beneficiaries have “freedom of choice’ of provider, and thar services be comparable, siatewide.
and consistent with respect 10 amount, duration, and scope.

e The federal starute should change 10 reflect these commoniv waived and antiquated
provisions by allowing states 10 innovate in these areas through the siate plan
amendment process.
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o Similarlv, 1915(b), 1915(c) and PACE waivers should be adminisiered through the state
plan process, not waivers. It is critical in this scenario that these waivers retain the basic
protections of the waiver, such as the ability to control cosis and utilization conmmon 10
the 1915(c) waivers. The staie plan amendment process should include check boxes for
nypical waived items so that States could continue to arget these services on the issues of
comparability, statewideness, and amount, duration, and scope. Siates would realize cost
savings because services would be implemented sooner and States would reduce
administrative costs associated with waiver development, cost effectiveness/budger
neutrality, reporting, and the waiver amendment/renewal process.

e In addition, sireamlining the waiver process for all states thar choose 1o pursue larger
reforms and innovative programs would be a helpful improvement.

o Allowing states 10 easily receive approval 10 v an approach already tested successfully
in other states would be one improvement.

e Automartically converting a waiver 10 a state plan after the first renewal would be
another. as would a consisient 5 vear approval/renewal period.

e Many promising innovations in Medicare/Medicaid iniegration or care coordination are
never implemented because of ouidated notions of silved budget newtrality requirements
The requirement for budger neutrality should be waivable a1 siate option and the statute
should also allow for staies 10 consider savings 1o the Medicare and other federal
programs when considering the impact of Medicaid changes.

o States that wish 10 make substantial improvements to their Medicaid programs may find
that some portions of the statute are not waivable ar all. States should be allowed 10
apph: for “superwaivers” thai envision much broader changes than can be achieved
under the current 1115 waiver struciure. Such waivers should allow staies 1o develop
effective programs thar meet the unique needs of their citizens

The State of Arizona has operated 11s Medicaid program. the Arizona Health Care Cost
Containment Sysiem {AHCCCS). through a Section 1115 waiver. since the inception of
Arizona’s participation in Medicaid in 1982, There are many lessons to be learned to reduce costs
from Arizona’s experience. All Medicaid eligible persons are enrolled into managed care plans
that AHCCCS contracts with using competitive bidding 1o maximize market forces. Market
forces drive quality while holding down costs. Several states have demonstrated success with this
model, and others should Jook to it to contan costs.

F. Judicial Reforms — The right of states to locally manage the optional Medicaid categories 1s
clearly defined in both policy and law. and the federal government should remove legal barriers
that impede this fundamental management tool. To that end. Congress and HHS should authorize
states 1o rightfully make basic operating decisions about optional categories of the program.

Federal judicial actions have sometimes become a means by which the judicial branch makes
decisions about Medicaid programs that should be left in the hands of state elected officials and
competent program managers. If the management of the Medicaid program is being handled m a
manner that is consistent with legislative and congressional intent, the court system should not
become involved.

These cour actions sometimes conflict with the policy positions of state and local officials and go
bevond addressing the specific problem that was the basis of the nitial Jawsuit. These court
actions fit into two broad categories:
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o Consent decree cases
o Court decisions based on a specific case that have an adverse affect on the state Medicaid
program as a whole

These court decisions can remain in place for decades and institutionalize the policies of elected
officials who have long since left office. For example: Arkansas cannot make any change in fees
paid 1o physicians without going back to court to remain in compliance with a consent decree
entered into between the state and the Arkansas Medical Society in 1993. These court actions also
create an environment where state time and resources that could be spent on the greater good of
the whole program go toward reducing the impact of the specific court decision.

Federal reforms are needed to constrain the broad abihity of judicial decrees in Medicaid cases
that clearly 1mpede state imnovation and reform. In a time of shrinking resources and growing
demand it is not realistic to ask states 10 manage these complex programs with court decrees
overriding sound management decisions.

These court decisions and the subsequent Jegal actions that follow. mcrease admimstrative costs
and diven valuable resources that could be far better spent on services to clients,

G. Commaomwealths and  Territories — The federal Medicaid partnership with U.S.
commonwealths and territories has become increasingly unbalanced over a period of vears. to the
extent that some of the jurisdictions are financing over 80 percent of their Medicaid costs, and
many of the Medicaid expansions such as transitional medical assistance are not available. The
ymbalance affects quality of care issues and creates increased financial stress. Medicaid reform
needs to include a review of the cuwrrent relationship and the development of a pathway that
moves 1o a rebalancing of this partnership.

2. Enhancing Quality and Controlling Costs in the Overall Health Care Svstem

America’s current health care system is ripe for improvement and states are ready to take the lead
in helping dnve change. States are small enough to tailor solutions unique to their cultures,
institutions and health care markets, but large enough to experiment with svstemwide reform.
States can also partner effectively with health care providers. insurers. and purchasers to lead
large scale pilot projects.

We must increase the efficiency, productivity, and quality of our entire health care system, which
will increase the opportunities for reasonable coverage expansions. Like welfare reform a decade
ago, states can play a lead role in driving this ransformation through demonstration projects in
partmership with the private sector.

Accordingly. Congress should establish a National Health Care Innovations Program to support
the implementation of 10 to 15 state-led large-scale demonstrations in health care reform over a
3-10-5-year period. Using information technology to control costs and raise quality would be a
core objective of these demonstrations. States would serve as the lead entity for these
demonstrations. but they would have to parter with the private sector. Some of these would be
for statewide provider networks while others would be for networks 1 major metropolitan areas.
They would focus on:
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o deploving information and communications technology. including interoperable
electronic health records (EHRs) accessible 10 all participating providers and patients, to
1Mprove services:

e improving quality of care, including disease prevention and management. through
establishment of evidence-based practices, measuring outcomes, and pay-for-
performance programs:

e using innovative strategies to cover many of the Americans who currently lack health
benefits;

e empowering consumer choice through price transparency, quality reporting. and financial
incentives; or

e reducing malpractice incidents and improving adjudication of malpractice claims.

Each demonstration project would be selected through competition and encouraged to
demonstrate multiple mnovations. All projects would need 1o emphasize the goal of increasing

cost-effecuveness and. 10 the extent possible. improving health care quality.

For a more comprehensive discussion on this issue. see the NGA white paper on health care
reform demonstration programs.

The financing of any of these solutions should not come at the expense of Medicaid funding.

3. Strengthening Emplover-Based and Other Forms of Private Health Care Coverage

Between 2001 and 2003, the proportion of Americans under the age of 65 covered by employer-
sponsored health care dropped from 67 percent to 63 percent. While some of this reduction could
be cvelical due to the economic downturn, many argue that the merease 18 more structural, as the
U.S. economy 1s becoming more service and small business oriented and more competitive in the
ever more global marketplace. Several policies could assist in reducing the number of individuals
losing health care coverage. The financing of any of these solutions should not come at the
expense of Medicaid funding.

A. Individual Health Care Tax Credit — A refundable 1ax credit could be developed that would
be available to all Jow-income individuals below some income threshold. e.g., $3.000 for a family
of four with incomes below $25.000. which is phased-out at income levels of $60.000. This credit
would be a premium subsidy that could be paid directly to a health care plan by the U.S.
Departiment of the Treasury. Unlike the trade assistance program that targets unemployed
workers, eligible workers that could receive tax credits could have their employers deduct
payments from wages and send them directly to the U.S. Treasury who would combine those
funds with the tax credit. confirm eligibility. and forward the payment directly to the health plans.

To increase the use of the tax credit. the federal government could also mandate presumptive
eligibility so that individuals would have 10 opt out as opposed to opting into the system. It is
critical that this subsidy be set at the appropriate level. If it is too low, there will be few
individuals who could use it; and if it is 100 high, then it would be an incentive for businesses to
stop providing employer-paid health care. It is also critical that the level have the appropriate
relationship with any credit for small employvers. The credit would be available for all individuals
who meet the income criteria and are not participating in an employer-paid or public program.
Individuals who qualify for both Medicaid and the tax credit would be able to choose between the
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two. States should also be allowed to enhance the tax credit. One option would be 1o allow states
to use disproportionate share funds for the enhancement.

Because this is a refundable tax credit it is reflected in the federal budget as an outlay as opposed
1o a reduction in revenues. This opens up the potential option for the states to apply for a waiver
that would allow the funds to come directly to the states based on a plan that would maximize
health care access. For example. the Michigan Third Share program, which has equal amounts
paid by employvers, employee. and government. could utilize these funds for the government
share. Such a waiver option would allow individual states to tailor the funds to their unique labor
force and health care marketplace. Such a tax credit also equalizes tax treatment of all individuals
with regard to health care. This tax credit can also be designed to allow individuals to buy into the
S-CHIP benefit or to otherwise require that the credit only be viable when used to purchase some
basic. threshold benefit. as defined by the state. It is difficult 10 determine how many individuals
would use a tax credit of this nature.

B. Employer Tax Credit — A new employver tax credit would be developed for small firms. 1.e.. up
to 100 workers. The emplover tax credit would be about $200 per individual or the amount
necessary to make the federal contribution necessary to enact this policy the same as that
necessary 1o enact the mdividual 1ax credit. The policy rationale 1s 10 equalize the 1ax treatment
between the individual tax credit and the emplover-based 1ax credit. Unlike the Admimistration’s
proposal, 11 would not be restricted 10 emplover contributions to Health Savings Accounts. The
employer tax credit would be restricted to only workers below a given wage rate. The amount of
the credit. the targeting. and the relationship to the individual tax credit are key in order to
support the emplover-based system. as opposed to providing mcentives for emplovers 1o reducc
coverage. Also. the state should be able to designate the mmimum benefit package 10 be eligible
for the 1ax credit. This credit would be reflected as a reduction in revenues to the federal
government.

C. State Purchasing Pools — The federal government would make grants to states 10 create state
purchasing pools. In the past. states have experimented with purchasing pools. but most have
failed because they were never large enough 1o avoid risk-selection and ended up becoming high
risk pools that were subsidized. Specifically. there was a financial incenuve for healthy
individuals to obtain their insurance outside the pool. Currently. the Federal Employees Health
Benefit Program (FEHBP) and the small {irm purchasing alliance in California (now called Pac
Advantage) are existing purchasing pools. Permitting states to develop an SCHIP benefit package
for their non-disabled, non-elderiy Medicaid population. and including the same benefit package
for the individual health care tax credit. should allow them 10 create a large enough pool (mostly
in metropolitan areas) to negotiate effective rates.

To avoid adverse risk, states should be allowed to mandate that both populations be part of the
purchasing pool. States will need the discretions to design their purchasing pools. This will
include health plan qualifications, underwriung. rating rules, and enrollment rules. The pool could
be the mechanism for Medicaid women and children. SCHIP, state emplovees. COBRA options,
and the tax credit as well as any private firm. particularly small business that purchases health
care in the state. This could have the added benefit of stabilizing the individual and small group
market. Such a large pool could also maximize consumer choice. The President’s budget includes
this proposal.

D. Cawastrophic Care/Reinsurance Model 10 Address Unsustainable “Legacy Costs” —
Numerous emplovers in the U.S. have been consistent, reliable partners with their emplovees on
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health msurance coverage, yet their ability to continue providing this coverage to retirees (“legacy
costs”), current employees, and their families--amidst rising national health care costs--is
becoming a distinct competitive disadvamage. Catastrophic care, chronic diseases, and serious
llnesses contribute significantly to the overall cost of health care and should be addressed. While
more attention and resources must be focused on wellness and disease management programs as
well as best practices to ensure quality care, some bold options that offer uniquely American
solutions for our American legacy cost challenges are needed. The following are two concepts to
consider—one that is employer pools and another that is insurance pools. A hybrid could also be
considered.

One option is to create a reinsurance pool whereby emplovers and other payers would be
reimbursed by the federal government for part of the cost of catastrophic medical bills of their
employees. To be involved in this program. employers could be required to provide health care
coverage equivalent to a benchmark plan to all of their employees and/or provide preventive and
disease management programs to better manage care and improve quality and care.

Another option to explore more fully is a national “Healthy Mae,” as Senator Frist refers to it
The senator believes that a “Healthy Mae” model, fashioned after Fannie Mae, would help
insurers more broadly share risk. reduce administrative costs. and create a vibrant secondary
market for health msurance just as the U.S. has done for home mortgages. Potentially a publicly-
chartered private insurer, “Healthy Mae” could help create a big secondary market for health
insurance and would reduce the financial burden on employers when their workers' medical bills
rise above a certain threshold. “Healthy Mae” would be designed to give buyers access to a more
stable insurance market—which presumably would feature lower rates that could keep more
people covered.

4, Slowing the Growth of Medicaid Long-Term Care

Medicaid has quietly over the vears become the nation’s largest payer of long-term care services.
funding approximately 50 percent of all long-term care spending and nearly two-thirds of all
nursing home residents. With the anticipated demographic changes, the potential liability for
fature long-term care costs can only grow. While Medicaid reforms over the past twenty years
have focused on improving the long-term care benefit (eliminating the institutional bias,
encouraging consumer-directed care, etc), new efforts need to focus on how to encourage
personal tesponsibility and discourage the reliance on Medicaid financed long-term care.
Ultimately, a new national dialogue is needed to confront the issues of an aging population and
the potential sources of funding for end-of-life care.

The following two policies could help slow the growth of elderly enrollment in Medicaid.

A. Tax Credits and Deductions for Long-Term Care Insurance — Currently, about 28 states
provide deductions or tax credits for long-term care insurance. The federal government currently
allows tax deductions for the purchase of insurance, but only if the premium amounts exceed 7.5
percent of an individual’s adjusted gross income. Only 11 percent of the population age 65 and
older and 8 percent of those between ages 55 and 64 have a long-term care policy in effect.

The potential impact of deductions and tax credits is very different, since they impact quite
different income groups. The deduction is more effective in sumulating the purchase of long-term
care insurance since it is more valuable to younger. higher-income individuals in higher tax
brackets. Because these individuals may allow policies to lapse and because they are less likely to
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enroll in Medicaid. they do not provide the maximum possible relief to Medicaid per lost dollar in
federal 1ax revenues. On the other hand, tax credits can be better targeted to lower-income
individuals who have a higher probability of becoming Medicaid eligible. This will lead to more
relief in Medicaid spending. A December 31. 2001 report by ABT Associates indicated that
Medicaid saves $1.16 and $2.67 respectively in 2025 and 2050 for every dollar lost due to federal
tax credits. Tax deductions do not break even. A combination of a significant tax credits, e.g.,
$2.000. and a small deduction, e.g.. $200, might be the most effective in lowering Medicaid costs.
States. through their capacity as regulators of insurance, set minimum standards and other
guidelines for any such policy that couid be obtained through the tax credit.

The Treasurv should also develop some mechanism so that individuals can receive the credit
when they pay the premium to avoid the long delay between payment and reimbursement via
annual tax submissions. Tax credits are particularly effective to the federal government as well as
states due 1o the potential Medicaid savings. Because this credit focuses on the very expensive
population in long-term care. potential Medicaid savings are significant. The federal government
may also want to mandate that all firms who provide 401(k) and other pensions provide an option
10 convert a portion of an annuwitv into long-term care insurance. This tax credit would be
reflected as a revenue reduction in the federal budget. As of 1998, there were $9.5 trillion in
qualified retirement plans. some portion of which could ultimately be used for long term care
financing.

B. Long Term Care Parmerships ~ Four states (Cahfornia. Connecticut. Indiana. and New York)
have been operating pronusing partnerships between Medicaid and the long-term care insurance
mdustrv. Although their approaches differ. the basic concept 1s that individuals who purchase
private mmsurance and exhaust its coverage would be allowed to access Medicaid and still protect
some of thewr assets. There are two basic approaches that the four states utilize—the dollar-for-
dollar model and the total asset protection model. In the dollar-for-dollar model. beneficiaries are
able 10 keep personal assets equal 1o the benefits paid by the private policy. In the total asset
model. all assets are protected afier a threshold for vears of coverage has been crossed, typically
three or four vears. In both cases, Medicaid becomes the paver when the partnership policy
benefits are exhausted. States are projected to realize savings because Medicaid becomes the
paver of last resort, not the first.

Federal law prohibits the expansion of these partnerships beyond those four states, but 17 states
have passed enabling Jegislation allowing them to begin such a program should the federal
prohibition be repealed. and several others are currently exploring that option. While long-term
care partnerships do not promise a silver bullet for Medicaid’s long-term care crisis, they can be a
key part of the solution, and therefore all states should be allowed 1o participate.

In addition to tax treatment and other incentives for the purchase of long term care insurance.
there are wayvs to improve the delivery of long term care services for individuals who remain
covered by Medicaid. Those include both increasing the focus on home and community-based
alternatives to institutional care as well as strengthening the chronic care management
components of both Medicare and Medicaid.

C. Improving Access to Home and Communiry-Based Care. The long-term care policies
advocated by NGA should also include reforms 1o the Medicaid program that produce better
health outcomes for beneficiaries and result in greater efficiencies for both the federal
government and states. Such reforms should give states more 100ls 1o encourage home and
community-based care and could include the elimination of the requirement for a waiver for
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home and community based care as discussed in the section on waiver reforms and in the current
NGA policy on Long Term Care (HHS-28).

D. Improving Chronic Care Management. The long-term care policies advocated for by the
Governors should include reforms that encourage better care for the chronically ill populations in
Medicaid. Although this is a small population, they demand a large portion of the available
resources. States should be rewarded for program improvements that produce savings for both
Medicaid and Medicare, particularly through improved chronic care management. by sharing
savings evenly with states in the form of enhanced FMAP on a year-to-vear basis. States should
have the authority to provide financial incentives for care management methods that save money
and 1mprove outcomes outside of the targeted case management benefit.

5. State Contribution to the Medicare Drug Benefit

The Medicare Prescription Drug. Improvement and Modernization Act of 2003 (MMA) was
designed 1o deliver a federal pharmacy benefit to Medicare beneficiaries. It was also designed to
ease stafe Medicaid programs of their responsibility for providing pharmacy benefits to those
eligible for both the Medicare and Medicaid programs—the dual eligibles.

While Medicare beneficiaries have some guarantees that on January 1, 2006, the Medicare
program will begin providing them with a drug benefit. states do not have the same guarantee that
their fiscal burden will be lifted. In some states. contrary 1o clear congressional intent. the Phased-
Down State Contribution (clawback) provision will actually cause states to spend more in
Medicaid m fact, a handful of states are projecting that they will never see any financial relief in
prescription drug costs from the MMA than they would have m the absence of the law. In
addion to their monthly clawback payments, states will also face increased costs from the
administrative  burdens of the new law. While state Medicaid programs operate with
administrative costs far below those of private insurers, states have been forced to trim their
program overhead even further in order to protect scarce resources for the care that their
beneficiaries need. Tracking. calculating, and reporting clawback payments, as well as the other
duties that resulted from the MMA, present substantial new administrative tasks [as well as
potential costs] for Medicaid programs.

Imegrating Medicaid’s coverage with the drug coverage provided by the separate prescription
drug providers will be a difficult undertaking for states. The clawback provisions should not be a
further financial burden on states as they work to focus on the coordination of care that is central
to the spirit of the Medicare Modernization Act.
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Questions Submitted to Governor Warner and Governor Huckabee
Senate Committee on Finance’s Hearing

“The Future of Medicaid: Strategies for Strengthening American’s Vital Safety

Net”
6/20/05

On behalf of the National Governors Association, we appreciate the opportunity to
testify before your committee and to more fully respond to the many important
follow-up questions raised by committee members. The Medicaid reform policy
adopted by the nation’s Governors represents bipartisan consensus positions. While
the consensus nature of our work sometimes does not allow detailed responses to
some of the enclosed questions, we hope that we may work together with members
of the committee and other interested stakeholders in developing legislation that can
be enacted this year, as well as in the years to come.

Chairman Grassley

1.

In your testimony, you talk about the importance of changing the rules for how
seniors can qualify for Medicaid faster by transferring assets. Specifically, you
state that Medicaid should restrict the type of assets that can be transferred.
Would you elaborate on what type of assets someone can transfer so that they
Medicaid will pay for their long term care costs sooner, and how you would
propose closing these loopholes?

A) An issue for most states is not only shielding assets, but also the mechanisms
and increasingly complex legal maneuvers used by people and their estate
planners to transfer and/or shield cash. The “Estate Planning Industry” is
becoming bold in its advice to people on how to use trusts, promissory notes, and
other legal devices to transfer assets to heirs and, more recently, even to shield
income that might otherwise prevent a beneficiary or spouse from qualifying for
Medicaid. A major issue for states in recovering money for Medicaid
beneficiaries long-term care costs is that the estate planning industry has been
adept in finding legal loopholes and other means to transfer assets and shield
resources making it easier for clients to quality for Medicaid. Aided by television
and other advertising, states believe that estate planners encourage people to
create trusts and other financial schemes that enable people to transfer assets to
their heirs. Thus, when their health deteriorates and long-term or institutional
care is required, they have few accessible assets enabling them to qualify for
Medicaid and receive long-term care services at taxpayers’ expense, even though
these individuals’ and their families have substantial assets and in some cases
income and other resources.

There are several problems for states in developing and enforcing fair asset
transfer and other resource shielding mechanisms policies. One, in many cases,
estate planners use legitimate loopholes and other legal methods to assist people
in showing few or no assets (other than housing, a vehicle, and personal property
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which are permitted). Two, the estate planning industry has been adept at keeping
ahead of and adapting to changes states implement to better control or reduce
asset transfers. Some examples of the estate planning industry’s maneuvers cited
by states include the use of people using promissory notes to relatives and
annuities to reduce liquid assets thereby qualifying for medical assistance.

Policy options to reduce the use of transfers and other asset shielding maneuvers
include expansion of the look back period for Medicaid eligibility. Estate and
trust lawyers will continue to find new methods to place assets and income into
uncountable categories for the purposes of establishing Medicaid eligibility. Due
to the state-by-state variation, it is unlikely that estate and trust law alone can be
reformed to prevent these practices. Nevertheless, Medicaid could contain the
asset transfer practices by extending look back periods on a state-by-state basis
and ensuring federal statutes support states’ flexibility. In addition, states could
consider revising countable asset definitions the purpose of establishing Medicaid
eligibility. Such changes would likely require federal Medicaid law modifications
under applicable provisions of Section 1902 of the Social Security Act.

. The Medicaid statute requires states to seek recovery from the estate of someone
who had non-countable assets and then goes on Medicaid. Do you believe that
states do enough currently with estate recovery?

A). States are increasing their efforts with respect to the current rules around
estate recovery. States have found, however, that the principles around Third
Party Liability generally hold true in this area as well. The retroactive nature of
estate recovery’s “pay and chase” model is less effective than the preventive
nature of the “cost avoidance” model.

For the purposes of estate recovery analysis, one must look at the probate estate
versus the non-probate estate. OBRA *93 specifically defines the term “estate” as
all real and personal property and other assets included within an individual’s
estate, as defined for purposes of state probate law. Generally, if a deceased
person is the sole owner of an asset and title is vested completely in the person’s
name, the asset is subject to probate. There is wide variation among states with
regard to probate law. Moreover, according to recent data, 33 states go beyond
the probate estate of deceased individuals when pursuing estate recovery. Some
have suggested that the federal law should be more prescriptive in the area of
defining probate versus non-probate assets. An expansion of the definition of
assets that are eligible for estate recovery efforts would likely aid in the process of
estate recovery. States historically have been unable to recoup a substantial
percentage of Medicaid long-term care expenses through the estate recovery
process.

We know that seniors have hundreds of billions if not trillions of dollars of equity
in their homes. Medicaid allows seniors to shield their home equity from being
counted. Reverse mortgages has been discussed as a way of getting seniors to use
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that home equity to pay for their own care and not to go on Medicaid. What is
your policy to increase the use of reverse mortgages?

A). Several things could be done to increase the use of reverse mortgages.
Reverse mortgages involve upfront costs (similar to any home ,
purchase/sale/refinancing) and if those costs could be waived, partially funded by
Medicaid, or assumed into the annual payout of the mortgage, there would be
more incentive for individuals to pursue this strategy. Similarly, if an individual’s
home were to be considered a “countable asset” with respect to Medicaid
eligibility, the use of reverse mortgages would also increase. This should be
combined with restrictions on how such funds might be sheltered.

