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(1)

CHALLENGES FACING THE MEDICAID
PROGRAM IN THE 21ST CENTURY

WEDNESDAY, OCTOBER 8, 2003

HOUSE OF REPRESENTATIVES,
COMMITTEE ON ENERGY AND COMMERCE,

SUBCOMMITTEE ON HEALTH,
Washington, DC.

The subcommittee met, pursuant to notice, at 10 a.m., in room
2123, Rayburn House Office Building, Hon. Michael Bilirakis
(chairman) presiding.

Members present: Representatives Bilirakis, Greenwood, Deal,
Norwood, Wilson, Buyer, Brown, Waxman, Pallone, Stupak, Green,
Strickland, Capps, DeGette, John, and Dingell (ex officio).

Staff present: Patrick Morrisey, deputy staff director; Chuck
Clapton, majority counsel; Jeremy Allen, health policy coordinator;
Eugenia Edwards, legislative clerk; David Nelson, minority coun-
sel; Bridgett Taylor, minority professional staff member; Amy Hall,
minority professional staff member; and Jessica McNiece, staff as-
sistant.

Mr. BILIRAKIS. Good morning. I now call this hearing of the
Health Subcommittee to order. I would like to begin by thanking
our witnesses for taking the time, one of whom is not here yet, but
he is on his way from downtown, by thanking our witnesses for
taking the time to join us and provide their perspective on the myr-
iad of changes facing the Medicaid program at this beginning of the
21st century. This is the third hearing we have held in Congress
on Medicaid and I look forward to a vibrant discussion this morn-
ing, and I am sure it is going to be vibrant.

Medicaid is a critical component of our Nation’s health care safe-
ty net. Approximately 40 million low income children, elderly
adults and people with diabetes rely on Medicaid, which is jointly
financed by the Federal Government and the States. The title of
this morning’s hearing is Challenges Facing the Medicaid Program
in the 21st Century, and I think that is a very appropriate title,
especially when you consider that the Congressional Budget Office
estimates that Federal spending on Medicaid will more than double
over the next 10 years and consume an ever larger share of our
GDP.

As we grapple with these realities, it is incumbent on us to care-
fully review how the program is working and whether there are op-
portunities to better focus our Federal investment than Medicaid.
I like to think that is the gist of this series of hearings. However,
I think we should remember that a comprehensive review of Med-
icaid should also reveal a number of opportunities for modernizing
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this program. We should think critically about how we can provide
States with the flexibility they need to design Medicaid programs
that best meets the needs of their populations, while at the same
time ensuring that Federal funds are targeted and used in the
most effective manner possible. In terms of today’s hearing, I am
interested to hear our panelists’ views on the open-ended funding
stream available to States under Medicaid’s financing structure
and what incentives are inherent under such a system.

As many of you know I had strong reservations about providing
States with temporary increases in their Federal medical assist-
ance percentages, FMAP, as we did under the Jobs and Growth
Tax Relief Reconciliation Act of 2003. While I supported providing
targeted limit assistance to the States, I did not support increasing
the Federal Government’s share of the responsibility for a State’s
Medicaid program, especially since many States dramatically ex-
panded their Medicaid programs during the 1990’s. I have concerns
with a system that encouraged many States to expand their Med-
icaid program during the 1990’s and then draw down increased
Federal funds, and then come to the Federal Government for addi-
tional funds when the economy was not as strong.

As we look toward developing strategies for reforming Medicaid,
I also think that it is critical that we recognize that every senior
citizen in America is entitled to coverage under Medicare and are,
therefore, in my opinion, entitled to access any new prescription
drug benefit that Congress might add to the program. H.R. 1, the
Medicare Prescription Drug Modernization Act of 2003, recognized
this and would allow every Medicare beneficiary, including the so-
called, very important dual eligibles access to the new prescription
drug benefit.

Again, I would like to thank our witnesses for joining us today
and we all look forward to your testimony and we are going to go
through our opening statements here and hopefully by then our
first witness, Mr. Scully will be here. If not, we might have to re-
cess for a few minutes until he gets here. But he was called to the
White House very suddenly this morning as I understand it and he
is on his way now.