Many policymakers have raised the potential benefit of reverse mortgages as a
source of funding for long-term care. The National Council on the Aging
estimated that seniors have approximately $2 trillion in home equity.
Policymakers cite the appeal of people being able to stay in the community in
their homes and still receive the social, physical, mental, and other support
services they need to age gracefully. However, there are important issues that
will need to be considered before the use of home equity loans to fund long-term
care expenses becomes widespread. First, under current laws, states have no
authority to require people to use home equity to offset long-term and other
medical care expenses. Second, Medicaid permits people to exclude their homes
from Medicaid eligibility determination, so there is little financial incentive for
people to use their home equity to pay for long-term care expenses.

By way of background, a reverse mortgage is a loan that allows homeowners age
62 and older to convert home equity into cash while living at home for as long as
they are able. Individuals can receive payments as a lump sum, line of credit,
monthly payments. The funds can be used for any purpose. The reverse
mortgage loan comes due when the (last) borrower moves out, dies, or sells the
home. The homeowner could never owe more than the value of the house at the
time of sale or repayment of the loan. This would protect from excessive
appraisals at the commencement of the reverse mortgage. Finally, borrowers
would continue to own the home.

. One of the asset transfer proposals would increase the lookback period from 3
years to 5 years. Yet we know that it is extremely difficult for seniors to
document transfers of assets over a three-year period and for states to administer a
three year process already. Do you believe states are adequately prepared to
properly review documentation if the lookback period were increased?

A) States should have the option of increasing the lookback period to longer than
three years. Those states that may not find it politically feasible, logistically
manageable, or appropriate from a policy perspective would not be forced to do
so. States indicate they would be ready to adapt to a longer look back period
almost immediately. Expanding the look back period would not be a conceptual
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change, so that states would only have to collect more of the same information
they already collect to verify asset transfers back to three years. The five-year
look back period also levels the playing field between trusts and other types of
asset vehicles. For example, in some states, the look back period on trusts is
currently five years, although for other types of assets it is three years.

. In your testimony, you argue that states need the flexibility to better tailor benefit
packages for the specific Medicaid recipients who need them. Could you please
elaborate with specific examples of what you think states could do with more
flexibility?

A) Recognizing that there are many chronically ill, disabled, aged, or other
special needs populations in Medicaid that need access to a broad array of
improved services, there are many relatively healthy populations that would not
suffer from receiving a benefits package similar to that provided by SCHIP.
Allowing many of these current Medicaid beneficiaries access to this benefit
could allow some states to expand coverage to the currently uninsured, could
atlow other states to avoid eligibility reductions, and with the added leverage of
SCHIP, the state’s employee health plan, and individuals accessing a refundable
health care tax credit could allow some states to help stabilize the small group and
individual markets and prevent the steady growth in the uninsured.

. In your testimony you say that states need additional tools to manage the
Medicaid prescription drug benefit. Could you elaborate on what tools you
believe states need that they don’t currently have in law and why these tools are
needed? In your testimony you say that states need additional tools to manage the
Medicaid prescription drug benefit including greater utilization of generic drugs.
How would you create greater incentives for the use of generic drugs and what
policy changes do we need from CMS or Congress to assist you?

A) States are not allowed to operate a truly closed formulary in Medicaid.
Although the ability to use preferred drug lists and prior authorization is useful in
controlling inappropriate drug prescribing and utilization, without the ability to
close formularies for drugs such as Viagra, hundreds of millions of dollars will
continue to be spent on non-life saving drugs. Another tool would be the ability to
develop effective tiered co-pay structures to encourage generic drug utilization
where appropriate. Although states may currently operate tiered co-pays,
Medicaid’s current cost sharing rules, with a maximum co-pay of 83 per drug is
not conducive to encouraging cost effective utilization.

. In your testimony, you advocate for a streamlined waiver process. You also argue
that there are certain policies that need not require a waiver. Could you please
elaborate on the policies that you think should no longer require a waiver and
explain why you do not think they should require a waiver to be implemented?
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A) In seeking “flexibility” states believe they can be more adaptable and creative
in filling gaps and experimenting with specialized services, programs, and
approaches through experiments or demonstrations. With the ability to bypass
some federal Medicaid requirements without triggering lengthy waiver
applications, states could save time, money, and better tailor programs to meet
specific needs. For instance, some states believe that they would have a better
idea of how to propose a new program if they could first try it on a limited basis
with a smaller population before implementing it statewide. States believe they
and their federal partners too would benefit from states’ increased flexibility to
create programs that target special populations or limited geographic areas before
expansion to entire states. Similarly, requirements for waivers to be cost-neutral
can be an unrealistic burden on new or experimental programs. In many
situations, smaller pilots or experiments could iron out problems and keep
research investment to a minimum before decisions on whether or not a program
works are made. With freedom to create smaller experiments states could test
new care delivery and other concepts as well as assess demand and
beneficiary/provider satisfaction before committing to an expensive and
potentially risky new program.

This could be accomplished through the state plan amendment process in the
absence of the amount, duration, scope and “statewideness” provisions of sections
1902 (a)(1) and 1902 (a)(10)(b) of the Social Security Act. The revised state plan
amendment also would include a checkbox indicating limited geographic service
area or other limitations.

States also believe there would be substantial benefit in permitting states to
replicate waivers that have been implemented and sustained in other states, in
some cases for years. Some of these waivers are so commonplace and have been
in existence for so long that they have become the standard of practice. Yet any
new state that wanted to implement a similar program would be forced to submit
and defend a lengthy waiver application and wait for a time consuming review.
This process is time consuming and tends to discourage innovation by forcing
states to make a substantial investment in any new programs without much benefit
to anyone.

States would also like to see more waiver flexibility in provider contracting.
Although states now may contract selectively for some services without waivers,
there are many more services where the ability to contract with, say preferred
providers, might enable states to cut costs while improving quality. Contracting
flexibility could be important under some pay-for-performance (P4P) approaches.
Additional at-risk contracts that share savings with provider groups that can lower
care costs while improving quality could be important in stretching increasingly
scarce resources. State purchasing pools have been successfully utilized for
pharmaceutical products, but the same concepts might be applied to other services
and products if requirements can be adequately addressed under current
regulations or waivers.
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Senator Baucus
1. Medicaid is paying too much for prescription drugs — I agree we need to look at
reforms. Ihave a few questions about your proposals for reform in this area:

o Today, state Medicaid programs pay an extra fee when a drug is
dispensed. But the President’s proposal would NOT allow dispensing fees.
I'have heard that cutting out the dispensing fee would hurt independent
pharmacists, especially those in rural areas. Is that true? Would you
support allowing a separate dispensing fee?

o On generic drugs, what should the payment formula be? How would your
proposal affect the incentives for pharmacies to dispense generic versus
brand-name drugs?

o What standard would you propose to replace AWP — ASP? AMP?
Another basis?

A) The Governors are not endorsing the proposal to model Medicaid’s
reimbursement policy after that utilized under Medicare Part B. In fact,
Governors have long maintained that prescription drug savings should not
come entirely at the expense of independent and rural pharmacists. There is
value to establishing a new benchmark price, such as ASP, if it increases
transparency and leads to overall reduced prices. It is important to recognize
that prescription drug costs are a factor of both the price paid for the drug and
the dispensing fee paid to the pharmacist. Dispensing fees should remain a
separate but important issue and should neither create incentives to dispense
expensive drugs, nor disincentives to provide patient counseling. Governors
believe that while prescription drug savings should come equally from
stakeholders in the system, changes should not provide disincentives for
generic drug utilization. We do not currently have enough information on
alternate reference pricing to know what AWP should be replaced with. ASP
appears to be a more accurate (and lower) reference, but the Governors are
open to considering other alternatives that would have the same effect.

2. Federal law now ensures that all Medicaid beneficiaries have access to medically
needed basic care like hospital and specialty services. It also requires medically
necessary screening and treatment services for children and long term care
services for the elderly and disabled. But the NGA proposal would give states
“flexibility” to change these required benefits. Would that mean changing the
guarantee of medically necessary services for children or access to long term
care? How would you protect elderly and disabled individuals and ensure access
to care? Are there certain populations to whom you would consider such benefit
package flexibilities not to apply? Would your proposal support the elimination
of hospital and specialty care for certain populations? To the extent that you are
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looking at these cuts, are you concerned that this might actually increase health
costs by increasing need for acute services or emergency room care?

A) Governors believe that Medicaid reform should include the ability to offer a
different level of benefits, using S-CHIP as a model, to certain Medicaid
beneficiaries, such as those for whom Medicaid serves as a traditional health
insurance program. Many states have found that the flexibility built into the
SCHIP program allows for greater efficiencies without compromising care. The
Governors do however acknowledge that that there are people served by Medicaid
that need a comprehensive package of benefits. For more medically fragile
populations, Governors are proposing changes in the benefit package in order to
encourage more chronic care management and other services that can improve
health outcomes and redyce costs. The goal of this flexibility is to allow states to
design their programs to reflect the very diverse Medicaid populations that range
from relatively healthy families and children to the frail elderly, to individuals
with serious physical and developmental disabilities. The types of services and
supports needed by these populations are quite different.

. Your proposal cites CHIP as a model for benefit package flexibility and cost-
sharing, but isn’t CHIP the wrong model for the Medicaid population? Children
eligible for CHIP are healthier than Medicaid-eligible children and they have
higher income and so can afford greater cost-sharing for the services provided.
And, even CHIP includes Medicaid’s cost-sharing protections for individuals
below 150% of poverty and limits on the amount of cost-sharing that can be
imposed per service for higher-income individuals. I am concerned that your
proposal, allowing no limits on the cost-sharing amount except that the aggregate
cannot be greater than a percentage of income, may go too far. Is it your intent
that the proposal would allow cost-sharing to be imposed at any amount, up to the
aggregate limits suggested? Does the proposal adopt CHIP’s current limits on
cost-sharing for individuals between 100 and 150% of poverty? Do you intend to
include limits for those under 100% of poverty?

A) The Governors propose making the federal rules governing cost-sharing look
more like S-CHIP, where states would have broad discretion to establish any form
of premium, deductible, or co-pay for all populations, for all services. The
proposal recognizes that Medicaid beneficiaries should have financial protection
from burdensome cost-sharing requirements. As in S-CHIP, the Governors
propose financial protections to ensure that beneficiaries would not be required to
pay more than 5% of total family income. These limits are being proposed for all
individuals in the Medicaid program with suggestion of a higher percentage of
income limits (e.g. 7.5% limit) for beneficiaries with higher incomes (for
example, those above 150% FPL). It is important to note that these cost-sharing
changes are not being proposed as a requirement, but merely a framework for
states to develop policies that meet the unique needs of their citizens. States
would have broad latitude to waive these types of cost-sharing for any populations



122

or services that it determines would be negatively impacted by such policies. The
intent behind the proposal is to allow states to better manage health care by
encouraging necessary health care in the most appropriate setting.

Oregon’s recent experience with cost-sharing indicates that even a relatively small
increase in cost-sharing requirements could have dramatic consequences. In
2003, Oregon began enforcing a monthly premium ($6-20) for some of their
enrollees and nearly half of those who were subjected to the premium increase
(50,000 individuals) dropped off Medicaid within 10 months. There was also an
increase in emergency room use of 17% during that period. What protections
would you recommend to ensure that your proposal wouldn’t result in a similar
outcome?

A) The Governors’ proposal recognizes that financial protections are a critical
balance to the increased flexibility governing cost-sharing in the Medicaid
program and propose that beneficiaries not be required to pay more than 5% of
total family income (or 7.5% for higher-income households). Furthermore, states
would have broad latitude to waive cost-sharing for any population or service that
it determines would be negatively impacted by a cost-sharing policy. The
purpose of cost-sharing is not to restrict access to necessary medical care. The
Governors propose that new cost-sharing policies would be monitored and
evaluated heavily to evaluate the impact on beneficiaries, and if the evidence
shows that increased cost-sharing harms appropriate access, the policies should be
revised.

Your proposal supports judicial reforms that would “remove legal barriers that
impede” a state’s ability to manage and make basic operating decisions for its
Medicaid program. What specific proposals are being endorsed by the Governors
in this area? Would your proposal extend to enforcement of federal requirements
by federal agencies, as well as other private parties? Would local governments
also be affected by this proposal? If you propose to limit judicial enforcement of
federal requirements, what means of redress would Medicaid beneficiaries and
providers have if they felt a state had not complied with federal requirements?
Under your proposed changes, wouldn’t that limit the federal government’s
ability to enforce federal requirements, except through withholding of federal
funding?

A) U.S. Department of Health and Human Services officials should have to stand
by states when one of their waivers is questioned in the judicial system and should
work with states to define for the judiciary system that any state has a

fundamental right to make basic operating decisions about optional categories of
the program.
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With respect to the Long Term Care Partnerships program, some have raised
concerns that there is a need for greater consumer protections in place to ensure
that consumers get the benefits promised. What consumer protections would you
support in an expansion of the program? Please provide any further details on
changes to the existing program that you would support

A) The Governors believe that consumer protections are a critical component of
the expansion of the Partnerships to other states. Inflation protection is one of the
most important protections. In order for people to enter the long term care
insurance market, they must be assured that the value of their policy will not
erode significantly over time. Governors also believe that current protections such
as suitability, ratings standards, and non-forfeiture clauses are important
compeonents of a sustainable long term care insurance market. While simply
lifting the current restrictions on the number of participating states may not
ultimately be the response, great caution should be exercised to ensure that states
still have incentives to enter into such partnerships and that the constantly
evolving market isn’t unnecessarily restricted. For example, there should be
incentives for states to enter into reciprocal agreements with other Partnership
states, not mandates that they do so. Similarly, while the current Partnership states
are moving away from a total asset protection model and toward a dollar for
dollar protection model, new Partnership policies should not be prescriptively
mandated into a single model that may become obsolete over time.

With respect to your proposal on changes to the asset transfer rules, it is my
understanding that the current rules ensure that individuals who transfer funds
within the lookback period are held accountable for the value of services that
could have been purchased with those funds by making them ineligible until the
funds are spent down as they would have been for long term care services. For
example, a mother that helps her adult daughter with health care costs or a
granddaughter with school tuition could be ineligible for nursing home care for a
period, but then eligible once the funds were spent down. However, the proposal
appears to create a situation where this woman would be ineligible for care for a
significant period, even if she had no resources to spend on her own long term
care services. What do you envision would happen to a woman in this situation?
Wouldn’t imposing the penalty at the time of eligibility leave our nation with a
great problem in meeting the needs of individuals who didn’t have the resources
to pay for their care when they needed it?

A) The Governors believe that Medicaid’s most important role is as a safety net
program, providing health care and long term care services to people who have no
other options. However, Medicaid now provides half of all long term care
spending in the country and covers two thirds of all people in nursing homes.
Medicaid is no longer just a safety net and policies must be enacted to encourage
those with resources to self-finance their care and to support families who can
provide care to their frail family members. It is understandable for seniors to want
to pass along something to the next generation, but it is equally as important for
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public policy to encourage the next generation to similarly respect and care for
seniors in return. The national debate on long term care must confront the
growing need for long-term care services and the ability/willingness of people to
plan ahead for that inevitability.

. Some have raised concerns that extending the look-back period for asset transfers
would be infeasible because many elderly individuals suffer from Alzheimer’s
disease or other forms of dementia and would be less likely to keep the needed
records to document their expenses during the five year period. How do you
respond to this claim?

A) It is regrettable, but Alzheimer’s disease is primarily a disease of the elderly.
However, in general, beneficiaries’ impairments would not be a major issue in
extending the look back period for asset recovery, although in a few cases,
beneficiaries’ abilities to provide accurate records might affect the speed and
completeness of states” asset searches. States have developed financial
verification procedures that are not completely dependent on records from
individuals. Bank and other records would be available for many beneficiaries
prior to onset of Alzheimer’s disease and other impairments that would enable the
state to recover assets, where appropriate. Look back periods of any length
present documentation issues for seniors who do not keep comprehensive
financial records regardless of mental capacity. Most financial information
reviewed by states in look back periods is likely to involve banks and other
financial institutions created by transactions and accompanied by a verifiable
paper trail. Other resources such as court documents and federal and state income
tax records also could be used to conduct such reviews.

. Chairman Grassley and I have raised a number of concerns about CMS’ use of the
Secretary’s waiver authority to waive fundamental federal Medicaid
requirements, including the Early and Periodic Screening, Diagnosis and
Treatment Benefit (EPSDT). Do you support our view that EPSDT requirements
should not be waived? Do you believe the law should be changed to permit
waiver of EPSDT?

A) The Governors proposal recommends a number of reforms to increase the ease
with which states get current waivers, expand the ability to seek new types of
changes, and change the federal statute to eliminate the need for many waivers
altogether. Regarding benefits for children, the Governors proposal includes the
ability to offer a different level of benefits, using S-CHIP as a model, to certain
Medicaid beneficiaries, such as those for whom Medicaid serves as a traditional
health insurance program. The proposal recognizes that there are people served
by Medicaid that need a comprehensive package of benefits.
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Senator Kyl

Governor, I have read thru the National Governors Association “Medicaid Reform
Policy Document” which lists the 7 policy reforms the NGA suggests. It mentions
“Medicaid spending ... has increased dramatically over the last five years, driven by a
40 percent increase in caseload and a 4.5 percent per year increase in the health care
price index, strengthening the impetus for reform.” In some states, the increase in
Medicaid spending has been for things like intergovernmental transfers (IGTs).

There is a list of 15 states which have been identified as potentially misusing
intergovernmental transfers — Are you aware of this list? Have you seen this list?
Why isn’t the elimination of improper IGTs on the list of the NGA’s reforms? How
do you explain the behavior of some states which have used IGTs to fund other state
projects by ‘double billing’ the federal government for Medicaid reimbursement?

A) The Medicaid program is administered by the states and jointly financed by the
states and the federal government. The percentage of the state’s share varies
depending on several factors, but averages about 57% federal and 43% state. The
“state” share can be financed entirely through state funds, but states also have the
option to require local governments to share the costs. Of the “state” share, up to 60%
can be financed by local contributions. These contributions, or intergovernmental
transfers (IGTs), are perfectly legal, and are a legitimate mechanism that many states
rely on to finance the Medicaid program. By definition, IGTs that are in existence
now are those that have been approved and sanctioned at one time by HHS. The
development of a list of “improper IGTs” causes confusion and consternation
amongst state staff that are not kept apprised of the changing rules and standards by
which their programs are being judged. The Governors, however, feel very strongly
that Medicaid reforms must provide savings for both the states and the federal
government. Restricting the use of IGTs or other financing mechanisms will only
serve to reduce the resources available to fund the nation’s health care safety net
without reducing any of the need, or of the state’s obligation to pay for the services.

2. The first reform cited in the NGA policy paper is for prescription drug
improvements. You are exploring increasing the rebates, switching from average
wholesale price (AWP) to some other pricing scheme and using tiered co-payments.

While it is feasible that the Committee could legislate to increase the rebate
percentages, how does that reform the system as oppose to shifting the burden onto
another player — in this case, the pharmaceutical industry? What is the policy
rationale for increasing the rebate percentage?

Patients in Medicaid cannot be refused treatment for not paying a co-payment, so how
does your suggestion of enforcing tiered co-payments lead to real savings to the
program?



126

A) It has long been understood at the state level, and increasingly accepted at the
federal level, that the state Medicaid programs have been paying too much for
prescription drugs. The base price upon which many staets reimburse, the Average
Wholesale Price, is understood to be an inflated number that does not truly represent
actual costs, and yet this has formed the basis of state reimbursements for 15 years.
Reforms to this are needed and are the avenues of federal and state savings least
likely to negatively impact beneficiary access to health care. The statute generally
requires that Medicaid receives the “Best Price” with respect to what other health care
entities pay. In practice, this has not been the case; increasing the minimum rebate
percentage would help ensure lower Medicaid costs.

. While I appreciate the willingness of both of you to participate in this hearing, can
you briefly speak of the decision by the NGA to not participate in the Medicaid
Commission, which the NGA originally supported? If Medicaid reform is so
important to you and the states, why not participate in a meaningful discussion?

Would you not agree that states and the federal government cannot afford to put off
enacting some meaningful reforms to the Medicaid system (like IGT reform, co-
payments) to prevent even greater debts to both systems?

A) The nation's governors are supportive of the commission and look forward to
working with it to reform the Medicaid program. Given that the NGA Medicaid
Working Group has completed much of its work, the members thought it would be
most effective to continue their work as an independent bipartisan group. NGA has
provided its recommendations to Congress and will do so for commission as opposed
to being part of the commission.

The NGA Center for Best Practices would also be pleased to assist the commission by
providing staff for outreach, research and other information as appropriate to the
Medicaid Commission, which would provide an important link between the
commission and NGA's ongoing work on Medicaid.

Governors believe that while some Medicaid reforms (those highlighted in our
recommendations) can and should be enacted this year, the most meaningful reforms
that must be made are those actually outside of the Medicaid program itself.
Addressing the issues of health care costs and quality, the erosion of the employer-
sponsored market, and the nation’s lack of a long term care strategy must be
accomplished in the near future.
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Senator Crapo

1. We often hear talk that we do not yet know enough about Medicaid to formulate
sensible policy to reform its structure in order to more efficiently and effectively deliver
healthcare.

Do you both agree? Should we shelve any serious policy reform until we have a few
more years of ‘understanding’ under our belts? Are the states financially capable of
waiting a while longer? Or do we collectively know enough that we can rationally make
clear and convincing reform policy judgments?

A) There is no one closer to the every day challenges and opportunities of the Medicaid
program than those entrusted with its administration. State Medicaid Directors and the
Governors they work for have focused enough attention on Medicaid reform to provide a
framework for the short term and long term changes that are needed. Medicaid reform
need not wait, because the answers are readily available; nor can it wait, as the pressure it
is placing on state budgets becomes more unbearable every day.

Senator Rockefeller
MEDICARE

1. Governor Warner and Governor Huckabee, at a time when Medicare is
overpaying HMOs by billions of dollars and growing at rates that exceed
Medicaid, do you not agree with me and Senator Baucus that Medicare savings
should be on the table in the context of the budget reconciliation debate?
Wouldn’t that help reduce the burden on states and contribute to a more realistic
savings number?

A) The Governors believe that Medicaid reform is not only possible but also
necessary in the short term. The NGA Medicaid reforms reflect consensus
reforms that are driven by policy reasons, and not the need to save an arbitrary
amount of federal dollars. If the sum total of Medicaid reforms that Congress can
achieve this year results in an overall savings total less than the number on the
table, then Governors believe that no more savings should be sought from the
program. The Governors do not wish to recommend other programs that could
provide additional federal savings.

BLOCK GRANTS AND CAPS

2. As you know, there is widespread concern and opposition to Medicaid block-
grants and arbitrary spending caps that limit federal support for Medicaid.
Recognizing this, NGA made clear in a letter in December that the Governors, on
a bi-partisan basis, oppose arbitrary spending caps and block grants given the
potential impact on state financing, Medicaid providers and Medicaid
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beneficiaries. Is it still the position of the NGA that the Governors oppose
Medicaid block-grants and caps in any form? What about block-granting federal
Medicaid payments for optional beneficiaries? Can you share with the Members
of this Committee the implications and consequences of the federal government
capping or block-granting the Medicaid program?

A) Governors are still opposed to arbitrary caps or limitations on federal funds in
the Medicaid program.

IMPACT OF MEDICAID COST-SHARING

3. The NGA proposal states that if these new cost-sharing rules were implemented,
if evidence shows that the increased cost sharing hurts access, policies could be
revised. Yet, we already have ample evidence that increasing cost sharing makes
it hard for low-income to access the care that they need, reduces use of essential
care, and can trigger the subsequent use of more expensive care such as
emergency room care or hospitalization. In reaching its cost-sharing
recommendations, did the NGA consider the cost-sharing experiences of Oregon,
Vermont, Maryland, and Virginia and the drawbacks of causing beneficiaries to
forego necessary medical care? How much more evidence do we need before we
recognize that increasing cost sharing keeps low-income people from getting the
care they need?

Oregon: After Oregon raised Medicaid premiums to $6 to $20 per month and
instituted tougher premium collection policies in 2003, enrollment among the
group of beneficiaries subject to the premiums dropped by half. or 50,000 people.
The greatest fall-off in enrollment occurred among very low-income groups of
beneficiaries, those with incomes well below the poverty line.

Vermont: In 2003, Vermont raised premiums in its Health Access Plan, which
covers adults between 50 and 185 percent of poverty, from $10-$50 every six
months to $10-$65 every six months. The state also increased premiums for
families with children covered under CHIP from $20-$50 every three months to
$25-$70 every three months and imposed new premiums for adults in state run
prescription drug programs. Of the 40,000 individuals who were assessed the
new premiums in December 2003, 4,500 (over 10%) lost coverage by January
2004 because of increased cost-sharing.

Maryland: Approximately 6,400 children in families with incomes between 185
and 200 percent of poverty were subject to a new premium of $37 per month in
the state’s CHIP program. As a result of this new premium and state enforcement
rules, 28 percent of children (over 1 in 4) subject to the premium were disenrolled
in CHIP. The state ultimately eliminated the premium costs because of this loss
of coverage.
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Virginia: The state imposed premiums of $15 per child up to a limit of $45 per
month per family on SCHIP recipients under Governor Gilmore. In a very short
time, inability to pay the premiums was about to cause 3,000 people to lose
coverage. Governor Gilmore ultimately suspended the looming terminations.
And, Governor Warner, it is my understanding that you then eliminated the
premiums entirely when you took office.

A) The Governors recommendations are the product of input from the experiences
of Governors across the country. The proposal recognizes that financial
protections are a critical balance to increased flexibility governing cost-sharing in
the Medicaid program and propose that beneficiaries not be required to pay more
than 5% of total family income (or 7.5% for higher-income households).
Furthermore, states would have broad latitude to waive cost-sharing for any
population or service that it determines would be negatively impacted by a cost-
sharing policy. The purpose of cost-sharing is not to restrict access to necessary
medical care. The Governors propose that new cost-sharing policies would be
monitored and evaluated heavily to evaluate the impact on beneficiaries, and if
the evidence shows that increased cost-sharing harms appropriate access, the
policies should be revised.

Medicaid has a strong history of making sure pregnant women can get early
prenatal care, which helps ensure healthy babies. And babies born without good
prenatal care may need high levels of health care over many years. Doesn’t it
make sense that we should do everything we can to encourage early and
comprehensive prenatal care, including requiring no co-pays for these services?

A) The goal behind the increased flexibility being sought in the Governors’
proposal is not to decrease use of appropriate services, but to be able to better
manage state Medicaid programs in order to improve health care delivery.
Govemors recognize the importance of providing access to certain services,
including preventive services such as prenatal care.

Some are concerned that increasing cost-sharing requirements may reduce
already-low provider payments. Have you estimated what impact co-pays will
have on providers who serve a large portion of low-income individuals?

A) Included in the Governors® proposal related to cost-sharing is that states would
be able to make them enforceable. Furthermore, these new policies would be
monitored and evaluated heavily and if the evidence shows that increased cost-
sharing harms appropriate access, the policies should be revised.

. The NGA policy on increasing cost-sharing requirements mentions the idea of
“personal responsibility.” Are you aware that recent research has shown that out-
of-pocket medical expenses for poor adult Medicaid beneficiaries have grown
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twice as fast as their incomes in recent years? These individuals spend more than
three times as much of their income on health care as middle-class adults with
private insurance.

Is it really NGA'’s intention to ask Medicaid patients below the poverty line —
making less than $800 per month — to pay more for their health care when they
are already paying three times as much of their income as middle-class patients
are paying?

A) The intention of the Governors’ proposal is not to pose barriers to
beneficiaries’ access of appropriate health care services. The proposal recognizes
that Medicaid beneficiaries should have financial protection from cost-sharing
requirements. States would have broad latitude to waive cost-sharing for any
population or service that it determines would be negatively impacted by a cost-
sharing policy. New cost-sharing policies would be monitored and evaluated
heavily to evaluate the impact on beneficiaries, and if the evidence shows that
increased cost-sharing harms appropriate access in a particular state, the policies
should be revised.

USING CHIP AS A MODEL

7. NGA describes its cost-sharing proposal for Medicaid as being similar to that of
the Children’s Health Insurance Program (CHIP). First, I think it is imiportant to
point out that CHIP, by definition, is for children in families with higher incomes
than those on Medicaid. So, the Medicaid and CHIP populations are not the
same. Moreover, the NGA proposal appears to provide even less beneficiary
protection than CHIP. Given that Medicaid serves the poorest and sickest in our
society, wouldn’t having less cost-sharing protections than those that exist under
current law risk serious harm to the people who most depend on the program?

A) Medicaid currently covers 33 million Americans. Many of them are the
poorest and sickest in our society, but as the program has grown, many of the
populations covered are the working poor and other individuals who have the
same health care needs as mainstream America. The Governors’ proposal
recognizes that Medicaid beneficiaries should have financial protection from cost-
sharing requirements. These cost-sharing limits that are proposed are an
aggregate limit to protect beneficiaries, but are not being put forth as a
requirement for all beneficiaries. States would have latitude to waive these types
of cost-sharing for any populations or services that it determines would be
negatively impacted by such policies. As stated above, these new policies would
be monitored and evaluated heavily and if the evidence shows that increased cost-
sharing harms appropriate access, the policies should be revised.
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8. Governors have suggested that moving healthy, non-elderly and non-disabled
populations to a program like CHIP warrants attention in federal efforts to reform
Medicaid. It has been estimated that up 30% of Medicaid patients seen at health
centers fall under the “optional” service category in Medicaid.

It strikes me that one potential problem in moving some people into a CHIP-type
program is the likely profound negative impact it will have on our nation’s
community health centers and the optional Medicaid patients they serve. What are
your thoughts on the viability of providing services like those offered by CHIP to
optional Medicaid patients seen at health centers? And could you comment on the
potential elimination of EPSDT services for these patients if such a policy was
carried out as part of federal Medicaid reform?

A) The Governors’ believe that Medicaid reform should include the ability to
offer a different level of benefits to appropriate Medicaid populations. The goal
of this flexibility is to allow states to better target services to the very diverse
Medicaid populations for whom the types of services and supports needed are
quite different. This is true of beneficiaries regardless of where they seek care.
We would certainly anticipate the ability of health centers to adapt and even
thrive in such a new environment.

FLEXIBLE BENEFITS AND EPSDT

9. The Governors’ proposal would permit state Medicaid programs to target
benefits, which suggests that current Medicaid benefit requirements would no
longer necessarily apply. This seems to imply that the basic benefit protection for
children, known as the Early and Periodic Screening, Diagnosis, and Treatment
(EPSDT) program, would be eliminated. This benefit can make the difference
between diagnosing and treating an illness that would otherwise go untreated, thus
leaving many children unable to learn in school and develop in life. Is the NGA in
fact proposing to eliminate EPSDT for children?

‘What benefits would be lost? How many children would be affected? What will
children do who lose this benefit (since it does not exist in the private sector)?

A) Governors believe that Medicaid reform should include the ability to offer a
different level of benefits, using S-CHIP as a model, to certain Medicaid
beneficiaries, such as those for whom Medicaid serves as a traditional health
insurance program. Many states have found that the flexibility built into the
SCHIP program allows for greater efficiencies without compromising care. The
Governors do however acknowledge that that there are people served by Medicaid
that need a comprehensive package of benefits. For more medically fragile
populations, Governors are proposing changes in the benefit package in order to
encourage more chronic care management and other services that can improve
health outcomes. The goal of this flexibility is to allow states to design their
programs to reflect the very diverse Medicaid populations that range from
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relatively healthy children to those with serious physical and developmental
disabilities. The types of services and supports needed by these populations are
quite different. ’

ASSET TRANSFERS

10. The vast majority of people who receive Medicaid coverage for nursing home

11.

care have extremely low incomes and have had to deplete whatever assets they
once had in order to qualify for Medicaid; these people have little or nothing to
pass on to their children. Extremely wealthy people, in contrast, will be able to
shield all their assets and income from taxation if the estate tax is permanently
repealed, and will be able to pass these large sums on to their children.

At a time when Congress is considering making it easier for very wealthy people
to pass large sums on to their heirs by repealing the estate tax, can you tell me
why the Governors believe it is fair to make it even harder for people with limited
means to pass far more modest sums to their heirs?

A) The Governors believe that Medicaid’s most important role is as a safety net
program, providing health care and long term care services to people who have no
other options. However, Medicaid now provides half of all long term care
spending in the country and covers two thirds of all people in nursing homes.
Medicaid is no longer just a safety net and policies must be enacted to encourage
those with resources to self-finance their care and to support families who can
provide care to their frail family members. It is understandable for seniors to want
to pass along something to the next generation, but it is equally as important for
public policy to encourage the next generation to similarly respect and care for
seniors in return. The national debate on long term care must confront the
growing need for long-term care services and the ability/willingness of people to
plan ahead for that inevitability.

This question raises political considerations about the appropriate allocation of
societal resources among taxpayers. However, the discussion about long-term
care strategies sometimes touches on whether people should be permitted to pass
on some small legacy for their heirs. On one hand of this discussion, itis a
recognizably worthy goal to permit people to shelter a small estate from Medicaid
spend-down provisions. On the other hand, the current Medicaid statute does not
have provisions for passing on an inheritance no matter how small it may be. The
idea of permitting people to maintain a small inheritance before qualifying for
Medicaid goes against some of the programs’ founding principles that it was
created as a medical program to help poor people who had no other resources; not
as the Nation’s de facto long-term care insurance plan.

Some have charged that older people with substantial assets are taking advantage
of the Medicaid nursing home benefit, and that we consequently need to make our
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assets transfer policy far more restrictive. But research indicates that most people
over the age of 65 have very modest resources: the typical older person has a net
worth of under $25,000 (apart from their home, which no one should have to sell
to qualify for health care). Older people who are in poor health have even more
limited resources. Furthermore, most people in nursing homes help pay for their
care using their own funds. Given these facts, don’t we need to make sure that in
cracking down on abusive asset transfers, we don’t end up hurting the many
seniors who have only limited means?

A) The Governors believe that Medicaid’s most important role is as a safety net
program, providing health care and long term care services to people who have no
other options. However, Medicaid now provides half of all long term care
spending in the country and covers two thirds of all people in nursing homes.
Medicaid is no longer just a safety net and policies must be enacted to encourage
those with resources to self-finance their care and to support families who can
provide care to their frail family members. It is understandable for seniors to want
to pass along something to the next generation, but it is equally as important for
public policy to encourage the next generation to similarly respect and care for
seniors in return. The national debate on long term care must confront the
growing need for long-term care services and the ability/willingness of people to
plan ahead for that inevitability.

I am concerned that the governors’ proposals could make it harder for elderly
people to qualify for Medicaid long-term care if they previously transferred assets
to a family member. Many older people provide modest assistance to help their
children and grandchildren pay for college, purchase a first home, and the like,
and some of these people could suddenly find themselves needing long-term care
just a few years later — especially if they suffer a stroke or a fall. Would the
governors’ proposal allow states to go after grandparents who assist their children
or grandchildren but then, after an unforeseen major health episode, find
themselves needing long-term care through Medicaid? Would the state really try
to recover funds the grandparent had given a grandchild years earlier to help pay
for college or a home?

A) The Governors believe that Medicaid’s most important role is as a safety net
program, providing health care and long term care services to people who have no
other options. However, Medicaid now provides half of all long term care
spending in the country and covers two thirds of all people in nursing homes.
Medicaid is no longer just a safety net and policies must be enacted to encourage
those with resources to self-finance their care and to support families who can
provide care to their frail family members. It is understandable for seniors to want
to pass along something to the next generation, but it is equally as important for
public policy to encourage the next generation to similarly respect and care for
seniors in return. The national debate on long term care must confront the
growing need for long-term care services and the ability/willingness of people to
plan ahead for that inevitability.
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GENERIC DRUGS

13.

14.

15.

First, I would like to say that I am happy to see that the NGA proposal includes
recognition that authorized generics should be included in the calculation of
Medicaid Best Price. As you know, [ have been working on this issue for some
time and hope that we can enact legislation to make this change.

However, I am concerned that your proposal indicates that the Medicaid rebate
should be increased on both brand name drugs and generics. As you know,
increasing rebates on generic drugs could lead to generic manufacturers pulling
out of the Medicaid program because their profit margins are already so slim. By
seeking to increase Medicaid rebates for generic manufacturers, aren’t you
increasing financial burdens on the very industry that provides the greatest cost
savings to the Medicaid pharmaceutical program? Don’t you agree that we
should be doing all we can to increase generic utilization, and not seeking to
increase the financial burden on the generic industry?

A) Governors believe strongly that the states and the federal government can
realize significant savings in the area of prescription drug costs. Some of these
savings should come from increased rebates from drug companies and some
through increased utilization of generic drugs. Preserving Medicaid will require
efforts from all stakeholders in the system and Governors do not believe that there
are segments of the prescription drug market that are sacrosanct and cannot be
asked to help contribute in some way to overall cost savings. Increasing generic
drug utilization will increase the financial benefit to the generic industry.

According to a recent HHS report, U.S. consumers could save an additional $17
billion a year by purchasing FDA approved generic drugs rather than brand drugs
(Source: HHS Report on Prescription Drug Importation, December 2004). When
we explored Medicare Part D in the last session of Congress, it was clear that we
could not make the program work without maximum use of generic drugs. As I
read through your White Paper, I note only one suggestion for increasing generic
drug utilization (tiered co-pays). Do you have other ideas that would increase the
use of generic drugs in Medicaid programs?

A) Many of the most effective methods for increasing generic drug utilization
come from addressing physician prescribing patterns and other behaviors that are
difficult to legislate. Moving to a tiered co-pay structure was the only legislative
recommendation that the Governors could agree upon.

It is my understanding that generic drugs make up about 47% of Medicaid
prescriptions but only 15% of Medicaid expenditures on prescription drugs.
Clearly, then, increasing rebates on generics will not provide a substantial income
for states. I am concerned that there could be several negative consequences as a
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result of increasing rebates on generic drugs. I understand that due to the
commodity type pricing on many of generic products, some manufacturers
currently, with an 11% rebate, lose money on more than 50% of their products
that are purchased by Medicaid. Raising the rebate could disinsentivize generic
companies from manufacturing some products and as competition declines, prices
will increase for not only Medicaid but for all consumers. Have you considered
these potential consequences? Have you done any type of economic analysis of
the impact your recommendations will have on Medicaid and other state
programs?

A) It is not the intention of the Governors to provide disincentives to generic drug
utilization, and our policy recommendations include several provisions that
should help provide greater incentives for generic drug utilization. Governors did
feel that if minimum rebates were increased for brand name drugs, then it might
be possible to alse consider increases for generic drugs that would be small
enough not to skew the current market incentives for generic manufacturers.

MEDICAID INVESTMENTS

16. Don’t you agree that Medicaid reform should include investments in the program
that strengthen it over the long-term? Would you agree that some of the high
priority investments the Congress should be looking are:

o Stopping the FMAP reduction that 29 states, including many on this
Committee, will see next year without Federal intervention?

¢ Guaranteeing that the $1 billion in unspent CHIP funds that were originally
allocated to the states are not returned to the federal government?

e Preventing the Medicare drug law from having a negative impact on Medicaid
beneficiaries and state budgets?

A) The Governors believe that Medicaid reform should be driven by good public
policy and not by an arbitrary budget number. If however, Medicaid reforms are
enacted that provide greater than expected savings in Medicaid, it would be
appropriate to also consider reinvestments that could help states further improve
their programs. These reinvestments should consider the impacts on state budgets.

Senator Bingaman

Question to Governors Warner and Huckabee: Position on Block Grants

1. Just last year when the Finance Committee met we were discussing a proposal by
the Administration to cap or block grant federal Medicaid matching funds to the
states. As leaders of the National Governors Association this past December, you
both issued a letter arguing that “reform. ..should not be part of a 2006 budget
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reduction and reconciliation process, especially if it does nothing more than shift
additional costs to states.”

What is the position of the National Governors Association on block grants or the
imposition of arbitrary caps on federal Medicaid spending to states?

A) Governors are opposed to arbitrary caps or limitations on federal funds in the
Medicaid program.

uestion to Governors Warner and Huckabee: Two-Year Medicare Disability
Waiting Period
2. Ttis also been NGA policy that the federal government should bear a greater share
of the financial burden for those who are dually eligible for both the Medicare and
the Medicaid programs. As you note, 42 percent of total Medicaid spending is
currently for “dual eligibles,” who are low-income seniors or disabled citizens.

Senator DeWine and I have recently introduced legislation entitled “Ending the
Medicare Disability Waiting Period Act.” Currently, people who are severely
disabled and qualify for Social Security Disability Insurance, or SSI, must wait
two years after receiving their first disability check to receive Medicare coverage.
An estimated 40 percent of those people stuck in the waiting period, who by
definition are severely disabled, receive Medicaid coverage at a cost of several
billion dollars a year to the Medicaid program until Medicare finally kicks in.

House Ways and Means Chairman Bill Thomas recently questioned this policy as
well. Would the states support eliminating the two-year Medicare disability
waiting period, as it would save the Medicaid program billions of dollars while
also improving care and treatment for some of nation’s most vulnerable citizens?

A) If Medicaid reforms are enacted that provide more savings than expected, it
would be appropriate to consider reinvestments into the program.

Question to Governors Warner and Huckabee: Pregnant Women Coverage
3. Medicaid has a strong history of making sure pregnant women can get early
prenatal care, which helps ensure healthy babies. And babies born without good
prenatal care may need high levels of health care over many years. Doesn’t it
make sense that we should do everything we can to encourage early and
comprehensive prenatal care, including requiring no copays for these services?

A) The goal behind the increased flexibility being sought in the Governors’
proposal is not to decrease use of appropriate services, but to be able to better
manage state Medicaid programs in order to improve health care delivery.
Governors recognize the importance of providing access to certain services,
including preventive services such as prenatal care.
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uestions to Governors Warner and Huckabee: Grandparents as Primary
Caregivers

4. With respect to your policy on long-term care, I am concerned about the impact
on grandparents as caregivers. For example, Mr. and Mrs. Brown are the primary
caregivers for their 16-year-old grandchild. Over the last three years they have
paid $20,000 for support of their grandchild. Mr. Brown suffers a stroke and
needs long term care. Mrs. Brown has total liquid assets of $50,000. Mr. Brown
is otherwise eligible but will not be approved for Medicaid because of the $20,000
expenditure for his grandchild. Instead, Mrs. Brown will be placed in the
precarious position of paying privately for six months that will, at today’s costs,
totally exhaust her $50,000 nest egg.

It is my understanding that grandparents that help their grandchildren as primary
caregivers may some day be turned away from nursing home care because they
helped financially support their grandchildren. How would your policy prevent
that from occurring?

A) The scenario outlined in the question would probably be handled by states’
existing Medicaid practices. For example, in reviewing asset transfers as part of
determining Medicaid eligibility many states use a “rebuttable presumption”
standard. Under a rebuttable presumption standard, the law makes a presumption
that can be rebutted with the presentation of specific evidence. In the case of
asset transfers, the rebuttable presumption device might work as follows: In the
scenario presented above, it is clear that Mr. and Mrs. Brown have not been
providing the $20,000 as a means to become eligible for Medicaid. They would
be able to present evidence to the Medicaid program that the transfers were for the
legitimate purpose of supporting a grandchild. However, if another set of
grandparents transferred assets with the clear intent to use estate planning to later
qualify for Medicaid; applicable look back periods would apply.

uestion to Governors Warner and Huckabee: Dental Care
5. Ithink we can agree that prevention should be a core precept of the Medicaid
program, since it results in overall savings to the health care system. We know for
instance that when low income children receive preventative dental care their costs
are almost 40% lower than those who do not. Furthermore, when you compare the
cost of managing symptoms related to tooth decay, it costs approximately 10 times
more to treat Medicaid patients in the emergency room than these same patients in a
dental office. Further we know that failure to prevent dental problems has long term
adverse consequences that are not only costly but affect overall health.

Does the National Governors Association believe that a comprehensive dental benefit
equivalent to what is provided under current law should be maintained in the federal
Medicaid program?

A) The goal behind the increased flexibility being sought in the Governors® proposal
is not to decrease use of appropriate services, but to be able to better manage state
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Medicaid programs in order to improve health care delivery. Governors recognize
the importance of providing access to certain services, including preventive services
for children such as dental care.

Question to Governors Warner and Huckabee: T-2 Disability Workload Problem
6. The Social Security Administration (SSA) has discovered a computer processing glitch
that resulted in a failure to identify Supplemental Security Income (SSI) recipients who
had become eligible to receive Social Security Disability Insurance (SSDI).

According to the American Public Human Services Association, “The SSA system
checks earnings records against the SSI records to identify individuals who should be
receiving SSDI. If the system finds an SSI recipient who is eligible for SSDI, it places a
diary on the SSIrecord. This diary alerts the SSA field office to send a notice to the
recipient, asking them to apply for SSDI. As a result of the SSA processing glitch, the
diary was never posted to the SSIrecord of numerous beneficiaries and they were not
notified that they needed to apply for SSDI. SSA is still working to determine the full
scope of the problem, but it is estimated that 500,000 individuals eligible to receive SSDI
did not receive benefits due to this system error.”

The effect would appear to a fairly dramatic cost-shift from Medicare to the Medicaid
program. What is the latest status of this issue and how does the National Governors
Association think it should be addressed?

A) Governors have not addressed this issue. However, if Medicaid reforms are enacted
that provide more savings than expected, it would be appropriate to consider
reinvestments into the program.

Question to Governors Warner and Huckabee: State Flexibility in Prescription

Drug Coverage
7. According to the HIV Medicine Association in Mississippi, the Mississippi

Medicaid program has implemented a “policy beginning July 1 that will limit
prescription drug coverage for adult Medicaid beneficiaries to just two brand-
name drugs per month with absolutely no exceptions.” If the standard of care for
HIV disease calls for a combination of at least three antiretroviral drugs to
effectively suppress HIV, this clearly is not effective treatment for people with
HIV and yet states already have such flexibility.

In Florida, there have apparently enacted legislation that would require, each year,
that a patient must first fail on the cheapest mandated medications before a patient
is given access to the medication their physician believes is necessary. While this
might work with some diseases or illnesses, evidence indicates this could be
devastating to patients with mental illness or HIV, for example.

In your statement, you cite examples of how states have not done negative things
with flexibility. However, as these examples indicate, that is certainly not always
the case. Therefore, how can we provide states with added flexibility and yet
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ensure there are not negative consequences to vulnerable populations, such as this
case?

A) Governors are actively secking ways to stretch finite health care dollars to
provide coverage for as many people as possible. There must be a balance
between the needs of the current Medicaid population, the needs of the 45 million
Americans with no health insurance at all, and the stark realities of the limitations
of state budgets. Knowing that shortsighted fixes can result in decreased Medicaid
costs but greater increases in uncompensated hospital care, Governors have every
incentive to ensure that medically necessary services are delivered appropriately
and efficiently to those in need.

Question to Governors Warner and Huckabee: State Flexibility and Prescription
Drug Coverage

9.

According to the HIV Medicine Association in Mississippi, the Mississippi
Medicaid program has implemented a “policy beginning July 1 that will limit
prescription drug coverage for adult Medicaid beneficiaries to just two brand-
name drugs per month with absolutely no exceptions.” If the standard of care for
HIV disease calls for a combination of at least three antiretroviral drugs to
effectively suppress HIV, this clearly is not effective treatment for people with
HIV and yet states already have such flexibility.

In Florida, there have apparently enacted legislation that would require, each year,
that a patient must first fail on the cheapest mandated medications before a patient
is given access to the medication their physician believes is necessary. While this
might work with some diseases or illnesses, evidence indicates this could be
devastating to patients with mental illness or HIV, for example.

Therefore, how can we provide states with added flexibility and yet ensure there
are not negative consequences to vulnerable populations, such as in these cases?

A) Governors are actively secking ways to stretch finite health care dollars to
provide coverage for as many people as possible. There must be a balance
between the needs of the current Medicaid population, the needs of the 45 million
Americans with no health insurance at all, and the stark realities of the limitations
of state budgets. Knowing that shortsighted fixes can result in decreased Medicaid
costs but greater increases in uncompensated hospital care, Governors have every
incentive to ensure that medically necessary services are delivered appropriately
and efficiently to those in need.
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Chairman Grassley, Ranking Member Baucus, and members of the committee, I
appreciate the opportunity to appear before you today to discuss the Medicaid program.
My name is Alan Weil and I am Executive Director and President of the National
Academy for State Health Policy (NASHP). NASHP is a non-profit, non-partisan
organization based in Portland, Maine, dedicated to helping states achieve excellence in
health policy and practice. Before taking my current position I was a center director at
the Urban Institute and, before that, executive director of the Colorado Department of
Health Care Policy and Financing, which is the state Medicaid agency.