I now yield to the gentleman from Ohio, Mr. Brown.
Mr. BROWN. I thank the chairman very much and appreciate his

good work and genuine caring about people who have less advan-
tage in this society. There are desperately poor people in America,
and they can’t afford health care and they can’t afford long term
care services. That is not Medicaid’s challenge. It is the challenge
of a caring society. I use the phrase ‘‘caring society’’ because Presi-
dent Bush used that phrase during his State of the Union address
when he called Medicare the ‘‘binding commitment of a caring soci-
ety.’’

Do we have that same binding commitment to Medicaid? Med-
icaid doesn’t fritter away tax dollars. It operates with less overhead
than private insurance. Its costs are growing more slowly than pri-
vate insurance, and for good or for worse, it pays providers less
than private insurance.

By any measure, that is a bare-bones system. Medicaid is not rife
with fraud and abuse. There are strict controls on asset transfers.
This and previous administrations have cracked down on other
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abuses. Medicaid is supposed to serve the truly poor and it does.
If we want to deny care to senior citizens, to disabled individuals,
to children who are living in poverty, let’s have a hearing about
that.

But let’s not imply that Medicaid is creating a funding crisis in
this country. People in need and our willingness or unwillingness
to assist those people is at issue here, not Medicaid. Medicaid
spending growth isn’t a sudden phenomenon. The President and
the Congress knew about the increase on demands on Medicaid be-
fore we drained $3 trillion from the Federal Treasury and $16 bil-
lion from State budgets so we could give tax cuts for the most privi-
leged people in our society.

In Ohio, you have to be—my home State, you have to be 64 per-
cent of poverty to qualify for Medicaid. 64 percent. Is Ohio contem-
plating cuts in Medicaid eligibility and services? You bet it is. We
toss off $3 trillion in Federal revenues, $16 billion in State reve-
nues, again, to give tax cuts to the most privileged in our society,
then we warn the Nation that Medicaid is headed toward a funding
crisis. Our population is aging. Prescription and other costs are
growing. We face budget, daunting budgets deficits. There are 43.6
million uninsured, and Medicaid is the insurer of last resort. Those
realities aren’t Medicaid’s challenge or Medicaid’s fault. They are
our challenge, and in many cases, they are our fault.

Our challenge, not Medicaid’s challenge, but ours is to finance
Medicaid sufficiently so it can continue to serve people in need and
confront the external factors, growing long-term care needs, rising
drug costs, eroding health coverage and $3 trillion worth of irre-
sponsible tax cuts. Those are the external factors we should con-
front directly. Before enacting those tax cuts, did we make sure
that the lost revenue wouldn’t affect our ability to protect the most
vulnerable in society? Quite the opposite.

The administration tax cut proposal, $3 trillion, again going to
the most privileged people in our society, was coupled with a pro-
gram to block grant Medicaid, the program for the least privileged
in our society, cutting off funding for optional populations and serv-
ices. Think about that, 55 percent of seniors on Medicaid are op-
tional. Should we kick these people off Medicaid? I want to read
you a letter from one of my constituents, it is a fairly long letter
in the last couple of minutes of my opening statement.

‘‘I am printing this. I do not write good. My wife has Alzheimers.
My wife is getting lousy care because they tell me you idiots of poli-
ticians, I don’t care if you’re Republican or Democrat, voted to cut
these nursing homes. I go every day to my wife. One nursing home
the light cord would not work so you could not call to the bathroom
so you lay there in your body waste till someone does check which
is hours away.

Shame on you people and shame on you who voted the cut. I
hope your family experiences this some way and see how you like
it. I have used up my Medicare 21 days. Insurance kicks in for 130
days. I pay $600 every 2 months for my wife. When that’s gone
they tell me I have to go to Medicaid which they will have to take
everything away from us but our home and our old car. We were
working people. My wife was an RN all her life. She took care of
old people. I was an over-the-road bus driver. We are not rich. They
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will steal everything we worked all our lives for. I hope somehow
you will have to suffer like this and watch your wife lay in body
waste.

Mad? You’re damn right I’m mad. What a line of bull you give
the people to get elected and turn around and shaft them. Every
year, Medical Mutual raise my wife’s rate, always 2 weeks before
Christmas. Last year they raised it $80. The year before $105, tak-
ing it up to $600 every 2 months. Soon they will have all my Social
Security check. She gets $840 a month. If we have to go to Med-
icaid they tell me they take all of her $840 and give her $40 back.
I doubt you will ever see this. Your aide will shred this and I hope
your aide has to watch his family lay in their body waste like I do
for what you rotten politicians have done. And I served my country
in World War II. What a joke.’’