As members of this committee, you are aware of the important role Medicaid plays in
financing health care services for an incredibly broad array of Americans including
children, parents, people with disabilities, and the elderly. Medicaid provides financial
support for our safety net institutions which provide needed care to 45 million Americans
without health insurance. And Medicaid fills in many gaps in the Medicare program,
especially in the areas of cost sharing, long-term care, and, for another 6 months,
prescription drugs. There are many sources you can turn to for information on the
Medicaid program; I have attached [only for members of the committee] an article I
wrote a couple of years ago that provides my perspective.

Yet, as you also know, Medicaid costs are putting pressure on state and federal budgets.
Indeed, it is cost pressure that is the primary driving force behind efforts to reform the
program. The challenge is to address these fiscal challenges without harming the health
and functional status of the vulnerable populations the program currently serves. This is
no simple task.

A Bipartisan Framework for Medicaid Reform

Before describing the work we have done in this area, I want to offer a brief framework
for thinking about change in the Medicaid program. If you want to reduce the cost of the
program, there are only three types of options available. First, you can shift costs to
another payer, second you can shift costs to the program’s enrollees, and third you can
make the program more efficient.

Medicaid has a long tradition of taking the first approach—freezing or reducing provider
payment rates to achieve short-term savings. Indeed, this is often the only option states
feel they have when confronting an immediate fiscal crisis. And there is a long tradition
of cost-shifting between the states and the federal government—a tradition that does
nothing to improve the overall functioning of the program.

As states have faced protracted budget difficulties, more have turned to the second
approach—eliminating certain services, capping others, increasing administrative
burdens on applicants, and in some instances reducing eligibility levels. These have
generally been considered options of last resort, but some Medicaid reform proposals
seek to enshrine them as preferred policy. This is a very risky proposition given the
extremely low income of most Medicaid enrollees.
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A truly bipartisan approach to improving Medicaid needs to emphasize the third
approach: making the program more efficient. On a risk-adjusted basis, Medicaid is
actually less expensive than private health insurance. This is primarily due to low
payment rates for services. Despite these low costs, Medicaid administrators and
enrollees have many ideas for how to make the program more efficient. For the sake of
the long-term stability of the program we should use tight budgets as an opportunity to
design a more efficient program.

It is important to note that flexible is not the same as efficient. Those who propose
flexibility should bear the burden of presenting evidence to support concrete steps they
would take with their newfound flexibility to make the program more efficient. You may
decide that cuts are necessary to achieve fiscal goals, but cuts should not hide behind
vague language like flexibility.

There is one important additional factor when considering changes to Medicaid. For
good or ill, Medicaid has become the foundation on which much of our health care
system is built. Medicaid is now intertwined with state mental health systems, services
for people with developmental disabilities, school-based health, child protective services,
Jjuvenile justice, public health, and welfare reform. Medicaid serves as a source of
catastrophic coverage that helps make private health insurance more affordable. And
Medicaid provides coverage for low-income families who would otherwise be uninsured.
Changes to Medicaid can have ripple effects through all of these systems, and can make it
more or less likely that your other efforts to reduce the number of Americans without
health insurance will succeed. Thus, it is important that you consider changes to
Medicaid in context.

Making Medicaid Work for the 21st Century

I am pleased today to be able to present to you the results of an 18-month project
undertaken by NASHP with major funding from the David and Lucile Packard
Foundation and additional support from the Robert Wood Johnson Foundation, AARP,
and the Agency for Health Care Research and Quality within the U.S. Department of
Health and Human Services. The project was called Making Medicaid Work for the 21st
Century and began in 2003 when NASHP convened a group of state officials and national
experts with a broad range of experience in the Medicaid program to develop
recommendations that would make the program more effective and successful. (A list of
the workgroup’s members is included as Attachment A.)

The workgroup approached its topic in a spirit of compromise, understanding the need to
balance meaningful federal standards with state flexibility in program design and
implementation. Before making recommendations, the workgroup stated the importance
of viewing its recommendations as a total package because the recommendations are
interrelated and reflect a complex balancing of interests. The report is the result of a
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consensus process, so no individual member should be viewed as having adopted the
recommendations as his or her preferred position.

The final report of the workgroup identified many opportunities for strengthening the
Medicaid program and enabling it to continue to play a critical role in the country’s
health care system. The report’s detailed recommendations identify opportunities for
improvement in all areas of the Medicaid program and include calls for simplifying and
expanding eligibility, increasing program flexibility for optional populations, improving
coordination and integration with the Medicare program and private insurance, adjusting
current financing mechanisms, and providing states with tools to manage the long-term
care system and, in the process, rebalance the institutional and home and community-
based care systems.

Key recommendations were developed for Medicaid eligibility, benefits, and financing
and include the following.

Eligibility

The workgroup regarded as its most significant recommendation that Medicaid should
provide comprehensive health care coverage for the poorest Americans—all people with
incomes at or below the federal poverty level—without regard to age, family structure, or
bealth status. This new national minimum eligibility level would apply in all states and
would replace the current system of categorical eligibility which ties Medicaid eligibility
to other matters such as age, family structure, and health status.

In addition:

¢ The workgroup recommended continuing the existing option for states to extend
Medicaid coverage to eligibility groups with income above minimum federal
requirements.

¢ Current requirements to cover children and pregnant women with incomes above the
poverty level should be preserved.

e States should be offered more flexibility in determining eligibility, including the
ability to simplify eligibility requirements by basing eligibility just on income.

® States should be given new options for setting financial and functional criteria to
qualify for long-term care services. States should be permitted to modify income and
assets tests to allow those applicants seeking community care who are most likely to
use up their resources within a short time of entering a nursing home to qualify for
Medicaid financed acute and community care (but not institutional services) while
they are still in the community. States should also be permitted to set different
functional criteria for institutional and community long-term care services.
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Benefits

The workgroup recommended that all individuals covered up to the new national
minimum eligibility level be entitled to the same set of acute, primary care, and long-term
care benefits provided under current Medicaid law.

For individuals with income above the mandatory level, states should be allowed to offer
the current Medicaid benefit package or a lesser, but still comprehensive, set of benefits
that meets certain benchmark standards. If a state chose to offer benefits to an optional
group, it would be required to offer acute and preventive care, but could choose whether
or not to offer long-term care. States could also choose to offer a different long-term care
benefit package to optional eligibles than they do to the mandatory group.

The workgroup recommended continuing current rules that limit cost sharing to nominal
levels for mandatory eligibility groups. The group recommended that states have the
option to set higher levels of cost sharing for optional eligibility groups.

In addition:

¢ The workgroup gave special attention to waiver recommendations for long-term care
and home and community-based services (HCBS). Given that HCBS waivers now
exist in every state, the workgroup recommended that states have the option of
converting these waivers into an ongoing program within Medicaid. These services
would no longer be subject to the waiver requirements of cost neutrality and periodic
renewal, and states could retain certain features of their waivers such as the ability to
limit the number of participants.

o Parents of Medicaid-eligible children should be able to choose to enroll their children
in the SCHIP program so long as certain enrollee-protection standards are met.

Financing

The workgroup evaluated the current financing structure in which the federal government
matches qualifying state Medicaid expenditures, and it rejected the need for radical
restructuring of this approach. Specifically, the workgroup recommended against
converting Medicaid financing into a block grant to states.

The workgroup recommended that revisions be made in the formula and process for
establishing the federal matching percentage (FMAP). The FMAP needs to be setin a
way that more quickly and accurately reflects changes in the economy and in the fiscal
capacity of states.

The federal government should provide more support to states for the Medicaid costs
associated with low-income persons enrolled in Medicare. This increased level of
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support should be provided in conjunction with efforts to improve care coordination and
program management between the two programs.

In addition:

e The federal government should provide states with an enhanced match (at the SCHIP
rate) for the new costs associated with simplifying and expanding eligibility to
include all Americans with income at or below the federal poverty level.

e States should be given new opportunities to coordinate Medicaid coverage with
private, employer-sponsored insurance through premium assistance programs. States
should be allowed to implement premium assistance programs under a state plan
amendment with certain features that now require a waiver, such as policies related to
wrap-around benefit coverage, wrap-around cost sharing, and crowd-out prevention.
Further, states should be allowed to require employers to enroll their Medicaid-
eligible employees in the employer’s health plan at times other than the open
enrollment period.

Other Recommendations

The workgroup made additional recommendations related to needed changes in
Medicaid, including the following.

* Allowing states to extend eligibility for Medicaid financed home and community-
based (but not institutional) long-term care services to applicants whose incomes are
low enough, but whose assets are too high, for them to qualify for Medicaid—if the
cost of institutional care would soon deplete their assets enough to qualify for
Medicaid.

» Extending the federal policy of reimbursing states 100 percent of the cost of services
provided to American Indians/Alaskan Natives in Indian Health Service or tribal
facilities to include all services provided to this group regardless of where the service
is delivered.

Concluding Remarks

We learned two important lessons as we carried out the Making Medicaid Work for the
21% Century project. First, there are many opportunities to strengthen and improve the
Medicaid program. These opportunities fall largely into the third category of change I
described earlier: making the program more efficient and effective. People who work
with the program are skeptical of grand claims for large savings, and they know how hard
it can be to put good ideas into practice. Still, there are concrete steps that the federal
government and states can take to improve the program without simply shifting costs to
others or increasing costs for the most vulnerable Americans.
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Second, while NASHP serves state officials who have a great deal of experience with the
Medicaid program, the state perspective must be balanced against other critical
perspectives, including those of more than 50 million Americans who are enrolled in the
program. States bring a wealth of experience and expertise to discussions of Medicaid’s
future. The program has certainly been strengthened by the lessons learned from state
experimentation. While states have a tremendous stake in Medicaid’s success, we are not
the only ones with such a stake. Our deliberations benefited greatly from the inclusion of
multiple perspectives to assure that in looking out for the interests of the states we did not
fail to consider the interests of others.

On behalf of NASHP and those who helped us with our work, I am pleased to share with
you the results of our deliberations and to let you know that we stand ready to assist you
in any way possible to strengthen and improve the Medicaid program.
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There’s Something About
Medicaid

Medicaid suffers from a chronic mismatch between what we ask it to
do and what we are willing to pay.

by Alan Weil

PROLOGUE: In the realm of political rhetoric, Medicaid has never been able to
shake its metaphorical status as a stepchild—“fundamentally a welfare program
for the poor,” as one powerful congressional committee chairman dismissively de-
scribed the program last year. In reality, however, it is much more than that.
Medicaid has now overtaken Medicare in both enroliment and spending to be-
come the largest health insurance program in the United States. It insures
one-fifth of the nation's children and pays for one-third of all childbirths. It fi-
nances nearly 40 percent of all long-term care expenses, more than one-sixth of all
drug costs, and half of states’ mental health services. It is, in a much-improved
metaphor coined in the following essay, the “workhorse” of the U.S. health system.

In this overview of Medicaid’s indispensible role, Alan Weil of the Urban Insti-
tute explains how and why the program has been “called upon to solve all manner
of health-related problems that no other institution or sector of the economy is
willing to address.” Services for pregnant women and children are the best-
known example, but Medicaid is also the largest payer for services for AIDS pa-
tients, supports coverage under the “ticket to work” program for people with dis-
abilities, covers treatment for breast and cervical cancer in forty-four states, and
pays for drugs and cost sharing for lower-income Medicare beneficiaries.

Weil explains that the flexible state-federal structure and funding of the
Medicaid program has been the key to its utility in filling out the infrastructure of
the health system. But in the periodic fiscal crises that put the program in the
crosshairs of state budget overseers, it becomes a victim of its own success.
Medicaid is inevitably subject to daunting cost increases, and the people it serves
are much less able than Medicare beneficiaries are to make their voices heard
when the pressure to rein in public spending is greatest.

Weil is director of the Urban Institute’s Assessing the New Federalism project,
designed to track and evaluate changes in state and federal health, welfare, and so-
cial service programs. He formerly held a Cabinet-leve] position as director of Col-
orado’s Medicaid agency, among other responsibilities, and was a member of the
Clinton administration’s health care task force. He holds a master’s degree in pub-
lic policy from the Kennedy School of Government and a juris doctor from Har-
vard Law School. .
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ABSTRACT: In the thirty-seven years since its creation, Medicaid has grown in terms of
whom it covers and what it costs. Current rates of Medicaid enroliment and cost growth are
high relative to state budget capacity, but not by historical standards. The current Medicaid
fiscal crisis is a result of weak state fiscal conditions and the gradual accretion of popula-
tions and services covered by Medicaid. States view Medicaid as an essential part of their
current strategies to provide insurance to their low-income populations, cover the chronic
care needs of people with disabilities and the elderly, and finance the health care safety
net. Medicaid has accomplished much, and it can continue to do so if the underlying fiscal
pressures and tensions built into it are addressed.

1995 Congress passed legislation to repeal the program and replace it with

“Medigrants,” which would have provided states with a fixed sum of
money and tremendous flexibility regarding which populations and services to
cover. With President Clinton's veto of the legislation, efforts to convert Medicaid
into a block grant came to an end. Total expenditures on the program then grew at
their lowest rate in history—an average of 3.6 percent between 1995 and 1999.! Af-
ter years of growth, Medicaid declined slightly as a portion of state budgets during
this period.? In 1997 strong federal revenue projections created room in the budget
for the new State Children's Health Insurance Program (SCHIP). For the last half
of the 1990s Medicaid was out of the spotlight, while states and the federal govern-
ment focused their attention on implementing welfare reform and SCHIP.

Those days have come to an end. In 2001 and 2002 Medicaid spending growth
rates broke back into double digits.* The Congressional Budget Office (CBO) now
projects a federal growth rate of 12 percent in 2002 and an average of 9 percent a
year for the next ten years.* States reported an 1l percent increase in their
Medicaid spending in 2002.% This news comes at a time when state budgets are
under unprecedented pressure. The Rockefeller Institute reports the sharpest de-
cline in state tax revenues since it began tracking them in 1991. The second quarter
2002 decline of 10.4 percent from the same period one year eatlier follows on the
heels of three previous quarters of year-on declines, and September 2002 data sug-
gest that the third quarter 2002 will continue this downward trend.® Thirty-one
states reported fiscal year 2001 Medicaid spending in excess of budget appropria-
tions, and as of May 2002 twenty-eight states reported this for FY 20027 The fed-
eral budget is in deficit in FY 2002 after four years of surpluses.

In 1995 the need to cut growth in the program to balance the federal budget
kicked off debates over major Medicaid reforms. Now states are taking the lead,
proposing fundamental changes in the fiscal relationship between states and the
federal government ® States are not asking for block grants, but the word “unsus-
tainable” appears in most descriptions of trends in Medicaid spending.

If money is at the heart of debates over Medicaid, the millions of indigent peo-
ple whose varied and complex medical needs are met by the program are its soul.

j FTER A GOOD RUN OF FIVE YEARS, Medicaid is back in the crosshairs. In

14 January/February 2003
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“The fiscal pressure Medicaid now faces is more an indication of
the program’s success than of its failure.”

The amount of human suffering the program alleviates is immense. In the absence
of a comprehensive health care system that meets the acute and chronic care needs
of the nation, Medicaid perfectly fits the metaphor of the “safety net.”

Medicaid is a program loved by few, denigrated by many, and misunderstood by
most. It is at least three different programs in one: a source of traditional insurance
coverage for poor children and some of their parents; a payer for a complex range
of acute and long-term care services for the frail elderly and people with physical
disabilities and mental illness, many of whom were once middle class; and a source
of wraparound coverage for low-income elders on Medicare. Eligibility criteria,
services used, and costs vary greatly across these populations, challenging those
who would make generalizations about Medicaid.

Medicaid is often criticized, and often for contradictory reasons. Medicaid is
costly, its budget is difficult to control, and governors argue that rising Medicaid
costs get in the way of other priorities such as education and public safety.® Yet
providers are routinely paid less by Medicaid than they are by other payers, en-
rollees often learn that finding a provider who will accept Medicaid is not easy,
and concerns periodically emerge about quality, especially in nursing homes and
managed care—problems that could be ameliorated by spending more money.*®

Medicaid is criticized for its rigid rules—with multipage application forms, ex-
tensive documentation requirements, dozens of federally defined eligibility cate-
gories, and court-imposed benefits. Yet states establish eligibility levels, deter-
mine which services are covered, set payment rates for providers, and define
licensing and quality standards for providers and health plans, leading to tremen-
dous variety in who has and what it means to have a Medicaid card. States vary in
the percentage of the population they cover with public programs and in how
much they spend on them.! Waivers—the federal government’s process for grant-
ing states flexibility within constraints—have freed the program from some of its
rigidity but have also opened the program to criticism for undermining the basic
rights of the eligible population and contravening congressional intent.”?

In this paper I argue that the fiscal pressure Medicaid now faces is more an indi-
cation of the program’s success than of its failure. Medicaid has become the work-
horse of the U.S. health care system. When the nation has identified a new prob-
lem—from a population that needs health coverage to a provider or health system
in need of financial support—Medicaid has gotten the call. These decisions, initi-
ated at times by the federal government and at times by states, have yielded the
large and rapidly growing Medicaid program we have today. Medicaid’s crises are
an indication of the mismatch between our ambitions for the program and the re-
sources we commit to it.

HEALTH AFFAIRS - Volume 22, Number | 15
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What Is Medicaid?

B Eligibility. Medicaid eligibility has expanded steadily since the program’s en-
actment in 1965.° The program began as an adjunct to cash welfare, meaning that it
primarily covered very-low-income single parents and their children, and the aged,
blind, and disabled. Expansions beyond this base have been most notable for chil-
dren and pregnant women. As of 30 September 2002 the phase-in of a 1989 federal
law is complete, making all poor children under age nineteen eligible for Medicaid.
States must also cover children under age six and pregnant women with incomes up
to 133 percent of the federal poverty level. States can set more generous eligibility
standards, and thirty-eight have done so for infants and pregnant women, while
twenty-two have done so for children ages 1-5. Most states have extended eligibil-
ity to children up to 200 percent of poverty through SCHIP” Medicaid covers 55
percent of all poor children and about 20 percent of children overall

Coverage of nondisabled adults is far more limited. While children are eligible
based upon family income, adult eligibility is limited to pregnant women and par-
ents in families eligible for cash welfare under historical rules.” Since the income
threshold for welfare in the median state is only 45 percent of poverty, most
low-income parents are ineligible for Medicaid.’® Thirty-nine states have medi-
cally needy programs for adults who fall into an eligibility category but whose in-
comes exceed formal program standards.” Notably absent from the list of eligible
adults are those without children in the home, who make up 62 percent of the
adult uninsured population.” These adults can be covered only through waivers.
In 1999 Medicaid covered 5 percent of nonelderly adults and 15 percent of those
with incomes below 200 percent of poverty.”

People of all ages with disabilities are eligible for Medicaid if they meet the
stringent income, asset, and disability standards of the federal Supplemental Se-
curity Income (SST) program or if they are receiving similar state supplements and
the state chooses to extend eligibility to this group. States have a variety of addi-
tional federal options available to them to extend eligibility to people requiring
long-term care services even though their income exceeds SSI eligibility limits.??
Certain low-income elders on Medicare are eligible for assistance with Medicare
cost sharing. Qualified Medicare Beneficiaries (QMBs), with incomes below pov-
erty, have all Medicare cost sharing covered, while Specified Low-Income
Medicare Beneficiaries (SLIMBs), with incomes up to 120 percent of poverty, have
their Medicare Part B premiums covered.

W Covered benefits. Medicaid provides a comprehensive benefit package for
those who enroll. The federal government mandates coverage of thirteen services,
including inpatient and outpatient hospital services; physician services; laboratory
testing and x-rays; nursing home and home health care; family planning; and for chil-
dren under age twenty-one, a broad supplementary package known as Early and Pe-
riodic Screening, Diagnosis, and Treatment (EPSDT). There are also more than a
dozen optional benefit categories, including prescription drugs, which all states

16 January/February 2003
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cover; intermediate care facilities for the mentally retarded (ICE-MR), which
twenty-two states cover; and optometric services (twenty-eight states), dental ser-
vices (twenty-six states), and prosthetic devices (thirty-one states).”

Medicaid benefits must be provided at no cost to children and pregnant women
and with only “nominal” copayments for adults, which the federal government has
interpreted to mean generally no more than $3, with coinsurance rates up to half
the cost of the first day of institutional care.? No premiums can be charged, and
there are no deductibles to meet before coverage begins.? States have latitude to
define the “amount, duration, and scope” of the services they provide, and some
states have chosen to limit the number of prescriptions, inpatient hospital days,
and various therapies a recipient can receive each month.

The comprehensive nature of Medicaid benefits is often misunderstood. The
breadth of covered services reflects the complex needs of the disabled population
the program serves. The strict limitations on cost sharing reflect the recipients’
absence of disposable income; median annual household income of children en-
rolled in Medicaid was $11,300 in 1997, and for nonelderly adults it was only
$10,000.% These aspects of Medicaid have led some to refer to it as a Cadillac and
to object to the provision of very-low-cost health services to some when other
low-income people without health insurance receive no government assistance at
all. These critics raise legitimate questions about the fair allocation of limited re-
sources, especially as Medicaid expands beyond the poorest population. Still, the
program design reflects the needs and resources of the population it serves.

H Enroliment and spending. Enrollment in Medicaid has climbed from four
million in 1966 to forty-seven million in 2002 During the same period expendi-
tures have grown from $0.4 hillion to $257 billion.?® Although children and
nondisabled adults account for the majority of Medicaid enrollment, two-thirds of
spending goes toward services for the elderly and disabled (Exhibit 1).

Not everyone who is eligible for Medicaid enrolls. Enrollment is free, but it is
not always easy or convenient. Seventy-two percent of eligible children and 51 per-
cent of eligible nonelderly adults are estimated to actually enroll.? Participation
among eligible QMBs is estimated at 78 percent, while it is only 16 percent for
SLIMBs.*®

Exhibit 2 breaks down Medicaid spending by service. Nursing home care, man-
aged care (which covers hospital, physician, and other services), and inpatient
hospital care dominate the program, although home care and prescription drugs
also represent substantial shares.

A common misperception is that the elderly and disabled primarily use
long-term care services, while spending on acute care services is primarily for
other adults and children. In fact, while almost all nursing facility, ICE-MR, and
home health spending is on behalf of elderly and disabled enrollees, this group also
accounts for 85 percent of prescription drug costs, more than half of inpatient and
outpatient hospital spending, and nearly half of physician services.*

HEALTH AFFAIRS - Volume 22, Number ! 17
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EXHIBIT 1

Medicald Enroliment And Spending, By Eligibility Group, 1998

Percent
® DSH
M Children

Nenelderly adults

M Blind and disabled
B Eiderly

Enroliment Spending

SOURCE: Urban Institute estimates prepared for Henry J. Kaiser Family Foundation, “The Medicaid Program at a Glance”
{ ington: Kaiser Commission on Medicaid and the Uninsured, January 2001).
NOTES: DSH is disproportio hare hospital. Admini; i P are excluded.

The Perfect Storm?

The preferred metaphor for Medicaid and state budgets today is “The Perfect
Storm,” recalling the movie of that name in which a powerful and unusual conflu-
ence of events led to disaster. According to this story, the three winds of today’s
Medicaid storm—growing enrollment, high medical inflation, and plummeting

EXHIBIT 2
Medicald Spending By Service, 2001

Inpatient mental heaith Other services

N 2% 8%
Payments to Medicare / Nursing facilities
2% - 19%
Physician, iab, x-ray\\ h
4%
ICF-MR
5%
Outpatient ca7;eﬁ/ : Prepaid/managed care

14%

DSH payments
7%

L Inpatient care
Prescription__ ~~13%
drugs

9% \Home care

10%

SOURCE: B. Bruen, Urban Institute, unpublished data.
NOTES: ICF-MR is intermediate care facilities for the mentally retarded. DSH is disproportionate-share hospital.
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state revenues—are combining to place extreme pressure on the program.