The biggest challenge, Mr. Chairman, facing Medicaid is that we
are losing sight of what it means to be a caring society. In the next
couple of weeks, we are going to vote $87 billion the President
asked for in Iraq, and now I understand Republican leadership has
proposed another round of tax cuts. Thank you.

Mr. BILIRAKIS. I thank the gentleman.
Mrs. Wilson. No. Dr. Norwood.
Mr. NORWOOD. Thank you Mr. Chairman, and I thank you for

calling this very important hearing today. I would also like to
thank our witnesses, especially Mr. Scully, the esteemed adminis-
trator for CMS if he gets here, for being able to address this critical
issue surrounding Medicaid and its implementation. Mr. Chairman,
I think it is a good time and the correct time that we need to take
a step back and take a look at the fundamental structure of Med-
icaid.

There are several issues that concern me with the current struc-
ture and the implementation of Medicaid. First, the cost of Med-
icaid already has exceeded all expectations and is only expected to
grow exponentially as we continue to move forward. As our popu-
lation gets older, and our care becomes more technologically fo-
cused and capable, the cost of health care is going to continue to
rise. And I hope our witnesses will discuss possible strategies to
contain expenses in the future.

Part of what we have done over the last 38 years is that we con-
tinually, as a Congress, increase the, or expand the categories in
Medicaid, and we continually add more individuals on to the Med-
icaid lists for folks that are entitled, and we wonder why we have
spent so much money, and we continually, the first step, is say well
gosh, we are paying the health care provider too much, which was
pointed out by Mr. Brown, is already below cost in many areas.

So I would like for us to just take a real serious look about why
this cost has continued to grow particularly over the last 38 years.
And I am concerned about the impact Medicaid has on our States.
In Georgia, we are paying 20 cents of every tax dollar into this pro-
gram. Medicaid leaves wide discretions to the States to craft indi-
vidually tailored workable plans that address the needs of each
State’s own citizens within the Federal guidelines.

While this is a laudable principle, it has also spurred the history
of State abuse that has plagued the Medicaid system. Today’s Med-
icaid structure provides many perverse incentives for States to en-
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gage in questionable and very worrisome behaviors about the in-
crease in funding. And of course, States need to increase their
funding because of the budgetary difficulties they face. Current
budget crisis put States in the position of having to decide between
roads, books for schools, health care for children and the poor or
long-term care for seniors. I have said here before and I think we
ought to have some serious consideration about moving long-term
care which is about generally our senior citizens out from under
Medicare and place that under—out from under Medicaid and
place that under Medicare.

Mr. Chairman, I thank you for the hearing and Mr. Scully, we
are delighted to have you today. And I look forward to your testi-
mony.

Mr. BILIRAKIS. The Chair thanks the gentleman.
Mr. Green for an opening statement, 3 minutes.
Mr. GREEN. Thank you, Mr. Chairman. And to follow up my col-

league from Georgia, I think that is an outstanding idea if we
would move it under Medicare, except I would hope we would cover
more days than we do now under Medicaid for our poor seniors in
nursing homes. Again, I want to welcome Mr. Scully, and Mr.
Chairman, thank you for having this third in a series of hearings
on the challenges facing the Medicaid program. The Medicaid pro-
gram provides a critical safety net for 44 million low income Ameri-
cans in the populations covered under the Medicaid the elderly dis-
abled and children, some of our countries most vulnerable citizens.
And as we know the health care cost for high risk populations such
as these are expensive. Medicaid costs have been increasing dra-
matically in recent years, including a whopping 14 percent in fiscal
year 2002. This is certainly a cause for concern, especially since
Medicaid costs tend to go up during economic downturns, and we
are certainly experiencing a protracted economic downturn.