Medicaid costs are certainly rising through a combination of enrollment
growth and medical inflation. According to the National Association of State Bud-
get Officers (NASBO), state-funded Medicaid spending increased by 11 percent
from FY 2000 to FY 2001 and is expected to increase by another 134 percent in
200232 Two recent analyses have examined the components of this growth. Brian
Bruen and John Holahan use administrative and case-study data to examine
Medicaid's challenges in 1999 and 2000. They find that a number of factors are at
play: rebounding enrollment after declines in the wake of welfare reform, contin-
ued steady increases in enrollment of the elderly and people with disabilities, rap-
idly growing drug costs, and the demise of managed care as a source of cost con-
trol.® Vernon Smith and colleagues interviewed Medicaid officials in all fifty
states. They identify four factors most commonly cited by state officials to explain
increasing Medicaid spending in 2002: prescription drug costs, enrollment in-
creases, increased cost and use of medical services, and long-term care.*

Yet these two winds in today's storm, while strong, are generally consistent
with past experience. Medicaid enrollment has picked up, but if it is largely the
result of SCHIP outreach and a rebound after welfare reform, it is concentrated
among the least costly populations. In fact, enrollment growth among people with
disabilities, the most expensive Medicaid population, averaged 5.3 percent per
year over the past twenty-five years—a rate higher than in recent years.*> Simi-
larly, recent annual increases in national health spending of 8-9 percent are high
compared with the mid- and late 1990s, but they are quite consistent with growth
rates experienced in much of the 1970s and 1980s.%

It turns out that states have a remarkable ability to absorb even high rates of
Medicaid cost growth. Exhibit 3 shows the percentage of new state tax revenues
generated each year that have been devoted to Medicaid. With the exception of a
spike during the fiscal crisis of the early 1990s, states have had many new revenues
to spend each year even after paying for Medicaid cost increases.

Today’s storm is almost entirely attributable to the tremendous stress on state
budgets. As noted above, state revenue collections have fallen for the past few
quarters. The scale of these revenue declines was largely unanticipated: States’
collections from their major tax sources are running 5.6 percent below the esti-
mates that were used when FY 2002 budgets were enacted.”” When data for 2002
are available, the line in Exhibit 3 will go off the top of the chart, since the ratio is
infinite in today’s unique circumstance of declining nominal state tax revenue.

M The underlying fiscal problem. The danger in dissecting each Medicaid fiscal
crisis is that it makes them appear to be anomalies, each with its own etiology that if
diagnosed and treated will resolve the crisis until an entirely new problem emerges.
Unfortunately, a more appropriate view is to recognize that Medicaid operates from
a high base of growth that is easily susceptible to shocks. Medicaid pays for health
care services, which exhibit long-term growth rates in excess of general inflation

HEALTH AFFAIRS - Volume 22, Number | 19
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EXHIBIT 3
Percentage Of Increase In State Tax Revenues Consumed By State Medlcaid
Spending, By Year, 1968-2001
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SOURCES: Centers for Medicare and Medicaid Services (CMS) Form 64 data; and U.S. Census Bureau, Annua! Survey of State
and Local Government Finances and Census of Governments, various years,
NOTE: Revenue is reported for state fiscal years; spending is reported for federal fiscal years.

and in excess of prevailing economic growth. The most expensive populations
Medicaid serves—elders and people with disabilities—are growing steadily. These
two characteristics assure that on average, Medicaid will experience cost trends
that outpace overall economic growth (Exhibit 4). The Medicaid cost crises of the
early 1990s and early 2000s represent extremes, but Medicaid cost growth is sub-
stantial even in normal times.

Thus, it turns out that the appellation “The Perfect Storm™ is somewhat mis-
placed. A better characterization would be to view the late 1990s as “The Perfect
Calm.” A period of low medical inflation, stable or declining Medicaid rolls, and
booming state revenues represents the true anomaly. In the longer view, it is the
late 1990s, not the early 2000s, that stand out as different.

The Curse Of Success

Another important part of the Medicaid cost story is that the program is called
upon to solve all manner of health-related problems that no other institution or
sector of the economy is willing to address. The Medicaid platform has been built
upon to cover new populations, support critical health care providers, compen-
sate for the limitations in public and private insurance programs, and support
other institutions facing fiscal difficulties.

M Covering populations. Medicaid coverage has expanded well beyond the
original cash-assistance populations of single mothers with children and people re-
ceiving payment under state Aged, Blind, and Disabled programs. In fact, the major-
ity of Medicaid recipients do not receive any cash benefits*® Over the years
Medicaid eligibility has expanded to meet the needs of various new populations.
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EXHIBIT 4
Growth In Varlous Indicators, 1976-2001, Indexed To 1976 Values (1976 = 1)
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National health spending

6 Federal tax revenues
State tax revenues
Nominal GDP
1
1976 1980 1990 2001

SOURCES: For federal and state Medicaid spending, Centers for Medicare and Medicaid Services (CMS) Form 64 data; for
national health spending, CMS Office of the Actuary; for federal tax revenues, Congressional Budget Office, The Budget and
Ecenomic Outlook: Fiscal Years, An Update (Washington: CBO, August 2002); for state tax revenues, U.S. Census Bureau, Annual
Survey of State and Local Government Finances and Census of Governments, and U.S, Census Bureau, Governments Division,
July 2002; and for nominal gross domestic product {GDP), LS. Department of Commerce, Bureau of Economic Analysis,

NOTE: National health spending and GDP are reported for calendar years, state tax revenues for state fiscal years, and Medicaid
spending and federal tax revenues for federal fiscal years.

Pregnant women. In 1989 the federal government required states to cover low-
income pregnant women who were not receiving cash welfare. This coverage was
designed to improve access to prenatal care, thereby improving birth outcomes.
Medicaid now pays for one-third of all childbirths. Many low-income pregnant
women had been receiving prenatal care in hospitals and clinics funded by states
and counties.* Thus, as is the case with many Medicaid expansions, this one had
three effects: to increase access to care, to shift part of a historically state and local
funding responsibility to the federal government, and to reduce the uncompen-
sated care burden on some providers.

Children. As discussed above, coverage for children has expanded well beyond
the base of those in families receiving cash welfare payments. While children are
the least expensive eligibility group per capita, costs for infants can be substantial.

HIV/AIDS. Medicaid is the largest payer of medical services for people with
AIDS. The program serves more than half of all people with AIDS and as many as
90 percent of children with AIDS.* However, because SSI is only available to peo-
ple who are disabled, people who are HIV-positive but asymptomatic or with lim-
ited symptoms cannot obtain Medicaid under traditional eligibility rules. Califor-
nia recently decided to apply for a waiver to cover people in this circumstance.*

Undocumented immigrants. Undocumented immigrants are prohibited from re-
ceiving most public social service benefits, including cash welfare. While
Medicaid does not cover the routine medical needs of this group, it does pay for
emergency services, including childbirth. This policy reflects recognition that
these services must be provided under the Emergency Medical Treatment and Ac-
tive Labor Act (EMTALA) of 1986 and therefore will be provided as uncompen-
sated care if there is no other payment source.

Ticket to Work. In 1999 Congress enacted the Ticket to Work and Work Incen-
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tives Improvement Act, which allows states to expand Medicaid coverage to cer-
tain people with disabilities whose incomes are too high to qualify for SSI. This
new source of coverage is designed to address the fact that many people with dis-
abilities are able to work but by choosing to do so earn too much income to qualify
for Medicaid. These workers may work in firms that do not offer health insurance,
may work too few hours to qualify for that coverage, or, if they do have coverage,
are likely to find that the benefits do not include certain therapies, home care, du-
rable medical equipment, or expensive pharmaceuticals.

M Supporting systems. Medicaid coverage benefits providers as well as pa-
tients, and some Medicaid policies reflect the goal of supporting specific providers.

Safety-net hospitals. Medicaid is the source of 41 percent of revenues for safety-net
hospitals.* Most of these revenues are earned through traditional payments for
services delivered to Medicaid-enrolled patients. Some safety-net hospitals also
receive funds through the disproportionate-share hospital (DSH) program. En-
acted in 1981, DSH requires states to consider the burden of serving a large number
of Medicaid recipients or other low-income people when setting hospital pay-
ment rates. Many states have also sought to protect funding streams to safety-net
hospitals as they have entered into managed care contracts.®

Community and migrant health centers. Medicaid is the source of 34 percent of reve-
nues for community health centers (CHCs).* Included in the list of services that
must be covered under Medicaid are those provided by federally qualified health
centers (FQHCs). Of course, FQHCs are not a service at all—rather, they are 2
group of providers. Many FQHCs receive direct funding through Sections 320 and
330 of the Public Health Service Act, and until recently Medicaid law guaranteed
that these providers would be paid 100 percent of their costs in providing services
to Medicaid enrollees.” Thus, federal Medicaid policy assures an additional fund-
ing stream to support these critical-access providers.

Mental health systems. Medicaid is now the largest source of public funding for
mental health services.*® Medicaid’s role here is complex. States ran and paid for
mental health institutions when Medicaid was enacted. The federal government,
attempting to ensure that federal funds would not simply supplant existing state
funds, designed Medicaid eligibility standards in a manner that barred Medicaid
from covering states’ adult institutional populations. Yet in the 1990s some states
designated their mental health institutions as DSH recipients, effectively circum-
venting the federal bar. The General Accounting Office (GAO) reported on six
states that in 1996 were directing between 20 and 89 percent of their DSH funds
to state psychiatric hospitals.*” Medicaid is the primary source of funding for com-
munity-based mental health services, which also receive direct funding through
other programs. In addition, Medicaid is a major payer of substance abuse treat-
ment services.*®

School health. School health systems are a recent addition to the list of providers
funded partially by Medicaid. If they meet the appropriate legal standards, schools
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can bill for services provided to Medicaid-enrolled children just as any other pro-
vider can. This represents a large potential revenue stream for children receiving
special education. In the 1990s some states hired private consultants that used
cost-allocation techniques to determine the share of school health services that
could appropriately be considered Medicaid administrative costs.* Medicaid
paid these costs, often simply replacing existing funding streams in schools.

B Patching holes. Medicaid has been used to fill in holes in other public and pri-
vate coverage.

Medicare. While Medicare is an essentially universal program for people over age
sixty-five, it has substantial gaps in coverage: the near-absence of long-term care
benefits, the limitation of drug coverage to hospital inpatient stays, and the exis-
tence of cost-sharing provisions that place burdens on low-income elders.
Medicaid has received the call to fill in all three of these gaps. The “dually eligible”
population (eligible for both Medicaid and Medicare) receives the full Medicaid
package as a supplement to Medicare and thereby has coverage for long-term care
services and prescription drugs. QMBs and SLIMBs receive assistance with
Medicare’s premiums and cost sharing. Medicaid spending for Medicare eligibles
now accounts for about one-third of the program’s costs.

Breast and cervical cancer treatment. The Centers for Disease Control and Preven-
tion (CDC) provides free or low-cost screening for breast and cervical cancer.
However, the CDC program does not include funding for treatment services. Rec-
ognizing the cruelty of providing screening without treatment, Congress enacted
the Breast and Cervical Cancer Prevention and Treatment Act (BCCPTA) of 2000,
which gives states the option of providing Medicaid coverage to those who are
found to have cancer through the CDC screening process. As of August 2002 plans
for this type of coverage had been approved in forty-four states.®

State Fiscal Burden And Fiscal Relief

Medicaid imposes a substantial fiscal burden on states, and it provides a source
of fiscal relief. The burden comes from growing costs associated with a program
that has expanded dramatically in scope. The relief comes from three sources:
states’ ability to take what had been state, local, or private costs and obtain a fed-
eral matching payment to offset a portion of the costs; states’ ability to meet new
needs while bearing only a portion of the cost; and states’ ability to manipulate the
program to obtain federal matching funds for costs they did not actually bear.

State enrollment and spending reports do not contain sufficient detail to quan-
tify the share of Medicaid cost growth that can be attributed to the program’s
many new responsibilities acquired over time. Nor do they offer a complete pic-
ture of how much fiscal relief the program has provided.

State-federal relations have been harmed by a series of efforts some states have
made to maximize federal revenue, especially when states succeed in capturing
new federal funds without contributing their own general funds. States have re-
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“A primary reason to build upon Medicaid is that it offers the only
infrastructure flexible enough to handle new challenges.”

lied upon an alphabet soup of methods: DSH, intergovernmental transfers (IGT),
and upper payment limit (UPL) strategies.” While these schemes appropriately
gain a high profile, they obscure the facts that a substantial share of DSH funds go
precisely to the purpose established in the program and that the overwhelming
majority of increased Medicaid costs borne by states during the program’s exis-
tence reflect actual costs associated with a growing eligible population requiring
services whose costs grow at a rate that greatly exceeds general inflation.

Why Choose Medicaid?

Tf Medicaid is the subject of such political contention and is regularly criticized
for crowding out other spending priorities, why do we so frequently build upon
its base when we are confronted with a new health policy challenge? There are at
least four reasons, which I discuss below.

B Infrastructure. A primary reason to build upon Medicaid is that it offers the
only existing infrastructure flexible enough to handle new challenges. The program
has a track record of working with a heterogeneous mix of clients: young families,
the frail elderly, people with serious physical impairments, and those with chronic
mental illness. Medicaid has relationships with a diverse set of providers: generalist
and specialist physicians, clinics, hospitals, pharmacists, medical equipment suppli-
ers, nursing homes, home health agencies, therapists, and health plans.

Medicaid is flexible, adapting to changes in the health care marker, such as the
advent of managed care. Medicaid systems are public, assuring that they respond
to political pressures whether coming from client advocates or from providers.
Administrative costs of the program are low, accounting for less than 5 percent of
total costs. None of this is to suggest that Medicaid is flawless, but rather that
Medicaid provides a base from which almost any health matter can be addressed.

M Low-cost purchaser. Medicaid payment rates are routinely lower than those
paid by Medicare and the private sector.®? The reason for this is simple: State
Medicaid programs buy at the margin for populations that would otherwise be able
to make only a small payment or none at all. Medicaid’s low payments often offset
what would otherwise be completely uncompensated care. This gives Medicaid
overwhelming leverage: It sets low rates and generally finds providers willing to ac-
cept those rates. The downside of these low rates is limited access and financial
strain on providers that may affect the quality of care.

B Financing structure. Medicaid’s matched financing structure is inherently
expansionary. The federal government can offer or mandate an expansion in services
or population, knowing that it will only pay somewhat more than half the cost, since
states must pick up the balance. While the era of increasing federal mandates may
have come to an end, the fiscal dynamic has not. Even today the federal government
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can offer states options to expand, such as Ticket to Work or the BCCPTA, knowing
that the federal government’s cost will only be a share.

While states are on the receiving ends of mandates, when it comes to options
they face a dynamic similar to that of the federal government. States can take ad-
vantage of federal options within Medicaid with cost to their own taxpayers of
much less than the total program cost. This makes Medicaid an attractive vehicle
for economic development, with modest state appropriations yielding total
in-state spending of a far greater amount. It also offsets the natural political ten-
dency to underinvest in spending on low-income populations.®

W Safety valve. Ultimately, we turn to Medicaid because it provides a safety
valve for the failure of other systems. The employer-based insurance system is volun-
tary. If we ask too much of it, employers will threaten to or actually drop coverage.
Medicare is a highly politicized and ossified system, and proposed expansions inevi-
tably become mired in broader debates about the structure of the program. Direct
appropriations to solve social problems, such as the precarious financial health of
safety-net providers, are hard to come by. It is not easy, but it is easier, to obtain
funding as part of the much larger Medicaid budget.

Opportunities For Medicaid’s Future

While Congress and the president debate Medicare prescription drugs and a
patients’ bill of rights for the umpteenth time, a quiet revolution has been under
way in state health policy. States are constantly seeking to recalibrate their
Medicaid programs to meet emerging needs. Before the current fiscal downturn
began, two major models of innovation were emerging,

In acute care, the new state model is an effort to combine employer, individual,
and sometimes community or philanthropic contributions with state and federal
funds to provide an adequate health insurance package to those who are unin-
sured. The model takes many forms: premium subsidy or buy-in programs in
which the state contributes to the cost of employer-sponsored health insurance
coverage; expansions of public coverage, sometimes combined with scaled-down
benefit packages; and individual buy-in programs that allow a person or family to
purchase coverage through the state at a subsidized price.

In long-term care, states are gradually but steadily increasing their spending on
home health care and waiver programs designed to offer alternarives to institu-
tional care®* States are also experimenting with consumer-directed care pro-
grams that give clients far more control over the services they obtain and who pro-
vides those services.

What do these innovations have in common? All are trying to smooth out
Medicaid’s rough edges—to change it from an all-or-nothing program to one that
meets a continuum of needs. Yet therein lies the rub. Medicaid costs have been
lower than they would otherwise because of its rigid boundaries. If you do not of-
fer people what they need, fewer will sign up. Blending funding streams and offer-
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ing a continuum of services makes for a better—yet potentially more expensive—
program.

How do we capture the power of this innovation and build upon the strong
base Medicaid has already created? This paper can only take a small step in pro-
posing a better direction for Medicaid. I recommend changes in three areas.

W Increased federal funding. The federal government is in a better position
than states are to respond to increases in health care costs and fluctuations associ-
ated with economic cycles. National health expenditures and Medicaid expendi-
tures have been rising faster than either state or federal tax revenues (Exhibit 4).
Thus, a shift in the cost burden from the states to the federal government does not
eliminate the problem of Medicaid’s consuming an increasing share of public re-
sources. However, compared with the states, the federal government has a broader
tax base, one that is not eroding because of shifts in consumption patterns, and is
not constrained by balanced budget rules that assure that Medicaid spending spikes
will coincide with tight fiscal conditions. There are many ways to structure an in-
creased federal role in funding Medicaid. The details are less important than that a
substantial shift occur.

H Constrained state options on spending. While state “Medicaid maximiza-
tion” strategies are legal, and federal payments are only made in accordance with
federal rules, certain schemes undermine the integrity of the program and harm
state-federal relationships. They also undercut states’ legitimate claims that they are
having difficulty bearing the financial burden of a growing Medicaid program.

With the exception of DSH and administrative payments (discussed in a mo-
ment), states receive federal matching payments only when an enrolled client re-
ceives a covered service and the state pays for the service. The definition of “en-
rolled client” is unambiguous, and “covered services” are also fairly clearly defined.

States legitimately bristle at the idea that the federal government will tell them
how to generate their revenues. In general, whether a state wishes to rely upon
broad-based taxes, local funds, tobacco settlement dollars, or other revenue
sources to pay the state portion of Medicaid costs should be of little concern to the
federal government.

An alternative intervention for the federal government to return the program to
fiscal integrity is more active oversight of payment levels for providers along the
lines of recent UPL limitations. Unfortunately, the track record of the federal gov-
ernment’s intervening in payment rates is poor, with the Boren Amendment lead-
ing to federal courts’ determining nursing home payment rates and FQHC pay-
ment rules impeding the development of managed care. Still, this is the only fix
that is likely work. If the federal government knows that its matching payments
are being used to pay a reasonable price for a covered service delivered to an eligi-
ble client, that should answer all critics and clarify the reasons for Medicaid cost
increases.

Changes in federal policies that affect state revenues and provider payments
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must also address DSH, another funding stream that provides critical support to
some institutions but cannot be defended in its current form. These changes must
be undertaken with great care, should not be made in the middle of a recession,
and must be phased in. Yet, they are necessary if limited federal and state funds are
to be directed to where the need is greatest, not to where state fiscal creativity has
been employed.

W Revised waiver system. States legitimately want to experiment with new ap-
proaches to Medicaid, and the nation gains from these activities. Yet “research and
demonstration” waivers now seem less about research and demonstration and more
about an opportunity to fundamentally modify the program. This view is nicely cap-
tured in policy of the National Governors’ Association (NGA), which says that a
state’s waiver should become permanent after five years if the state meets the
waiver’s terms and conditions and that any state should be able to adopt another
state’s waiver without any review.”” These are policies appropriate for plan amend-
ments, not experiments.

The Bush administration’s new Health Insurance Flexibility and Accountability
(HIFA) demonstration initiative creates a streamlined template for states to sub-
mit waivers under Section 1115 of the Social Security Act. The new waiver policy
raises a variety of risks, but key among them is the possibility that its primary
function becomes to lock in SCHIP funds that states are on the verge of losing be-
cause of low spending on that program. If manipulating spending projections and
financing streams becomes a major feature of the next round of waivers, this will
further erode trust between states and the federal government.

What Medicaid needs is a bifurcation of the current waiver process. On one
path are true experiments, which can teach us the answers to critical questions
such as (1) What are the effects of cost sharing for very-low-income populations
on enrollment, utilization, and health status? (2) Can employer subsidies be
structured in a manner that encourages participation and guarantees an appropri-
ate level of benefits? (3) Can individuals select and manage their providers with
positive health, social, and financial results? For these experiments, the require-
ment of budget-neutrality should be eliminated. The nation has a tremendous
stake in learning the answers to these questions. Surely the Medicaid program can
afford to spend some money to learn if it is using its $257 billion effectively.

On another path should be a series of state plan options that can be adopted
without waivers. States wishing to simplify eligibility standards, eliminate cate-
gorical boundaries to include adults in their programs, or adopt managed care
should be able to do so without a waiver. The available options should be defined
in statute, so that their consideration is public and their implications understood.
In this regard, if states are to be given the option to scale back benefits, charge pre-
miums, or increase cost sharing for some populations, then it should be Congress
that establishes them.
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EDICAID IS ON A ROLLER-COASTER RIDE. Just a few years ago states

were expanding their programs: aggressively pursuing outreach and en-

rollment and considering and adopting coverage for parents and pre-
scription drug programs for elders. While states have largely protected Medicaid
from budget cuts in 2002, if the economic and fiscal downturn continues, cuts in
the program could be substantial.*® Presumably the current Medicaid crisis will
pass as state budgets recover, but at what cost to the low-income population?

Despite its detractors, Medicaid has shown itself to be the best among few op-

tions for addressing a multitude of health problems in the United States. The
greatest risk for Medicaid is that we will continue to ask it to do more, while fail-
ing to provide the resources necessary to carry out its complex mission. [t is amaz-
ing how much the program has accomplished under consistent fiscal stress punc-
tuated by periodic crises and rare lulls. Imagine what it could do to address our
remaining needs if it were not running so close to the edge. Failure to address
Medicaid’s underlying fiscal problems risks marginal care for our nation's most
vulnerable populations and fitful progress toward our nation's health care goals.
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RESPONSE TO WRITTEN QUESTIONS SUBMITTED TO
ALAN R. WEIL

Senator Baucus

On Medicaid financing, the federal formula for Medicaid funding — the FMAP
appears to be a problem for states. First, the FMAP formula isn’t very
responsive to economic change — states can see their federal share drop
just as demand rises. The FMAP also can change a lot from year to year.
Next year, 29 states including Montana will see a drop in federal funds.
Montana stands to lose about 10 million dollars. How should we change the
FMAP to fix these problems?

Response:

Our report includes a number of suggestions for modifying how the FMAP is
updated, but participants in our Medicaid reform project did not agree on all of
the details. There are two sorts of changes that warrant consideration. First are
options that would use more current information in establishing the FMAP.
These options are designed to make sure that FMAP adjustments occur quickly,
providing more support to states when the economy turns down. Second are
options that provide temporary increases in the rate on a formula basis when
certain indicators deteriorate. Options like this emulate the policies for
Unemployment Compensation, the duration of which is automatically extended at
either the state or national level when employment indicators reach certain
levels.

Regardless of the specific approach taken, it is important to note that increasing
the FMAP when state fiscal conditions decline serves a critical function in
guaranteeing that Medicaid coverage is available when people need it the most.
A number of researchers have examined state behavior during the most recent
economic downturn and concluded that the temporary increase in the FMAP
adopted by Congress played a key role in averting more substantial cuts in the
Medicaid program.

2. | have said that we should not balance the budget on the backs of the
states. We also must be careful not do so on the backs of our nation’s most
vulnerable populations. We need to look at policy options that will not only
save money but improve the quality of care delivered to beneficiaries. With
proper care management, for example, some of the high costs of chronically
ill beneficiaries could be avoided. | am interested your thoughts on
improving quality. Based on your research, how would propose to create
savings while improving quality and protecting access to care? What
information is available about the experience with innovative state programs
to support moving in this direction?

Response:

| share your view that savings obtained through improved health care quality are
far preferable to savings that come from cuts in services. About half of the states
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have indicated in recent surveys that they are experimenting with disease
management and other similar programs targeted at Medicaid enrollees with
chronic ilinesses. These programs are mostly in their early days, so the
evidence of their effectiveness with respect to quality and/or savings is limited.