Although I am weary of proposals that would block grant the
program or substantially alter benefits, the benefits provided under
Medicaid are vital, physician services, inpatient, outpatient hos-
pital care, early periodic and screening diagnostic and treatment
for children under 21, nursing home care and others that make life
or death differences in beneficiaries’ lives. And I’ve heard some crit-
ics talk about Medicaid, call it a Cadillac benefits program. But
there is nothing extravagant about the benefits I have just listed.
In fact, in the State of Texas, we don’t do anything under social
services that would be called extravagant, and we are even cutting
back from there.

Reforming Medicaid or providing more flexibility means slicing
into services that save people’s lives. And Mr. Scully, I have a con-
cern, I guess, in—our workforce commission in Texas is talking
about voting on a Medicaid plan that would actually remove fami-
lies from Medicaid if their children are truant from school. And my
concern is if you can’t get your child in school, you don’t have
health care. And it seems like that would be violation of our Fed-
eral rules, but what I am using that as an example is block grant-
ing, something like that, and they would use the Medicaid program
not for the basic tenet of health care, but to use it to force people
to do some other things.
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Of course, I want children to go to school. But in Texas, we take
away fishing licenses if you don’t pay child support, which is pretty
important, hunting licenses and even your driver’s license. Maybe
we ought to do that under Medicaid before we take away their
health care. I know we will hear a lot today about flexibility and
personal responsibility.

I would like to remind my colleagues we are talking about real
people with real needs. As you heard my colleague from Ohio in his
letter, I actually talked to a constituent last night who said his wife
was receiving Medicaid in Texas in our district and she—and they
are cutting her home health care benefits. And he said I don’t know
what else I can do. He said I am on Medicare and disabled and I
can’t do it. And I said well, the State of Texas actually cut Med-
icaid coverage for home health care on September 1 and so since—
you are probably just getting the notice of it. But we are going to
try and see if hopefully they fell through a crack. But again, Mr.
Chairman, I thank you for the time today and I will put my total
statement in the record.

Mr. BILIRAKIS. Thank you sir.
And by the way, I guess the opening statement of all member of

the subcommittee will be made a part of the record. Mrs. Wilson,
3 minutes.

Mrs. WILSON. Thank you, Mr. Chairman. And thank you very
much for holding this hearing today. I look forward to hearing the
testimony. Medicaid is now the largest Federal health care pro-
gram in the country. It is a $280 billion program with about 48
million covered lives. It is 7 percent of our Federal budget, and in
most States it is between 15 and 20 percent of a State’s budget. It
has a huge impact on our—the health of our Nation as well as the
funding of health care. We spent a lot of time in this committee
over the last 5 years looking at Medicare. And I think that Med-
icaid is the next major health care challenge that this committee
should undertake.

Mr. Chairman, you and Chairman Tauzin set up a Medicaid task
force about 4 months ago and we have been meeting to examine
a lot of the challenges facing Medicaid and we have listened to lots
of people. People from the administration, doctors, people who run
health care clinics and community health centers, people whose
children are participants in Medicaid and there are some things
that are beginning to emerge. And all of them are concerned about
the future of Medicaid. We know that disabled adults want more
control over their own care and who provides it, without having to
wait for the State to come up with some innovative exception to the
Medicaid rules.

We know that Medicaid does a poor job of managing chronic dis-
eases like diabetes and asthma and heart disease. As one doctor
said to me, the system only gets paid if people are sick. It is not
set up to improve the health of poor people. I visit a wound care
clinic in Albuquerque and the RN there, Barbara List, said to me
why is it so easy for me to admit an indigent patient to the hospital
to have their foot amputated and so hard for me to get a compres-
sion stocking to prevent the foot from having to be amputated in
the first place?
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We did a poor job in managing chronic disease and we know that
Medicaid does virtually nothing to prevent disease or to reduce the
risk of onset of disease. We know that under the pressure of ex-
panding enrollment and increased costs, States have adopted some
questionable financial schemes to maximize Federal dollars and
that State agencies and hospitals, and doctors’ offices follow the
money stream rather than focusing on what is best for their pa-
tients.

And I know that because I used to be the cabinet secretary for
children, youth and families in the State of New Mexico, and we
often did things that didn’t necessarily benefit the patients who are
relying upon the care. Mr. Chairman, we have tremendous chal-
lenges facing Medicaid in this country, and I hope that the testi-
mony today will begin to focus on some of those challenges, so that
Medicaid can improve the health of those who depend upon it,
rather than just paying the claims of the people who file the paper-
work. Thank you, Mr. Chairman.

Mr. BILIRAKIS. The Chair thanks the gentlelady. Mr. Dingell for
an opening statement.

Mr. DINGELL. Mr. Chairman, thank you. I commend you for hold-
ing this hearing. It is one which needs to be held. The subject of
challenges facing the Medicaid program in the 21st century is an
important one. One of the biggest problems that I see is the Office
of Management and Budget, and quite honestly, some of the wit-
nesses who will be testifying here before us today, because it seems
attempts are being offered to shift much of the burden to the
States in the form of block grants in a way which will adversely
impact the well-being of those who are the beneficiaries of that pro-
gram.

As all know, Medicaid is the largest source of health coverage in
the Nation. It provides coverage to millions of families with chil-
dren, 8 million people with disabilities. It is the largest source of
coverage for people needing long term care. In other words, Med-
icaid provides health insurance to people who are uninsured or are
uninsurable. Medicaid serves as a vital health care safety net for
the least advantaged of our citizens, particularly during times of
massive layoffs caused by a flawed trickle down economic plan.

Does it have flaws? Absolutely. Are these flaws correctable? Ab-
solutely. In fact, flaws in the program have been subject to bipar-
tisan corrections on a number of occasions over the past 20 years.
Unfortunately, the administrations irresponsible tax cuts and
failed economic policies have led to a fiscal crisis within the States.
This has put additional pressure on Medicaid at the time that the
Federal Government is trying to shift the burden of Medicaid to the
States through the block grant mechanism. Medicaid roles have in-
creased by about 4 million people since this administration took of-
fice.

In response, the administration has determined to substitute
block grants for need-based Federal funding, thus putting the
States at risk for raising Medicaid costs due to economic downturns
or unforeseen cost increases. The people who will suffer are, of
course, those who are the beneficiaries of it. I would note that this
administration seems very much determined to move a lot of people
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in the low income brackets from Medicare to Medicaid, thus impos-
ing further burdens upon that group.

A block grant may reduce some opportunities for gaming the sys-
tem, but it will create others and I intend to ask the witnesses
today to please tell us what recommendations they have made to
the Congress for eliminating opportunities to game the system by
the States and others, and also what actions they have taken ad-
ministratively to bring these problems to a halt. I think the answer
will indicate that nothing has been done by the administration
with regard to this matter. Shelling out Federal dollars under a
block grant system with no accountability of the recipient is not an
answer. It simply indicates to me that those who are hurting now
will hurt more.

Moreover the burden for caring for vulnerable American families
would be shifted to the shoulders of the States and their residents
at a time when they can least afford to handle the additional re-
sponsibilities. It is unfortunate that fraud, waste, and abuse are
not indicated on the basis of the Republicans’ desire to end Med-
icaid as we know it, as millions of people have depended upon that
program. I have long fought efforts by the States to game the Med-
icaid system, and I will continue to do so. I would note that under
my chairmanship, we brought to a halt the raids upon DSH funds
and the unseemly behavior of the States in inflating their claims
under Medicare. That action has not prospered under the leader-
ship of this administration. But the existence of fraud, waste, and
abuse should not end need-based Federal funding for the most vul-
nerable amongst us.

What we should do is to address the problem which exists with
regard to fraud, waste, and abuse and not come up here and seek
the lazy man’s way out. We can properly and vigorously address
fraud, waste, and abuse, but I do not believe that it is a moral mat-
ter to do so at the expense of those in the Medicaid program, some-
thing which has been one of the shining glories of the Medicaid
program in that it has provided a safety net for the most needy
amongst us. Thank you, Mr. Chairman.

Mr. BILIRAKIS. The Chair thanks the gentleman.
Mr. Buyer for an opening statement.
Mr. BUYER. I retain my time and waive.
Mr. BILIRAKIS. Mr. Waxman for an opening statement.
Mr. WAXMAN. Yes. Thank you very much Mr. Chairman. Today

the subcommittee is holding a hearing titled Challenges Facing the
Medicaid Program in the 21st Century. In my view, this hearing
might be more appropriately titled Challenges Facing the Health
Care System in the 21st Century and how the Medicaid program
has stepped forward to provide coverage for persons that the rest
of the system fails. That title might focus our attention on what the
real problem is. It might be popular with this administration and
the majority in this Congress to be critical of Medicaid and define
it as a broken program.