While the concepts behind case management and disease management
programs are sound, they face a number of barriers. Some programs are
overlays on top of the existing delivery system. This approach can provide
needed services, but can also increase, rather than decrease, the degree of
fragmentation in how care is delivered. Low-cost interventions such as
reminding people to take their medications may easily have a positive return on
their small investment, but more comprehensive interventions are expensive and
must show real health gains in order to offset their more significant costs. Most
programs focus on a discrete population with a defined disease, such as
diabetes. However, many of the highest cost Medicaid enrollees have multiple
chronic conditions which must be managed jointly, not one-by-one.

From my review of the evidence, it is too early to identify specific states or
specific models as the ones that are most likely to be effective. Indeed, because
the models vary, it is important that the federal government continue to
encourage state experimentation but not step in and direct all states to a single
model.

Senator Rockefeller

1. Mr. Weil, in your Medicaid paper you mention requiring mandatory eligibility
for all individuals below 100 percent of poverty. This is an idea that |
support. In Congress, we hear a lot of rhetoric about states needing greater
flexibility so that they can cover beneficiaries who are “truly in need.” The
fact of the matter is that most states do not provide coverage now for
individuals many would describe as desperately in need of access to
meaningful health coverage — those living below the federal poverty level.
There is no federal minimum, and allowing states to design flexible benefits
packages means that individuals that states currently cover could lose
access to some of their benefits. Can you talk a little bit about why creating
a federal minimum is a sound and appropriate policy approach when
considering Medicaid reform?

Response:

There are many reasons to support a solid federal minimum standard of
coverage under the Medicaid program. First, the federal government pays more
than half the cost of the program. As such, it has a legitimate interest in how the
program is designed and administered. A floor of coverage is an appropriate
expression of that interest. Second, Medicaid has long suffered from complex
eligibility rules that are one of the reasons so many people who are eligible do
not enroll. A clear, national statement that everyone with family income below
the federal poverty level is eligible for Medicaid, without regard to age, family
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structure, or health status, would simplify the program and aid efforts to explain
to people who is eligible. Third, while the FMAP formula is designed to provide a
stronger incentive to expand Medicaid to poorer states than wealthier states,
wealthier states continue to have more expansive Medicaid programs than
poorer states. A federal floor assures that the gap in eligibility between the most
expansive and most limited states is not too large — retaining some aspects of
Medicaid being a “national” program.

While you are correct in noting that our report calls for mandatory eligibility for
everyone living in poverty, it also calls for increased flexibility for states in
defining eligibility and benefits for people with incomes above the federal poverty
level. These recommendations should be viewed as a pair, as there were
members of our work group who not have supported the one provision if the
other were not also there.

| should also note that state flexibility with respect to how health care is delivered
has led to many positive innovations in the Medicaid program and a great deal of
learning about how to best meet the needs of the population the program serves.
Flexibility along appropriate dimensions does play a positive role in Medicaid.

Senator Bingaman

1. Senator DeWine and | have recently introduced legislation entitled “Ending
the Medicare Disability Waiting Period Act.” Currently, people who are
severely disabled and qualify for Social Security Disability Insurance, or SSl,
must wait two years after receiving their first disability check to receive
Medicare coverage. An estimated 40 percent of those people stuck in the
waiting period, who by definition are severely disabled, receive Medicaid
coverage at a cost of several billion dollars a year to the Medicaid program
until Medicare finally kicks in.

House Ways and Means Chairman Bill Thomas recently questioned this
policy as well. What do you all think about eliminating the two-year
Medicare disability waiting period, as it would save the Medicaid program
billions of dollars while also improving care and treatment for some of the
nation’s most vulnerable citizens?

Response:

Eliminating the waiting period would, as you note, assist a large number of
people with disabilities while also relieving states of a financial burden that is an
artifact of an outdated federal policy. | believe states would respond very
positively to the change you propose.

2. According to the HIV Medicine Association in Mississippi, the Mississippi
Medicaid program has implemented a “policy beginning July 1 that will limit
prescription drug coverage for adult Medicaid beneficiaries to just two
brand-name drugs per month with absolutely no exceptions.” If the
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standard of care for HIV disease calls for a combination of at least three
antiretroviral drugs to effectively suppress HIV, how does this square with
providing states with added flexibility?

Response:

States currently have the authority to define the amount, duration, and scope of
covered benefits. However, limitations on amount, duration and scope cannot be
so substantial as to render the benefit meaningless. When states establish such
limits, they generally have in place some mechanism for granting exceptions.
When states discuss their desire for additional flexibility, they generally refer to
their intention to limit benefits or impose cost sharing on Medicaid beneficiaries
with more resources than those currently covered by the program.

Given the large amount of federal funding devoted to the Medicaid program, it is
appropriate for the federal government to establish minimum standards states
must meet when they administer the program. In our work, we have attempted to
set a balance between minimum standards and state flexibility. That is why we
call for flexibility in conjunction with a higher floor of coverage.

3. Alan, first of all, congratulations are in order as | understand you have a
baby just a few months old that is doing very well.

In your testimony, you point out that you can only save money in Medicaid
by: (1) shifting costs to another payer; (2) shifting costs to the program’s
enrollees; or, (3) making the program more efficient.

Of all the recommendations made by the project Making Medicaid Work for
the 21°% Century, which do you think are the ones we should prioritize for
this year?

Response:

| thank you for acknowledging the birth of my daughter, Rebecca Darcy Weil, on
December 30, 2004. As you note, she is doing very well.

The Making Medicaid Work workgroup viewed all of the recommendations as a
whole representing a balance of many interests. As such, the group would not
endorse selecting a subset of the items and only adopting them. The greatest
risk of considering Medicaid policy in the context of budget reconciliation is the
likelihood that those items that potentially save money will be given higher priority
than others that might have a cost associated with them.

With that understanding, there are some recommendations that do not cost
money, or potentially save money through efficiencies rather than shifting costs
to others, that | encourage you to consider. For example, a series of
recommendations regarding better coordination between Medicaid and Medicare,
if implemented, have the potential to improve care for the most costly populations
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in each program, reduce fraud in both programs, and promote greater
accountability. Our recommendations regarding rebalancing the long-term care
system to encourage more services in the community and fewer provided in
institutions could also improve care, provide new options for a vulnerable
population, and create more efficient systems of care.

Thus, while | believe our entire report warrants review, | would encourage those
who have an eye toward containing program costs to begin by looking at the
options that control costs through efficiencies rather than through shifting costs to
others.

4. The Social Security Administration (SSA) has discovered a computer
processing glitch that resulted in a failure to identify Supplemental Security
Income (SSI) recipients who had become eligible to receive Social Security
Disability Insurance (SSDI).

According to the American Public Human Services Association, “The SSA
system checks earnings records against the SSI records to identify
individuals who should be receiving SSDI. If the system finds an SSI
recipient who is eligible for SSDI, it places a diary on the SSl record. This
diary alerts the SSA field office to send a notice to the recipient, asking them
to apply for SSDI. As a result of the SSA processing glitch, the diary was
never posted to the SSI record of numerous beneficiaries and they were not
notified that they needed to apply for SSDI. SSA is still working to
determine the full scope of the problem, but it is estimated that 500,000
individuals eligible to receive SSDI did not receive benefits due to this
system error.”

The effect would appear to a fairly dramatic cost-shift from Medicare to the
Medicaid program. Do you know what the status of this is and how do you
think it should be addressed?

Response:

This sounds like an important issue, but | do not have additional information on it.

5. Do you believe there should be a federal floor on benefits and cost-sharing
requirements below which no state can deviate? If the federal government
is putting in a majority of the dollars, shouldn’t we have some federal
minimum standards for all Medicaid beneficiaries?

Response:

As | mentioned in response to Senator Rockefeller's question, | do believe
federal minimum standards in Medicaid are appropriate.

The Making Medicaid Work workgroup endorsed a vision for Medicaid that
includes a combination of federal standards and state flexibility. Specifically, the
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group recommended a floor of coverage for everyone with income below the
federal poverty level. For people in that category, benefit requirements and cost-
sharing limits that currently exist in the Medicaid program would be retained.

The workgroup recommended a greater degree of flexibility for people with
incomes above that level. For this group, benefits could be limited, so long as
they met a benchmark standard of comprehensive health insurance coverage. In
addition, cost sharing could be greater. The group did not reach agreement on
an upper limit on cost sharing.

While different people will certainly have different views about the appropriate

minimum standards for coverage, the workgroup recommendation certainly
embraced the notion that federal minimum standards are appropriate.

HHH
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STATEMENT OF THE AIDS INSTITUTE

Chairman Grassley and Members of the Committee:

Thank you for sponsoring a hearing to discuss strategies for strengthening the Medicaid
program and for the opportunity to submit comments for the record regarding this program that
is so vital to people with HIV/AIDS.

Medicaid finances more than 55 percent of all AIDS care and 90 percent of all AIDS care for
children in the United States.' We strongly encourage the Committee to grant serious
consideration to the medical needs of Medicaid beneficiaries with AIDS and other people who
are disabled by chronic medical conditions as they evaluate proposed changes to the Medicaid
program. We are writing to share with you how two policy proposals being promoted by the
National Governor’s Association would negatively affect access to medically necessary care for
people with HIV/AIDS in the United States.

Remarkable advances in HIV treatment have resulted in an 80 percent reduction in mortality
and morbidity due to AIDS and related complications. Without the Medicaid program, many low-
income people with HIV disease in the United States would be unable to benefit from these
treatment advances. We strongly urge the Committee to avoid cost saving measures that would
compromise access to life-saving medical care and treatment for low-income people with
HIV/AIDS in the United States.

Increased cost-sharing for Medicaid services will disproportionately burden people with
intense medical needs such as Medicaid beneficiaries with AIDS. People with AIDS rely
on eight to fourteen medications per month to manage HIV disease, accompanying side
effects and comorbid conditions. Routine health care visits and laboratory testing also
are critical components of successful HIV treatment. Attaching higher fees to each of
these services and denying services for failure to meet cost sharing obligations will force
people with HIV/AIDS to go without medically necessary care. None of these services are
optional for people with AIDS. Without reliable, consistent access to medical care and
treatment, people with HIV/AIDS become sicker and need more costly treatment
interventions such as inpatient hospitalization.

The crux of HIV treatment is known as Highly Active Antiretroviral Therapy (HAART) and calls
for a combination of at least three antiretroviral drugs to effectively suppress the HIV virus.
HAART transformed HIV disease from a death sentence to a manageable, chronic condition.
Almost all antiretroviral drugs are brand name drugs; generic substitutions are not available.
Near perfect adherence to the daily regimen of at least antiretroviral medications is required for
successful treatment. Missed medication doses result in the development of drug resistant virus
that does not respond to treatment and leads to the development of serious and deadly disease
complications.

" Kaiser Family Foundation. Financing HIV/AIDS Care: A Quilt with Many Holes. May 2004.

(173)
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The toxicity of the medications required to suppress the HIV virus causes many people with
AIDS to experience serious treatment side effects including neuropathy, metabolic abnormalities
and acute gastrointestinal distress that require medical and pharmacologic management.
Management of HIV disease is further complicated by co-morbid conditions such as hepatitis C
and serious mental ilinesses that are common among people with HIV disease. The Centers for
Disease Control and Prevention has estimated that at ieast 25 percent of people with HIV are
co-infected with hepatitis C.2 More recent studies estimate that as many as 30 percent of people
with HIV are co-infected with hepatitis C.2 Studies estimate that the prevalence of mental illness
among people with AIDS is as high as 50 percent.*

There is ample evidence from recent studies that cost-sharing is burdensome to individuals with
low-incomes, and resuilts in individuals rationing prescription drugs and other health services to
preserve income for necessities like housing and food. This situation is compounded when low-
income individuals are dependent upon myriad drugs and health services simply to maintain
some reasonable level of functioning. The truth of the matter is that significant savings from
cost-sharing resuit from people denying themseives the health care services they need.

Allowing states to offer different benefits to different populations will compromise care
and treatment for many people with AIDS. The difference between a “mandatory”
beneficiary with AIDS and an “optional” beneficiary with AIDS could be as little as $15 in
monthly income. Both are equally disabled with the same medical needs and are living
onh monthly income well below the federal poverty level, which will not support paying for
services not covered by Medicaid.

In 2005, the federal poverty level is around $800 a month for an individual. In many states,
eligibility for Medicaid for people with disabilities is around $585 per month. Failure to maintain
current beneficiary protections that ensure all Medicaid beneficiaries have access to the same
level of services will lead to some people with AIDS receiving substandard care.

Many people with AIDS qualify for Medicaid because their medical expenses are so high that
when subtracted from their income they are left with very low monthly incomes, e.g., $200. itis
critical that states continue to cover these “medically needy” individuals and continue to provide
the same coverage to all beneficiaries. The “optional” eligibility categories ensure that seniors
and people with disabilities with very low incomes, e.g., $600 a month, that are just slightly
above the federal Medicaid income eligibility standard have access to life-saving health care
services. Furthermore, many services that are likely to be excluded from a leaner benefits
package are vital to monitoring and adhering to drug therapies, e.g., case management, mental
health counseling and transportation. The case of the medically needy Medicaid beneficiary with
HIV/AIDS challenges the widely held belief that so-called optional Medicaid beneficiaries are not
as financially strapped or as sick as mandatory beneficiaries. Rationing services among groups
of Medicaid beneficiaries is bad policy, potentially leaving many with serious health conditions
with access to limited services.

2 CDC. Frequently Asked Questions and Answers About Coinfection with HIV and Hepatitis C virus.
Accessed online at http://www.cdc.gov/hivipubs/facts/HIV-HCV_Coinfection.htm on June 22, 2005.

3 Fleming CA, Christiansen D, Nunes D, et al. Health-related quality of fife of patients with HIV disease:
impact of hepatitis C coinfection. CID. 2004:38:572-578.

4Bing EG, Burnam A, Longshore D, et al. Psychiatric disorders and drug use among human
immunodeficiency virus — infected adults in the Unites States. Arch Gen Psychiatry. 2001,58:721-728.
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The Medicaid program exists as a shared federal and state commitment to ensuring that
our nation’s neediest residents have access to health care services. The judicial system
plays an important role overseeing this commitment by ensuring that low-income
families, people with disabilities and seniors throughout the country maintain equal
rights to basic health care services as defined by the Medicaid statute. Any attempts to
weaken the role of the judicial system will undermine the guarantee that Medicaid
beneficiaries have that they will have access to fundamental health care services. These
protections are especially critical to people with conditions like HIV disease since HIV
medical care is costly and persons with HIV/AIDS still experience discrimination because
of their health status.

The role of the courts is particularly relevant to people with AIDS. Without the intervention of the
8th U.S. Circuit Court of Appeals in 1989 in Weaver v Reagen, 886 F.2d 194, people with AIDS
would not have had access to AZT — the only treatment available for HIV disease at the time.
This case also serves as an important precedent that paved the way for all subsequent HIV
drugs to be included on every Medicaid formulary in the nation. We urge you to protect these
very basic rights without which the federal entitlement to services under the Medicaid program
could be rendered virtually meaningless for the individual Medicaid beneficiary. We are
particularly troubled by efforts to minimize and undermine the enforcement of consent
decrees — an important vehicle for avoiding lengthy and costly litigation and for
achieving compromised resolutions to challenging cases.

We strongly urge you to realize savings in federal Medicaid spending without
jeopardizing access to life-saving health care and treatment services. Furthermore, we
hope that in the near future there will be an opportunity for Medicaid beneficiaries with AIDS and
their heatlth care providers to share with you their valuable perspectives and experiences
regarding the Medicaid program. The Senate Finance Committee should hear from those who
will be most directly affected by reductions in Medicaid spending—Medicaid beneficiaries and
their providers. Please contact Christine Lubinski, executive director of the HIV Medicine
Association, if we can provide additional information on Medicaid and people with AIDS or with
questions regarding this statement at (703) 299-1215.

Respectfully submitted,

The AIDS Institute, Washington, DC

American Academy of HIV Medicine, Washington, DC
Gay Men's Health Crisis, New York, NY

HIV Medicine Association, Alexandria, VA

Project Inform, San Francisco, CA
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Executive Summary

Medicaid is the Critical Long-Term Care Safety Net for 850,000 People 65 and over who have
Alzheimer’s Disease and Related Dementias (AD)

s AD requires 24 hour a day care and lasts on average 7 to 8 years from diagnosis. 70% of
people with AD live at home where family and friends provide most of their care.

e  When paid care is needed, it quickly exhausts most family budgets — a nursing home costs on
average $62,000 a year; home care - $18 an hour; dementia day care - $65 a day.

o 446,000 Medicaid beneficiaries with AD live in nursing homes; the rest get help at home or
in other community settings.

The Alzheimer’s Association Endorses the National Governors Association’s (NGA) Call for a
New National Dialogue on Long-Term Care (LTC)

e Qur current over reliance on families, with Medicaid as the long-term care safety net, cannot
be sustained over time.

e Weneed a fair and comprehensive approach to long term care that clearly defines the role of
public and private financing, spreads risk and shares costs.

o We have time. The long term care pressure on Medicaid comes in 15-20 years when baby
boomers begin to need long term care; in the short term growth in demand for Medicaid long
term care will be slow or negative.

e Chronic care management for beneficiaries with AD — 95% of whom have other costly
chronic health conditions — can save Medicare and Medicaid money.

o The most effective way to reduce Medicaid spending on long-term care is to increase funding
for Alzheimer research at the National Institutes of Health. By delaying the onset and
progress of Alzheimer’s, we can save $10 billion in annual Medicaid spending.

The Medicaid Long-Term Care Safety Net Can Be Improved. The Alzheimer’s Association
supports the following concepts in the NGA’s preliminary Medicaid proposal:

¢ Eliminate 1915(b) and (c) waivers and let states implement home and community based
services through state plan amendments — while maintaining entitlement and access to quality
nursing home care for those for need that level of care.

e Encourage Medicare/Medicaid coordination and integration by considering savings to
Medicare from Medicaid changes, and vice versa.

+ Provide incentives to states to improve chronic care management for dual eligibles and
establish a Medicare chronic care benefit.

o Allow states to implement long term care partnership programs and provide a targeted tax
credit for purchase of long term care insurance that meet NAIC standards in effect at time of
purchase.

e Provide incentives to encourage home owners to consider reverse mortgages to help meet
their retirement needs including but not limited to their long term care needs.
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Congress Should Not Force Families to Bear an Even Heavier Burden of LTC

e Current asset transfer rules already impose a heavy burden on an older person applying for
Medicaid, especially when that person has dementia. Proposals to “look-back™ even further
or to change the start date of the penalty period are most likely to harm those who truly do
not have the resources to pay for long term care.

e We agree with NGA that a person should be able to pass on a certain amount of assets
without penalty, and that protections should be in place for vulnerable persons including
those with dementia.

o Congress should proceed cautiously and consult with those who work most closely with
older people who are trying to manage their finances to meet their needs within the rules that
Congress has already established.

e The Alzheimer’s Association opposes any additional requirements for family contributions as
a precondition of Medicaid eligibility.
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Mr. Chairman and Members of the Committee:

The Alzheimer’s Association appreciates this opportunity to present written testimony on
behalf of the 4.5 million women and men in the United States who have Alzheimer’s disease and
the more than 19 million family members who care for them. Specifically, we offer our
comments on the long term care recommendations in the bipartisan preliminary report on
Medicaid Reform which the National Governors Association submitted to the Subcommittee on
June 15.

We commend the Governors for the thoughtful effort that went into development of their
long term care recommendations. The states have long been the leaders in developing innovative
approaches to long term care that reflect the desire of frail elderly and people with disabilities to
remain in their homes, if they can, and to direct their own care. Once again, they are taking
leadership. While the Association does have some concerns about several of the specific
recommendations, there is much in these long term care proposals that we support. We look
forward to working with the Governors and the Congress as these proposals are further refined
and legislation to implement them is considered.

Medicaid Is Important to People with Alzheimer’s Disease and Related Dementias

Medicaid is the critical long term care safety net for people with Alzheimer’s disease
whose families can no longer care for them and who have spent down their income and assets on
health and long term care services. While almost all people with Alzheimer’s disease are
covered by Medicare for their basic health care needs, that program does not pay for long term
care.

Alzheimer’s is the most expensive uninsured illness older Americans are likely to face. It
requires 24 hour a day care and lasts, on average 7 to § years from the time of diagnosis. At any
one time, at least 70% of people with Alzheimer’s disease are living at home, where family and
friends are providing most if not all of their care. Eventually though, the needs of the person
with dementia are too much for families to manage on their own. And that is when costs begin
to mount rapidly. The average annual cost of nursing home care in urban areas in 2004 was
nearly $62,000, for a shared room.! Paid care for a person with dementia is also expensive.
Home care provided through an agency averages $18 an hour.” Specialized dementia care at an
adult day center costs from $45 to $65 a day. At those costs, retirement savings are quickly
exhausted.

That is why 850,000 Medicare beneficiaries with Alzheimer’s disease or similar levels of
cognitive impairment, age 65 or older, rely on Medicaid for help paying for their long term care.
Slightly over half, 446,000, are long term nursing home residents. The rest receive help at home
or in other community settings.®

Long Term Care Is Much Bigger than Medicaid and Requires a Larger Policy Response

The Alzheimer’s Association strongly endorses the Governors’ call for a new national
dialogue on long term care. We agree that Medicaid cannot continue as the primary default
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mechanism for long term care when families can no longer pay for it on their own. We believe
that many of the ideas that the Governors have put on the table merit immediate and serious
attention as components of a fairer and more comprehensive system for spreading the risk and
sharing the cost of long term care. These include:

¢ Expansion of home and community based long term care services and supports,

s Incentives for the purchase of private long term care insurance and other alternative
funding mechanisms,

e Attention to long term care in policy discussions around Social Security, pension reform,
and retirement savings, and

o Consideration of the appropriate role of Medicare in long-term care and chronic care
management.

It is particularly significant that the Governors have linked the issues of long term care
and chronic care. Alzheimer’s disease presents perhaps the best example of how our failure to
create such linkages may be adding substantially to both Medicare and Medicaid costs.
Medicare expenditures for people with Alzheimer’s are nearly 3 times higher than the average
for all beneficiaries, even though Medicare is not paying for their long term care. That is
because 95% of Medicare beneficiaries with Alzheimer’s have one or more other costly chronic
conditions that are common in the elderly.* Because of their dementia, they cannot manage
those other chronic diseases, follow physician instructions, or communicate effectively about
symptoms or pain. The result is acute care crises, excess disability, and premature functional
decline which not only lead to potentially avoidable hospitalization but exacerbate long term care
needs — adding costs for both Medicare and Medicaid.

The Governors are right that our current over reliance on Medicaid as the long term care
safety net cannot be sustained over time. Fortunately, we have time to create a better system.
The real pressure on Medicaid from long term care is still 15 to 20 years away, when the baby
boomers begin to reach the age of risk of diseases like Alzheimer’s and need long term care. In
the short term, growth in demand for Medicaid long term care for the elderly is likely to be slow
to negative.” Congress does not need to take drastic action that would undermine the Medicaid
safety net for those who rely on it now.

Congress must also recognize that the most effective way to slow the growth in Medicaid
spending is to reduce the need for long-term care. That can only happen by reducing the number
of baby boomers who will face costly long-term illnesses like Alzheimer’s disease. 1f medical
research can find a way to slow the onset and progress of Alzheimer’s as much as we can now
slow Parkinson’s and heart disease that could result in savings to Medicaid of $10 billion a year.
Scientists are on the verge of such discoveries, but they can only get there with an increased
investment in Alzheimer research at the National Institutes of Health. If the answers are to come
in time to save the baby boomers - and Medicaid, Congress must invest an additional $200
million in Alzheimer research now. It is one of the most effective ways to reach the goal that
Congress, the states, and the Alzheimer’s Association share — to preserve the Medicaid program
without bankrupting the public purse.



181

The Medicaid Long Term Care Safety Net Can Be Improved

The Governors have put on the table a number of Medicaid reform proposals. While the
Alzheimer’s Association is concerned about changes in Medicaid that affect all age groups, we
are limiting our comments to the long term care proposals because those are the ones that most
directly impact the people with dementia whom the Association represents.

‘While some of these long term care proposals need additional detail before we can fully
assess their impact on our constituents, we believe that the Association could support many of
them. We look forward to working with the Governors and Congress to make sure that these
ideas are developed and implemented in a manner that protects the interests of beneficiaries with
dementia and other frail elderly. We do have concerns with several recommendations, which we
identify in the final section of this testimony.