I believe it is more accurate to describe it as a program which
has been uniquely successful in providing services to millions of
needy Americans with complex and difficult health care problems.
Medicaid is now a program that is the single largest public pro-
gram providing health care coverage, covering 51 million Ameri-
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cans, significantly more than Medicare. It is a program that pro-
vides coverage for one out of five children. It is a program that cov-
ers 40 percent of the births in this country. Providing prenatal care
and well baby care. And it is a program that supplements Medicare
in uniquely important ways. It provides cost sharing for Medicare
premiums. It makes Medicare affordable for low income seniors
and disabled beneficiaries. It provides critical support supplements
for services that Medicare doesn’t cover, like prescription drugs,
eyeglasses and hearing aids, and it provides long-term care services
both in nursing homes and in home and community-based settings.

It is indeed the only program that has tackled this difficult prob-
lem. It is a critical program in providing services for the disabled.
Indeed with the continuing development of technology and support
services that allows severely disabled people to live productive
lives, Medicaid has been unique in providing coverage for the range
of services and supports that are necessary and expensive, and I
should add, typically not provided by traditional private insurance
plans.

Our witnesses today will do a better job than I can of elaborating
on the populations and services that Medicaid covers and the crit-
ical role it plays, but I want to focus on the thread that runs
through this picture. Medicaid is the program that serves the hard-
est to reach the cases that are most expensive and difficult, the
services that are often otherwise not available when we are talking
about people with AIDS, low income pregnant women who can’t af-
ford the basic costs of delivering their babies, or persons with phys-
ical and mental disabilities that need constant and continuing sup-
port.

Whether we are talking about aged people without family or re-
sources needing long-term care services or persons needing expen-
sive prescription drugs to treat multiple health care problems, in
all of these cases it is Medicaid that has been the program that fills
in the gaps of our health care system.

Mr. Chairman, I have additional comments I would like to put
into the record with my opening statement.

Mr. BILIRAKIS. Without objection.
Mr. WAXMAN. But in the interest of time I want to say that the

way to deal with problems is not to bash Medicaid for being suc-
cessful at what we have asked it to do. We need to be better part-
ners to the States in helping them to continue to meet the demands
that have been placed on this program.

[The prepared statement of Hon. Henry A. Waxman follows:]

PREPARED STATEMENT OF HON. HENRY A. WAXMAN, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF CALIFORNIA

Today this Subcommittee holds a hearing titled ‘‘Challenges Facing the Medicaid
Program in the 21st Century.’’

In my view, this hearing might be more appropriately titled ‘‘Challenges Facing
the Health Care System in the 21st Century, and How the Medicaid Program Has
Stepped Forward to Provide Coverage for Persons that the Rest of the System
Fails.’’ That title might focus our attention on what the real problem is.

It might be popular with this Administration and the majority in this Congress
to be critical of Medicaid and define it as a broken program. I believe it is more
accurate to describe it as a program which has been uniquely successful in providing
services to millions of needy Americans with complex and difficult health care prob-
lems.
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Medicaid is now a program that is the single largest public program providing
health care coverage—covering 51 million Americans, significantly more than Medi-
care.

It is a program that provides coverage for 1 out of 5 children. In every State of
the Union children below poverty are covered by Medicaid.

It is a program that covers 40 percent of the births in this country—providing pre-
natal care and well baby care assuring children a healthy start in life.

Medicaid is a program that supplements Medicare in uniquely important ways.
With its payment of Medicare premiums and cost-sharing, it makes Medicare afford-
able for low-income seniors and disabled beneficiaries. It provides critically impor-
tant supplementary services that Medicare doesn’t cover, like prescription drugs,
eye glasses, and hearing aids.

And it provides long-term care services—both in nursing homes and in home and
community-based settings. It is indeed the only program that has tackled this dif-
ficult problem.

It is a critical program in providing services for the disabled. Indeed, with the con-
tinuing development of technology and support services that allow severely disabled
people to live productive lives, Medicaid has been unique in providing coverage for
the range of services and supports that are necessary, necessary and expensive.
And, I should add, typically not provided by traditional private insurance plans.