Specifically, the Alzheimer’s Association supports the following concepts in the
Governors’ preliminary proposals:

1. Allow states to implement home and community based services (hcbs) through state plan
amendments, thereby eliminating the need for 1915(b) or 1915(c) waivers. This would
not affect the broader waiver requirements which are designed to assure that basic federal
guarantees Congress has enacted over the years are not undermined. We have worked
with many states as they have expanded services to allow more frail elderly people to
stay at home and get the care they need. We have seen how the 1915(b) and (c)
requirements have limited states’ ability to innovate, particularly to provide services to
people in the community who need help but do not yet meet nursing home eligibility
standards. This is about creating long term care options, to tailor services to individual
needs. It is not about restricting access to quality nursing home care for those individuals
for which it is the most appropriate setting of care. While increasing states’ flexibility to
innovate in their long term care programs, Congress must maintain the entitlement to
nursing home care and states must continue to make adequate investment to ensure the
quality of that care.

2. Encourage innovations in Medicare/Medicaid integration and coordination by including
potential costs and savings to Medicare in calculating the budgetary impact of changes in
Medicaid, and vice versa. Beneficiaries with dementia make extensive use of both
Medicare and Medicaid, as well as other public programs for the frail elderly — because
they have extensive health and long term care needs. Changes that would yield costs or
savings in one program will affect expenditures in the other program (for example,
reduced spending on long term care could result in higher rates of hospitalization, while
increased spending on community services could reduce acute care costs.)

3. Provide incentives to the states to improve chronic care management, especially for
beneficiaries who are dually eligible for Medicare and Medicaid. In addition, provide a
specific targeted chronic care management benefit as a basic feature of the Medicare
program. Those chronic care initiatives must include particular attention to the



182

management of care for persons whose chronic health conditions are confounded by
dementia.

4. Repeal the federal prohibition against additional state long term care partnership
programs. These programs protect a specified amount of assets for persons who purchase
qualified private long term care insurance policies. The Association supports this
recommendation, provided that Congress specify that such policies meet the long term
care insurance standards of the National Association of Insurance Commissioners
(NAIC) that are in place at the time of purchase.

5. Provide a targeted federal tax incentive for the purchase of long term care insurance. We
agree with the Governors that such an incentive should be in the form of a tax credit,
rather than a tax deduction, to help target the incentive to lower income individuals who
would be most likely to qualify for Medicaid. Like the Partnership policies, Congress
should require that such policies meet the NAIC standards in effect at the time of
purchase.

6. Provide incentives to encourage home owners with substantial home equity to consider
reverse mortgages to meet their retirement needs including their needs for long term care.
The high cost of reverse mortgages limits their utility for many older people. We urge
Congress to consider the proposals set forth by the National Council on Aging to make
reverse mortgages more attractive and affordable for lower income home owners, as well
as marketing standards to protect prospective borrowers. Even with those incentives and
protections, however, we do have concerns about imposing a reverse mortgage
requirement as a condition of Medicaid eligibility and would not support a proposal that
restricted the use of income from a reverse mortgage to long term care. For many older
people, their home is their greatest if not their only significant asset. There are many
essential needs toward which a home owner might seek a reverse mortgage including, for
example, essential home improvements, payment of higher property taxes that come with
increased home equity, Medicare prescription drug benefit cost-sharing and other
uninsured health care needs, as well as long term care.

These long term care proposals offer the potential to improve existing Medicaid long
term care services and supports for older people who rely on the program now or in the future.
They also hold the potential for limiting somewhat the need for Medicaid assistance in the future.
But they will not alleviate the urgency of the need for a more comprehensive consideration of
long term care reform.

Families Should Not Be Forced to Bear an Even Heavier Burden of Long Term Care

While we are inclined to support most of the Governors’ long term care
recommendations, we raise concerns about two proposals that would have the effect of placing
an even heavier burden on families who are already exhausting themselves, physically,
emotionally, and financially, caring for loved ones with Alzheimer’s disease and other serious
disabilities. These proposals deal with rules regarding the transfer of assets and the “deeming”
of family income for Medicaid eligibility.
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Families are already bearing the heaviest burden of long term care for people with
dementia. Seventy percent of people with Alzheimer’s disease live at home, where family and
friends provide 75% of their care. Over 70% of caregivers have been doing this for more than a
year and nearly one-third have been caring for five or move years.” This is not easy work.
Alzheimer caring is constant — described as “the 36-hour day.” It includes the most intimate
personal tasks — bathing, dressing, feeding, and toileting. But it also involves round-the-clock
supervision, cueing and stand-by assistance to help the person with dementia retain their
remaining functional abilities, and to protect them from harm from the challenging behaviors —
including wandering and disinhibition -- that often accompany the disease.

Caregiving takes a heavy financial toll on families. A recent national survey found that
two-thirds of working Alzheimer caregivers had missed work because of their caregiving
responsibilities; 14% gave up work altogether or took early retirement; 13% cut back on work
hours or took a less demanding job; 85 turned down a promotion; 7% lost job benefits. The
same survey showed that nearly half of non-spouse caregivers were providing financial
assistance, usually to a parent, averaging $218 a month.®

Nursing home costs place a particular burden on families. Even though Medicaid pays a
substantial part of the nursing home bill, for elderly long-term nursing home residents, 48% of
their bills is paid out-of-pocket.” Even when a person qualifies for Medicaid, he or she continues
to pay all of their income (minus a token monthly needs allowance) to the nursing home;
Medicaid only makes up the difference if they do not have enough income to pay the whole bill.

There is no free ride with Alzheimer’s disease. In fact, for older Americans, Alzheimer’s
disease and the associated cost of long term care is the only estate tax they will face. That is why
the Association has such concern about these two proposals included in the Governors’ plan.

Family contributions. The Governors suggest that some form of family contribution to
the costs of long-term care be required, presumably as a condition of Medicaid eligibility. It is
hard to understand how families could be compelied to do more than they already do. Under
current law, community spouses are allowed to keep only a modest amount of income and assets
to meet their own needs — the rest must be used to pay the nursing home bill. It is not clear
which other family members might be required to contribute to the cost of long term care for an
older person, or how any such requirement could be equitably enforced. Family circumstances
vary enormously. Some adult children provide unpaid care for years. Some provide a home for
an ailing parent. Some provide emotional support long distance. Would adult children be
“assessed” based on current income, family size, other obligations? Would a single adult child
be asked to pay more than a married sibling with children? How would the caregiving
contributions they have already made be valued? What about step-children?

This proposal seems a direct contradiction to the efforts that both the states and Congress
have made in recent years to recognize, support, and reinforce the role of family caregivers —
through respite and caregiver support services and tax credits. It should be rejected.

Transfer of assets. This is a complicated issue. We realize that Governors have struggled
with these issues and are still trying to find a solution that protects those who need help and



184

acknowledges that older people should be able to pass on something to their children and other
family members without undue penalty. That is reflected in the Governors’ proposal to allow a
disregard of a certain amount of transferred assets — they have suggested $50,000 adjusted for
inflation. In addition, they have snggested that individuals with dementia or others at risk of
being exploited be protected, although it is not clear how that can be done.

Older Americans, even those of relatively modest means, make decisions every day about
the use of their resources — tithing to their churches, contributing to charity, assisting
grandchildren with college education, helping adult children who face a financial crunch because
of a job change or a health emergency. Those decisions are not made with an eye toward
Medicaid but represent deeply held values about family and civic responsibility. Yet each of
these gifts is considered an illegal transfer of assets if made within the so-called “look back”
period for Medicaid eligibility. In addition, people with dementia and many other vulnerable
elderly may be victims of fraudulent appeals or otherwise make ill-advised gifts that jeopardize
their Medicaid eligibility.

We agree that persons with substantial resources should not attempt to shelter those
resources to avoid paying for long term care. We work with hundreds of thousands of families
who are caring for loved ones with dementia, including many who ultimately find themselves
needing help from Medicaid. We do not see gross abuse of the current system. We find just the
opposite — families struggle to do it all themselves and turn to Medicaid only as a last resort.
Many find it necessary to consult lawyers, not because they want to hide assets or bend the rules,
but because Medicaid is so complicated they cannot figure out the basic rules on their own,
including the rules Congress established to protect spouses from impoverishment.

Current Medicaid financial eligibility rules, including those that govern transfer of assets,
strike a reasonable balance between a state’s interest in limiting Medicaid eligibility to those
truly in need and the interests of the person applying for long term care assistance. Ifit is true
that some people abuse those rules to qualify for Medicaid — and there is no evidence to indicate
this is an extensive problem — such people are just as likely to find the means to get around more
stringent rules that Congress or the states might impose. The people likely to be harmed are
those who truly do not have the resources to pay for long term care.

The three year look back period already establishes a heavy burden on an older person
applying for help with long term care. These are people who are already seriously disabled.
Many have already moved to a nursing home, where at least half are suffering from dementia.
Yet they are being asked to produce three years of financial records and to explain expenditures
that they may not recall at all. In the case of people with dementia, their inability to handle their
own financial affairs is often one of the first symptoms of their cognitive impairment. For them,
reconstructing financial records may be impossible. Extending the look-back period to five years
will place an even more unrealistic burden on these people, at a time when they are in need of
immediate assistance. A five-year look back period would also pull into the net more gifts that
were made for purposes totally unrelated to Medicaid.

We understand why states are proposing to change the start date of the penalty period for
the transfer of assets, to the date a person enters the nursing home or becomes eligible for
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Medicaid, whichever is later. In theory, it would allow the state to consider more asset transfers
as disqualifying for Medicaid. In practice, it would disqualify persons who disposed of assets,
regardless of the reason, and have nothing left to pay for their long term care.

Congress should proceed very cautiously in this area and consult carefully with those
who work most closely with older people who are trying to manage their finances to meet their
needs and the needs of their families within the rules that Congress has already established. In
the end, the best solution lies in developing a clear national policy that delineates public and
private responsibility for long term care, not in making Medicaid eligibility rules even more
restrictive when no other options are available for people who need help now. The Alzheimer’s
Association joins the National Governors Association in its call for a national dialogue to
confront the issues of an aging population and an increasing demand for affordable quality long
term care.

! MetLife Mature Market Instituce, MetLife Market Survey on Nursing Home and Home Care Costs 2004. Westport CT: MetLife Mature Market
Insticute (2004). Cited in AARP Public Policy Insticute Myths about the Medicaid Program and the People It Helps. AARP Public Policy Institute
(2003)

? Tbid.

* Urban Source Institute tabulations from the 2000 Medicare Current Beneficiary Survey. Note that these figures do not include dual eligibles who
are enrolled in Medicare managed care plans.

4 Bynum JPW, Rabins PV, Weller W, Niefeld M, Andersen GF, and Wu AW. The relationship between a dementia diagnosis, chronic illness,
Medicare expenditures, and hospital use. JAGS, 52:187-194, 2004.

* AARP Public Policy Institute Myths about the Medicaid Program and the People it Helps. AARP Public Policy Institute (2005).

% The Lewin Group Savings Lives, Saving Money: Dividends for Americans Investing in Alzheimer Research. Alzheimer’s Association, Washington DC
(2004)

7 Alzheimer's Association and the National Alliance for Caregiving Families Care: Alzheimer’s Caregiving in the United States 2004. Washington, DC.
Alzheimer’s Association (2004)

® Ibid.

° Federal Interagency Forum on Aging Related Sutistics Older Americans 2004: Key Indicators of Well-Being.
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United States Senate
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“The Future of Medicaid” Finance Committee Hearing
Testimony for the Record

Securing the Future of Medicaid Benefits for the Neediest Patients Afflicted with HIV Disease

The American Academy of HIV Medicine (Academy) is an independent organization of HIV
Specialists and others dedicated to promoting excellence for all patients in HIV/AIDS care. As
the largest independent organization of HIV frontline providers, our 2,000 members provide
direct care to more than 340,000 HIV patients—more than two thirds of the patients in active
treatment for HIV disease.

All of our patients must receive the proper combination drug therapy to effectively treat their HIV
disease. HIV/AIDS is a complicated medical condition that requires multiple therapies to treat not
only the principle infection, but also co-morbid conditions, opportunistic infections, as well as the
toxicities of the ireatments themselves. The standard of care for the treatment of HIV calls for
various combinations of three or more brand-name drugs, in addition to any medications that
would be required to treat other common medical complications arising from the infection or
from the drugs themselves.

Many of these patients currently being treated for HIV and AIDS — some 43% or mote as
estimated by the 2004 IOM report The Public Financing and Delivery of HIV Care - rely on
Medicaid for access to health care. This makes Medicaid the single largest insurance mechanism,
public or private through which patients obtain care.

We have reason to believe that the tenuous fiscal condition of many state Medicaid programs
means that restrictions in federal spending will jeopardize and limit access to essential services
such as prescription drugs and physician visits. Medicaid reforms presently being implemented
on the state level are already failing our patients. Consequently, our membership of frontline
clinical HIV providers is particularly concerned that severe changes to the Medicaid program on
the federal level will only further disrupt access to desperately needed care and treatment.

We are already seeing this happen, for example, in Tennessee, where some 2,000 HIV-positive
patients are being excised from Medicaid rolls, patients who likely cannot otherwise afford
expensive care and treatment. Similarly in Mississippi, funding scarcity for the program has led to
dangerous restrictions limiting the number of prescriptions Medicaid patients may fill ona
monthly basis to five total and only two brand-name medications. As mentioned above, the
clinical standard of care for suppression of HIV disease calls for three or more brand-names, so
any reforms that restrict access to these drugs are directly harming patient lives and public health.

We recognize that a $10 billion cut to Medicaid is but a fraction of the total outlay going towards
the program. But as increasingly more people depend on Medicaid as their life-line to care, any
cuts to the program — already burdened by surging health care costs — clearly represent a journey
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in the wrong direction. Tennessee, Mississippi, Florida, among others, while understandably
looking at innovative ways to restructure the program and contain costs, are woefully
compromising life-saving clinical care.

Medicaid, in fact, must be made stronger and more vibrant, which in turn would offer the true
flexibility that the program needs. For example, under a reduced or otherwise limited federal
funding arrangement, the Medicaid program may not have had the resources to cover
antiretroviral therapies when they were rapidly developed in the 1990’s. Altering or reducing
federal support now would likely limit the ability of Medicaid programs to respond to medical
advances — such as new, more effective and less toxic anti-HIV therapies — as they are developed.

Though people are fortunately living longer with HIV due to successful, if expensive, therapies, a
growing number of economically disadvantaged HIV-positive individuals continue to turn to
Medicaid. Though the costs to Medicaid may be increasing in the short term, the costs associated
with caring for people without coverage certainly would be greater. Without routine access to
treatment, people get sicker and require more intense interventions such as emergency
hospitalization, resulting in even higher health care costs for beleaguered states to assume.

Clinical evidence demonstrates that beyond just these individual patients, keeping people on
comprehensive therapy is important for public health reasons as well. Maintaining this high-risk
population on the program rolls and keeping them in treatment and adherent to their drug
regimens limits transmissions and reduces the likelihood that mutated and drug-resistant strains of
HIV will circulate.

In summary, the Academy concludes that access to medical care for vulnerable HIV/AIDS
patients should be expanded on the federal level, rather than restricted. Limiting federal support
for Medicaid will make it virtually impossible for states to develop innovative programs such as
the proposed Early Treatment for HIV Act (ETHA). ETHA, for its part, would allow states to
offer Medicaid coverage to people with HIV before they develop AIDS and become disabled as is
currently required. Earlier access to HIV therapies keeps people healthier and more productive,
and reduces long-term health expenses. The Academy firmly holds that common-sense,
innovative approaches such as these should be the appropriate direction in which Medicaid
should evolve.

While we appreciate the Administration’s thoughtful intent to counter waste, fraud and abuse, we
fear that any attempts to further squeeze a burdened program will at some level trickie down to
reduced medical services for highly vulnerable people, whether intended or not.

We concede that cuts to the Medicaid program are inevitable through Reconciliation. At this
point, however, we ask you to negotiate those cuts this September with the utmost care,
preserving patient services to the best extent possible. We further urge in the strongest possible
terms that you truly approach Medicaid reform with a genuine commitment to rebuilding and
expanding care-access through Medicaid later in this session of Congress, as that is where true
reform shall be found.

Respectfully submitted,
Howard A. Grossman, M.D.

Executive Director
American Academy of HIV Medicine
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The American Academy of Pediatrics (AAP) is an organization of 60,000 primary care
pediatricians, pediatric medical subspecialists, and pediatric surgical specialists, who are deeply
committed to protecting the health of the 27.8 million children and adolescents who receive
health care throughout the Medicaid program.' Children represent over 50% of all Medicaid
enrollees, but they account for less than 25% of all Medicaid expenditures — including
expenditures for children with special health care needs.” Without Medicaid, these children and
adolescents would not have access to the care they need to live happy, healthy, functional lives.

The Academy and the pediatric societies would like to provide specific comments on a few
select areas below raised by the National Governors Association (NGA). Additional AAP
policy on Medicaid can be found in our Medicaid Policy Statement, which is also enclosed.

Benefit Package

Preventive care is the cornerstone of pediatrics. The value of preventive care in the Medicaid
program has been sustained and promoted since its inception. Emphasizing preventive care for
children and adolescents is a strong investment in our nation’s future and must be maintained.

In Medicaid, preventive care is guaranteed though the Early and Periodic Screening, Diagnosis
and Treatment (EPSDT) program. Maintaining EPSDT ensures that illnesses are identified early,
immunizations are not delayed, and that there is appropriate monitoring of early childhood
development. We know from recent data that adherence to well-child care recommended visits
is effective at lowering the risk of emergency department (ED) use and the risk of avoidable
hospitalization.” Identifying and treating conditions early prevents further complications and
more serious illness in the future, which is more costly to treat.

The EPSDT protection is vitally important, however, not only in assuring that children and
adolescents receive needed preventive services, but that they also receive the full range of
medically necessary diagnostic and treatment services they need. Moreover, we strongly support
policies that would encourage the availability of the services of primary care pediatricians,
pediatric medical subspecialists, pediatric surgical specialists, developmental and behavioral
service providers, care coordinators, and hospitals with appropriate pediatric expertise. Such
services should be provided through the medical home, as defined by the AAP.

A medical home is not a building, but is defined as primary health care that is accessible,
continuous, comprehensive, family centered, coordinated, compassionate, and culturally
effective. In a medical home, a pediatric clinician works in partnership with the family/patient to
assure that all medical and non-medical needs of the patient are met. Through this partnership,
the pediatric clinician can help the family/patient access and coordinate specialty care,
educational services, out-of-home care, family support, and other public and private community
services that are important to the overall health of the child/youth and family.

Cost Sharing

Access to affordable needed comprehensive health care benefits and services is vital to providing
a safety net for low-income children and children with special health care needs. Existing cost
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sharing protections ensure that children and pregnant women are not prevented from accessing
needed health care services because of inability to pay. The pediatric community is highly
concerned that changes to cost sharing policies would drastically and negatively affect the ability
of children to obtain needed care.

We know from evidence — including two new reports from the Kaiser Family Foundation and the
Center on Budget and Policy Priorities’ — and past experience in states that have instituted cost
sharing in other programs that it can prove to be a significant barrier to health care. While some
nominal cost sharing requirements such as premiums or copayments may be appropriate for
some populations, Medicaid must maintain the policy prohibiting cost sharing on all Medicaid
benefits for children, particularly preventive services.

Adequate Medicaid Payment

The issue of low payment in Medicaid is one that has plagued the program for years. On
average, Medicaid reimburses pediatricians at only 69% of the rate that would be paid under
Medicare, and only 56% of commercial rates for an office visit.” In some states, Medicaid
payment is even lower. Such low reimbursement impedes access to quality health care. Low
Medicaid payments do not cover costs and increasingly force pediatricians to make difficult
business decisions of continuing to treat patients at a financial loss, or limiting participation in
the Medicaid program altogether. The lack of access for patients that is created then drives
utilization to expensive sites such as emergency rooms. Moreover, low Medicaid reimbursement
endangers the economic viability of “safety net” providers, fragmenting the care children in
Medicaid receive.

While a number of states have taken steps to increase Medicaid reimbursement rates to match
those of Medicare, most have not. Any discussion of restructuring Medicaid must include steps
to appropriately reimburse physicians for the care they provide children under the Medicaid
program.

Enhancing Quality and Controlling Costs in the Overall Health Care System

Pediatricians applaud efforts to enhance state Medicaid quality~improvement activities for
children. Such quality improvement measures should include: quality-performance measures by
states to address access to care, utilization, effectiveness, and satisfaction related to preventive,
primary, acute and chronic care for children; appropriate incentives; uniform and consistent
EPSDT reporting with minimal paperwork burden on providers; and use of the Consumer
Assessment of Health Plan Survey (CAHPS) for a representative sample of children enrolled in
state Medicaid programs, especially children with special health care needs.

There should also be programs to improve the quality of pediatric care as well as tools and
measures to monitor changes, especially the provision of medical homes for children with special
health care needs; updated meaningful provider-assessment and —certification activities;
partnership with other state agencies such as Title V offices to support practice-level
improvements in pediatric care; the monitoring of enrollment patterns and reasons for enrollment
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changes; implementation of general administrative review processes to ensure managed care
organizations and behavioral health organizations are qualified and available; and timely,
linguistically appropriate, meaningful results of quality-related activities to beneficiaries to
facilitate their participation in health care decision-making.

Improving Access to Home- and Community-Based Care

We strongly recommend that Medicaid maintain eligibility, coverage, and access for children
with special health care needs through home- and community-based services waivers and Katie
Beckett programs.

Improving Chronic Care Management

Children with special health care needs are a unique group of children in Medicaid, and require
specific treatments and systems that address their exact needs. The pediatric community strongly
recommends that care for children with special health care needs to be provided in a medical
home. Moreover, states should develop policies that encourage care coordination with direct
involvement by the primary care pediatrician within a medical home. Such care coordination
links children with special health care needs and their families to services and resources in a
coordinated effort to maximize the potential of the children and to provide them with optimal
health care.

Care coordination is often complex and many barriers exist, but states, with federal support,
should offer incentives to identify children with special health care needs and offer plan providers
enhanced payments for providing a medical home, including family education, practice-based
care coordination, and transition to adult care. States should also implement special planning and
oversight of the use of managed care for children with special health care needs, including
children in foster care and children with mental health conditions. This should cover benefit
specifications for specialty or chronic care services, composition of pediatric provider networks,
policies for flexible service authorization, care coordination, quality-performance measures for
preventive care delivery for children with various types of chronic conditions, family
participation, pediatric risk-adjustment mechanisms, and other financial incentives for high-
quality care.

Comprehensive Waiver Reforms

The Academy understands the desire by states to streamline the process for obtaining waivers to
federal Medicaid law, or for allowing changes to programs without the use of waivers. However,
we are concerned with any proposal to allow for waivers or other changes to Medicaid without
the appropriate input of all stakeholders in Medicaid, as well as safeguards to ensure that states
do not unnecessarily deny care to children. In recent years with some state waiver proposals, we
have seen a reluctance to provide full details of proposals initially. Moreover, in some instances,
states have been hesitant to allow for the necessary feedback from all Medicaid stakeholders. It
is therefore very important that any effort to allow for the streamlining of waivers or changes is
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balanced with the need to provide minimum standards, adequate protections for health care for
children, and appropriate input from all Medicaid constituents.

Judicial Reforms

Since the Medicaid program is a federal-state partnership, and states are the administrators of
Medicaid, it is understandable that states require full operational authority over their Medicaid
programs. However, it is critical that such programs meet the basic standards outlined by federal
Medicaid law and that adequate protections for children are in place. Without the ability to seek
enforcement of federal standards, federal Medicaid law in essence becomes a series of
“suggestions.” The legal system provides the only real recourse to seek enforcement when states
drastically fall short of federal standards. This last safety net ensures that enrollees receive the
care to which they are entitled under the program, and must not be compromised. While
acknowledging the right of states to make operational changes, we do not feel that such changes
should be allowed to break federal Medicaid law or fall short of federal standards set by
Congress. The Academy therefore recommends that any proposal to restructure Medicaid does
not impede in any way the ability of those involved in the program to seek assurances that
children receive the care to which they are entitled, even through the courts when necessary.

Prescription Drug Improvements

‘While we understand the need to control the cost of prescription drugs in the Medicaid program,
it is vital that efforts to control prescription drug spending are not simply placed on the backs of
children. In federal fiscal year 2000, children represented 54.6% of all Medicaid enrollees, but
accounted for only 22.9% of prescription drug expenditures in the program.® Children are not the
drivers of prescription drug expenses in Medicaid. No prescription drug control should in any
way limit the ability of a child to obtain the medication he or she needs, either through pharmacy
benefit limitations, cost sharing, or any other means.

In closing, the American Academy of Pediatrics and the pediatric societies seek to ensure that
any restructuring of Medicaid is done with the 27.8 million children the program serves foremost
in mind. Together with the State Children’s Health Insurance Program (SCHIP), Medicaid is
this country’s only and vital safety net for children. Medicaid provides health insurance to
nearly one-third of children in the United States, and it is essential that any restructuring of
Medicaid not undermine protections for them in the program. Children have no means of
obtaining health insurance on their own — in those instances where children are eligible for
Medicaid, it is their sole source of assuring their health. We must not compromise children’s
health in the name of reform.

This statement was endorsed by the Ambulatory Pediatric Association (APA), American
Pediatric Society (APS), Association of Medical School Pediatric Department Chairs
(AMSPDC), and Society for Pediatric Research (SPR), the Society for Adolescent Medicine
(SAM). The pediatric societies represent pediatric researchers, full time academic and clinical
faculty responsible for the training of pediatricians, and the leadership of medical school
pediatric departments. The Society for Adolescent Medicine (SAM) includes over 1400
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physicians, nurses, psychologists, social workers, nutritionists and others involved in service
delivery, teaching or research on the health and welfare of adolescents.

Please consider us as resources throughout your discussions on Medicaid reform.

! Medicaid Statistical Reports (MSIS/2028 Reports) for Federal Fiscal Year 2002, Centers for Medicare and
Medicaid Services.

? AAP 2002 Medicaid State Reports, based on CMS/MSIS2082 data. American Academy of Pediatrics.

* Hakim R, Bye B, Effectiveness of Compliance with Pediatric Preventive Care Guidelines Among Medicaid
Beneficiaries. Pediatrics. 2001; 108:90-97.; Hakim R, Ronsaville D. Effect of Compliance with Health
Supervision Guidelines Among US Infants on Emergency Department Visits. Archives of Pediatrics and Adolescent
Medicine. 2002; 156: 1015-1020.

*Ku L. The Effect of Increased Cost-Sharing in Medicaid: A Summary of the Findings. May 31, 2005. Center on
Budget and Policy Priorities.; Artiga S, O’'Mally M. Increasing Premiums and Cost Sharing in Medicaid and
SCHIP: Recent State Experiences. May 2005. Kaiser Commission on Medicaid and the Uninsured.

® Zuckerman et al. Changes in Medicaid Physician Fees, 1998-2003: Tmplications for Physician Participation.
Health Affairs Web Exclusive. June 23, 2004.; 2002 Pediatric Medical Cost Model. American Academy of
Pediatrics.
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PoLicY STATEMENT
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Committee on Child Health Financing

Medicaid Policy Statement

ABSTRACT. Medicaid is a vital safety net for children
that must be maintained. It is the largest single insurer of
children, yet millions of children who are eligible remain
unenrolled. Every effort should be made to implement
expanded eligibility and streamlined enrollment proce-
dures. Early and Periodic Screening, Diagnosis, and
Treatment (EPSDT) benefits should be maintained for all
eligible children. On average, Medicaid covers 30% of a
pediatrician’s patients, yet inadequate reimbursement af-
fects children’s access to care. States should increase re-
imbursement to at least parity with Medicare. Pediatrics
2005;116:000; Medicaid, EPSDT, Medicaid ged care,
eligibility, equal access.

ABBREVIATIONS. AAP, American Academy of Pediatrics;
SCHIP, State Children’s Health Insurance Programy; EPSDT, Early
and Periodic Screening, Diagnosis, and Treatment; CMS, Centers
for Medicare and Medicaid Services.

INTRODUCTION

Every child, regardless of health status, requires
health insurance. Research has consistently
shown the important role that health coverage
plays in children’s access to and use of health care
services and attainment of positive health outcomes.!
Medicaid is a vital component of the American
health and social safety net, particularly for low-
income children and children with special health
care needs.? The entitlement to Medicaid should be
protected to ensure the health and well-being of
millions of children.

The American Academy of Pediatrics {AAF) rec-
ognizes the achievements of the Medicaid program
in improving access to health care services for in-
fants, children, adolescents, and young adults, here-
after referred to as children. The Medicaid program
provides documented improvement in health care
access, preventive visits, and having a usual source
of care, resulting in improved health care outcomes
and overall health status of children.®* The AAP and
its members have made a strong commitment to the
Medicaid program. In general, pediatricians serve
more Medicaid patients than do other primary care
physicians.®” On average, 30% of a pediatrician’s
patients are covered by Medicaid? illustrating the
commitment of pediatricians to ensure that Medic-
aid-insured children have access to a medical home.®

doi10.1542/ peds.2005-0891
PEDIATRICS (ISSN 0031 4005). Copyright © 2005 by the American Acad-
emy of Pediatics.

The 1990s brought significant progress in expand-
ing health care coverage for children younger than
21 years through Medicaid expansions and the cre-
ation of the State Children’s Health Insurance Pro-
gram (SCHIP). In 2000, annual Medicaid enrollment
reached 24.2 million or 30.7% of infants, children,
and adolescents younger than 21 years.!® This enroll-
ment represents an 8% increase in the proportion of
children covered by Medicaid since 1993.1! Between
2000 and 2002, Medicaid and SCHIP covered an ad-
ditional 3.4 million children and kept the proportion
of uninsured children constant (below 12%) even as
employment-based coverage continued to drop.!?
Still, an estimated 9.2 million children 0 through 18
years of age were uninsured in 2002, of whom 4.1
million were eligible for Medicaid, 2.4 million were
eligible for SCHIP programs, and 2.8 million were
not eligible for either program.1®

With the recent economic downturn, however,
state and federal budget deficits threaten to undo
gains just when demand for these programs is in-
creasing. Not since World War II have states faced
worse financial crises. States are confronting difficult
decisions: whether to bypass entitled eligibility, limit
outreach, restrict or eliminate benefits, cut provider
payments, or alter policy through waivers. In 2003,
all 50 states implemented cost-containment strate-
gies, most of which were directed at adults.!® Be-
cause parental insurance is a predictor of children’s
insurance status, decreasing the eligibility of adults
will have a predictable negative effect on children’s
coverage. In the future, children are likely to be more
affected by state Medicaid budget shortfalls.

At the federal level, major program reforms are
also under consideration, including allowing states
more flexibility in changing Medicaid rules and reg-
ulations without waivers, altering eligibility require-
ments, cutting benefits to optional Medicaid eligibil-
ity groups, implementing cost sharing, and offering
capped funding allotments or block grants for acute
and long-term care. Although children through 20
years of age represent 54% of all Medicaid enrollees,
they account for only 23.5% of all Medicaid expen-
ditures.’® The demographic trend toward more el-
derly individuals requiring Medicaid long-term
care support creates significant pressure on federal
and state governments to contain costs. Conse-
quently, state and federal cost-containment strategies
targeting children are not likely to yield significant
savings and, in fact, may result in far greater state
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expenditures. Costs do not disappear when children
are cut from or drop out of the Medicaid program as
a result of cost-containment strategies. States may
experience higher expenditures in areas such as pri-
mary clinics in public health departments, increased
utilization of emergency departments, and an in-
crease in the number of preventable hospitalizations.
Other costs, which are more difficult to quantify,
such as school absences for children and missed
work for parents when children are sick as well as
the adverse consequences of delayed treatment, are
also likely.1* The AAP, therefore, continues to main-
tain its strong support for the Medicaid program and
offers a series of recommendations to support con-
tinued improvements. The following recommenda-
tions apply to all Medicaid programs, including fee-
for-service, managed care, and prepaid programs
unless otherwise specified.

ELIGIBILITY

The AAP recommends that states implement the
following eligibility provisions to ensure coverage of
all children eligible for Medicaid under federal leg-
islation.

1.

(=)

~N

Maintain, or preferably extend, coverage under
regular Medicaid and Medicaid-SCHIP pro-
grams to cover children up to a higher family
income level.

. Expand coverage of all low-income adolescents

through 21 years of age.

. Continue to take advantage of the flexibility pro-

vided by federal law to disregard certain income,
assets, and resources so that eligibility levels for
children are higher.

. Maintain Medicaid eligibility, coverage, and ac-

cess for children with special health care needs
through home- and community-based services
waivers* and Katie Beckett programs.}

. Adopt and maintain presumptive Medicaid eli-

gibility policies for children who are presumed
eligible for Medicaid on the basis of income to
enroll temporarily and receive services, similar
to the option available for pregnant women.

. Streamline the eligibility determination process

to simplify child enrollment and retention and to
decrease administrative costs.’

. Ensure that a redetermination of eligibility be

made before disenrolling any children from
Medicaid because of changes in their eligibility
for cash assistance under the Temporary Assis-
tance for Needy Families (TANF) program or the
Supplemental Security Income (SSI) program.

. Ensure that children who are removed from their

homes by the state and placed in the foster care
system are immediately enrolled in Medicaid.

*Section 1915(c) of the Social Security Act allows federal Medicaid match-
ing payments to be used for certain long-term care services that would
otherwise not qualify. These home- and community-based services may be
provided to Medicaid beneficiaries who, but for the provision of these
services, would require the level of care provided in a hospital or nursing
facility of an intermediate care facility.

1 Section 1902(e}(3) of the Social Security Act, 42 USC 1396a(e)(3), allows
states to provide Medicaid coverage to disabled children receiving medical
care at home who would qualify for Medicaid if they were institutionalized.
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9. Congress should pass the Family Opportunity
Act, which would permit a Medicaid buy-in op-
tion for families with children who have chronic
disabling conditions and who are not Medicaid
eligible.
Implement the Medicaid option to cover youth
exiting foster care on or after their 18th birthday.
1. Implement continuous Medicaid eligibility for
children through 21 years of age with screening
or evaluation only once during a 12-month
period.

0.

OUTREACH, ENROLLMENT, AND RETENTION
The AAP recommends that states continue their

important work to strengthen outreach, enroliment,
and retention to ensure that all potentially eligible
Medicaid recipients are enrolled in the program.

L
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Eliminate means testing, enrollment caps, waiting
lists, and requirements that applicants be unin-
sured for a period of time before enrollment in
Medicaid programs.

. Maintain or increase outreach efforts to reach fam-
ilies whose children are potentially eligible for
Medicaid but not enrolled, including but not lim-
ited to legal immigrants, SCHIP-eligible children
whose family income has changed, and privately
insured children in low-income families.

. Accept applications by mail, by phone, and on-

line, replicating effective strategies of automatic
enrollment piloted in Covering Kids initiatives.1¢

. Continue to expand the use of multiple enroll-
ment sites and “express-lane” eligibility determi-
nation, including hospitals, birth certificate clerks’
offices, primary care offices, health care centers,
emergency departments, urgent care centers,
child care centers, Head Start programs, Special
Supplemental Nutrition Program for Women, In-
fants, and Children (WIC) programs, schools,
child care resources and referral agencies, and
places of worship.

. Extend automatic enrollment in Medicaid for chil-
dren in families deemed eligible for Temporary
Assistance for Needy Families, Supplemental Nu-
trition Program for Women, Infants, and Chil-
dren, and food stamps.!”

. Coordinate Medicaid and SCHIP outreach and
universal enrollment processes, including the use
of common application forms that are short and
written in easily understood language and trans-
lated into multiple languages.

. Encourage and provide incentives for collabora-
tion among enrollment entities, health care pro-
fessionals, and health plans to improve effective
communication and coordination to enroll eligible
families and retain participating children.

. Establish federal policy to prevent denial of citi-
zenship because of previous receipt of Medicaid
and any other health services.

BENEFITS AND COST SHARING
Medicaid benefits vary by state.'® The AAP recom-

mends that Medicaid continue to offer all eligible
children the Early and Periodic Screening, Diagnosis,
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and Treatment (EPSDT) benefit and all other man-
datory and optional benefits. In addition:

1. Clearly specify the full scope of pediatric Medic-
aid benefits, including EPSDT, in consumer bro-
chures, state plan documents, and managed care
contracts. States should also inform families about
Medicaid benefits excluded from managed care
contracts and educate them on how to access these
carved-out but covered services.

2. Encourage states to ensure that EPSDT, in combi-
nation with other mandatory and optional bene-
fits, covers the benefits outlined in the AAP policy
statement “Scope of Health Care Benefits for
Newborns, Infants, Children, Adolescents, and
Young Adults Through Age 21 Years.”!®

3. Ensure that states” EPSDT periodicity schedules
are consistent with the AAP periodicity schedule
in “Recommendations for Preventive Pediatric
Health Care”?° and Bright Futures®! and that im-
munization schedules are consistent with the rec-
ommended childhood and adolescent immuniza-
tion schedule published annually by the AAP, the
Advisory Committee on Immunization Practices,
and the American Academy of Family Physi-
cians.??

4. Ensure that states’ medical necessity definitions,
consistent with EPSDT policy, are included in all
consumer brochures, state plan documents, and
managed care contracts. When making medical
necessity determinations, state Medicaid agencies
should consider whether health interventions for
children assist in achieving, maintaining, or re-
storing health and functional capacity; are appro-
priate for age and developmental status; and will
take into account the specific needs of the child.?

5. Encourage states to offer the full scope of pediatric
Medicaid benefits, including EPSDT, for children
under Section 1115 demonstration waivers and
Health Insurance Flexibility and Accountability
waivers.§

6. Promote parity of behavioral health benefits with
medical benefits in insurance plans.!®

7. Maintain the policy prohibiting cost sharing on all
Medicaid benefits for children, particularly pre-
ventive services.

MANAGED CARE

In recent decades, fiscal and policy considerations
have encouraged the use of managed health care
delivery models for Medicaid programs. At present,
nearly 52.2% of Medicaid beneficiaries receive their
health care services through managed care plans.?*
The AAP recommends implementing the following
safeguards to ensure that the federal government
(through its policies) and states (through contracting
with health plans, managed care organizations, pri-

§ Section 1115 of the Social Security Act (42 USC 1315) allows states to waive
compliance with any provision of Medicaid, in addition to other federal
programs authorized by the Act, for any experimental, pilot, or demonstra-
tion praject that would promote the objectives of the Medicaid program. A
Health Insurance Flexibility and Accountability waiver allows states to cut
benefit packages and increase cost sharing.

mary care case management programs, and behav-
ioral health plans) meet the health care needs of
children.

1. Ensure that every effort is made by states for
Medicaid beneficiaries to make timely and in-
formed selections of managed care organizations
and primary care clinicians. This effort includes
providing sufficient education and support to
consumers, such as face-to-face counselors to pro-
vide information on how to choose a health plan,
how to access primary care and referral services
and out-of-pocket plan benefits, and how to use
appeal and grievance procedures.

. Provide educational materials for families that are
culturally sensitive and written at literacy levels
and in languages used by Medicaid recipients.
Quality-performance data should also be avail-
able from states and meaningful to Medicaid
consumers. Consumer-education efforts must ad-
dress the lack of resources, information, and train-
ing that prevents many consumers from being
involved in advisory and oversight bodies.?>

3. For Medicaid participants who do not choose and
must be assigned to a managed care organization,
use practical criteria to assign them, including
current and previous relationships with primary
care and specialty clinicians, location of clinicians,
assignment of other family or household mem-
bers, cultural and linguistic preferences, choices
by other members in the service area, and capacity
of managed care organizations to provide special
care or services appropriate for children. Pediatri-
cians should be considered primary care clinicians
(not subspecialists), eligible to have children as-
signed to them in all default enrollment systems
and state-based enrollment broker options. Every
effort should be made to allow Medicaid patients
to remain with their medical home.

4. Include in the provider network of all managed
care organizations and fee-for-service programs26
sufficient numbers of appropriately trained and
board-eligible or board-certified providers of pe-
diatric care, including primary, medical subspe-
cialty, surgical specialty, and psychiatric pediatric
care, or provide a network outside the plan. Phy-
sicians and other licensed providers of develop-
mental, behavioral, and substance-abuse services
should be accessible or available by referral from
the primary care clinician to provide medically
necessary services without restrictions from the
managed care organization. In addition, Medic-
aid-eligible children should have access to chil-
dren’s mental health and substance-abuse ser-
vices, oral health care, social work services,
developmental evaluation services, occupational
therapy services, physical therapy services,
speech therapy and language services, school-
linked clinic services, and other necessary public
health services. The network should also include
hospitals that specialize in the care of children in
both inpatient and outpatient settings. In deter-
mining network adequacy, states should base de-
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terminations on the number of Medicaid provid- 3.

ers accepting all new Medicaid patients.
5. With federal support, states should offer incen-

tives for managed care organizations, fee-for-ser- 4

vice programs, and primary care case manage-

ment programs to identify children with special 5

health care needs and offer plan providers en-
hanced payments for providing a medical home,
including family education, practice-based care
coordination, and transition to adult care, for
these children.

6. Require state coordination of care between Title V
agencies and mental health agencies that serve
Medicaid managed care beneficiaries.

7. Encourage states to implement special planning
and oversight of the use of managed care for b
children with special health care needs, including
children in foster care and children with mental
health conditions. This should cover benefit spec-  ,
ifications for specialty or chronic care services,

Support the “prudent-layperson” standard{ and
oppose copayments for emergency care to allow
timely access to emergency services.

Provide pediatric-appropriate medication formu-
laries to provide quality care.

Support ongoing research to monitor the Medic-
aid participation rates of primary care and spe-
cialty pediatricians and to evaluate other aspects
of access to and quality of care for children under
Medicaid.

FINANCING AND REIMBURSEMENT
The AAP recommends that the CMS and state

Medicaid agencies reexamine their reimbursement
policies that are woefully inadequate for physicians
who care for children. Adequate Medicaid reim-

ursement is necessary to achieve access. Low pay-

ment, capitation, and paperwork concerns all relate to
low Medicaid participation by primary care office~

ased pediatricians, pediatric medical subspecialists

and pediatric surgical specialists, mental health pro-

composition of pediatric provider networks, poli-  yiders, and dentists.” State policy makers should

cies for flexible service authorization, care coordi- a

ddress these 3 factors to ensure sufficient primary

nation, quality-performance measures for preven-  care physician capacity to appropriately serve chil-
tive care delivery for children with various types  dren enrolled in Medicaid. States must pay primary
of chronic conditions, family participation, pedi-  care pediatricians and pediatric medical subspecial-

atric risk-adjustment mechanisms, and other fi-  ists and pediatric surgical specialists adequately so
nancial incentives for high-quality care. they can continue to provide and improve quality
8. Encourage states to select managed care organiza-  care for low-income children.

tions on the basis of their ability or demonstrated
readiness to provide Medicaid-eligible children a

Federal and state policy makers and private man-
ged care administrators should ensure appropriate

with quality care based on the use of quality- levels of reimbursement and payment rates. All
performance measures. Also, managed care orga-  states should regularly review Medicaid reimburse-
nizations should be selected on the basis of their ~ ment rates and raise them to at least parity with
abilities to complement and coordinate services ~ Medicare. Health care for children is relatively inex-
with existing maternal and child health programs ~ pensive when compared with that for adults. More-
to ensure maximum health benefits to families. over, cutting state funding for Medicaid means los-

o

create a minimal paperwork burden for physicians.

. Streamline Medicaid administrative processes to g significant federal matching funds. Failure to
e P invest adequately in the health of children today

could have serious consequences for the populations

of tomorrow.?®

ACCESS TO PEDIATRIC SERVICES
The AAP recommends that the Centers for Medi-
care and Medicaid Services (CMS) and states focus
new attention on the availability of and access to a
wide range of pediatric services.

1. For all families with children, encourage the avail-
ability of medical homes that include access to
primary care pediatricians, pediatric medical sub-
specialists, pediatric surgical specialists, develop-
mental and behavioral service providers, care
coordinators, and hospitals with appropriate pe-
diatric expertise. Efforts should be made by state
Medicaid agencies and managed care organiza-
tions to maintain established relationships of chil-
dren with their primary care and specialty pedia-
tricians to avoid disruptions in the continuity of

The AAP recommends that policy makers:

1. Increase the Federal Medical Assistance Percent-
age as necessary to provide critical fiscal relief to
states and to maintain disproportionate share
hospital payments.

2. Oppose the conversion of Medicaid financing to
an annual allotment or block grant program with
a fixed budget and oppose caps on federal Med-
icaid spending.

3. Enforce the federal equal-access provision re-
quiring that state plans for medical assistance
ensure that payments are “sufficient to enlist
enough providers so that care and services are

 Section 4704 (B)2)(C) of the Balanced Budget Act of 1997 (Public Law
105-33) defines the prudent-layperson standard as “a medical condition
manifesting itself by acute symptoms of sufficient severity (including severe

care. pain) such that a prudent layperson, who possess an average knowledge of

™~

tal health professionals with adequate training
and experience in caring for children and adoles-
cents. &

4  MEDICAID POLICY STATEMENT

. Ensure that behavioral health panels include men-  health and medicine, could reasonably expect the absence of immediate

medical attention to result in placing the health of the individual (or, with
respect to a pregnant woman, the health of the woman ar her anborn child)
in serious jeopardy, serious impairment to bodily Functions, or serious

ysfunction of any bodily organ or part.”



10.

11

12.

available under the plan at least to the extent that
such care and services are available to the gen-
eral population in the geographic area.”?® Strong
evidence demonstrates that adequate reimburse-
ment is a prerequisite for states to comply with
federal law.

. Require all states to increase Medicaid reim-

bursement rates to at least parity with Medicare.

. Require all states to establish a process to review

and update Medicaid provider payment rates on
an annual basis.

. Adjust payments for case-mix differences based

on chronic conditions, a pediatric diagnostic
classification system, or other risk-adjustment
mechanism. Because pediatric risk-adjustment
techniques are not well developed, contract pro-
visions should be included to address carved-out
services, outlier payment, reinsurance or shared-
risk arrangements for individual children, and
aggregate plan loss or profits.

. All financing mechanisms should be sufficient to

adequately fund the overall costs of caring for
children eligible for Medicaid and should pro-
vide adequate reimbursement to physicians car-
ing for these patients. New financing approaches
should be piloted and evaluated with an analysis
of the effect on children, their families, and their
pediatricians before broad implementation.
When states raise capitation rates, they should
ensure funds are used by health plans to im-
prove access, quality, and reimbursement of
health services.

. Eliminate barriers to pediatricians’ reimburse-

ment for the behavioral health services that they
legitimately provide within their scope of skills
as general pediatricians.

. Provide Medicaid reimbursement for pediatri-

cian-directed care coordination of children with
special health care needs.

Provide Medicaid reimbursement for observa-
tion, rapid-treatment, and 23-hour units, day
medicine services, and necessary interhospital
transport services.

Adjust Medicaid reimbursement, including cap-
itation payments, or create contingency funds to
account for advances in pediatric care, including
but not limited to new vaccines and new tech-
nologies. Timely adjustments to coverage and
capitation rates reflecting these medical ad-
vances should be included in all state managed
care contracts.

Adopt health plan reimbursement levels that
value services to children. Encourage the CMS to
obligate states contracting with managed care
organizations to disclose their physician-pay-
ment methodologies and rates (whether fee-for-
service or capitated) for each child eligibility
group on an annual basis. The CMS should re-
quire states to make nonproprietary information
easily available on request. The adequacy of
Medicaid payments should be based on the true
costs of delivering care and not on the commer-~
cial market rate, which may be inadequate.
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16.

17.

. Initiate a process to modify the resource-based
relative-value scale for children to correct ineq-
uities pertaining to pediatrics. In particular, a
system for the ongoing evaluation of expenses
for practice overhead, including expenses spe-
cific to pediatrics, should be implemented.

. Establish a National Medicaid Payment Advi-

sory Commission and a national Medicaid utili-

zation database with AAP representation to ad-
dress the many child health services payment
issues within the Medicaid program.

Encourage states to offer a provider-relations

committee to address reimbursement issues.

Explore innovative methods to establish trust

funds to support graduate medical education rel-

evant to the provision of care for Medicaid par-
ticipants and to ensure a qualified pediatric
workforce.

Require the federal government to provide reim-

bursement for trained interpreter services for pa-

tients with limited English proficiency to de-
crease errors in medical interpretation and
potential adverse clinical consequences.>

QUALITY-IMPROVEMENT ACTIVITIES

The