Our witnesses today will do a better job that I can of elaborating on the popu-
lations and services that Medicaid covers, and the critical role in plays.

But I want to focus on the thread that runs through this picture: Medicaid is the
program that serves the hardest to reach, the cases that are most expensive and
difficult, the services that often are otherwise not available. Whether we are talking
about people with AIDS, or low-income pregnant women who can’t afford the costs
of delivering their babies, or persons with physical and mental disabilities that need
constant and continuing support, whether we are talking about aged people, without
family or resources, needing long-term care services, or persons needing expensive
prescription drugs to treat multiple health care problems—in all of these cases it
is Medicaid that has been the program that fills in the gaps in our health care sys-
tem.

Is the cost of Medicaid increasing? Of course. It pays for people who are sick and
disabled and who use the most expensive services. It pays for prescription drugs
where inflation has been the highest. And it serves an increasing number of people.

When we face a recession and see people losing their employment-based coverage,
it provides coverage for more people instead of less. We may have more than 43.6
million uninsured in this country, but the figure would be considerably higher with-
out the safety net of Medicaid.

The financial burden of Medicaid is difficult to sustain. As we look to the future
and the continuing challenges that Medicaid faces, we need to recognize that the
Federal government has an obligation to provide greater help to the States in meet-
ing the cost of the program. The answer is not to find a way to limit the Federal
obligation—to put a lid on it so our budget looks good. The answer is to find the
best way to provide greater assistance.

We can start by helping with the costs of the dual eligibles, people covered by
both Medicare and Medicaid. But we must do more.

The way to deal with this problem is not to bash Medicaid for being successful
at what we have asked it to do. We need to be a better partner to the States in
helping them to continue to meet the demands that we have placed on this program.

The needs of the people who depend on Medicaid require no less.

Mr. BILIRAKIS. The Chair thanks the gentleman.
Mr. Deal for an opening statement, 3 minutes.
Mr. DEAL. I will reserve my time, Mr. Chairman.
Mr. BILIRAKIS. All right, sir. Ms. Capps for an opening state-

ment.
Ms. CAPPS. Thank you, Mr. Chairman. I appreciate this oppor-

tunity to discuss the challenges facing Medicaid in the 21st cen-
tury. I welcome Mr. Scully to this hearing and to the other wit-
nesses as well. I want to reference a letter that my colleague from
Ohio quoted from, one of his constituents and I hope that Mr.
Scully has a chance to read that letter. It struck me as a nurse.
I think each of us have had contacts with our constituents with
similar stories to this. I wondered if your constituent, Mr. Brown,
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realizes that the biggest challenge that Medicaid faces is the Bush
Administration’s proposal to dismantle it.

At a time when unemployment is so high, when the economy is
in such dismal shape, when more and more people are losing their
jobs and thereby their health insurance, this administration wants
to arbitrarily cap Medicaid funding and change it to a block grant.
It is an attempt to take advantage of the States fiscal problems to
pass an ill-considered ideological proposal that will actually do
more harm to millions of Americans.

This administration is trying to entice States into this program
with a short-term boost in funding and the false promise of flexi-
bility. But this is a siren song that many State Governors are al-
ready resisting, and I would urge the Nation’s Governors to lash
themselves to their masts, fill their ears with wax and resist this
call so they do not crash their constituents on the rocks of the Bush
Medicaid block grant plan. Right now, Medicaid guarantees health
care to 42 million Americans who are struggling to take care of
their families and to make ends meet.

Taking away that guarantee will pull the rug out from under
working people who are just trying to survive in such a weak econ-
omy. Medicaid is not broken. In fact, it is working exactly the way
it is designed to. As more and more Americans lose their jobs and
their health insurance, Medicaid is there to help them. As more
and more Americans find they cannot afford the growing expensive
health care Medicare is there. It is the way it is supposed to oper-
ate.

The program helps to soften the impact of a slowing economy and
it is a major means to speed the recovery to follow. But the block
grant proposal would mean that in any given year, there would be
an upper limit on what the Federal Government would pay. If that
does not match the needs of Medicare beneficiaries, too bad. This
means that States might be forced to help cut—forced to cut help
to seniors in nursing homes, cuts to the disabled, support for preg-
nant women or to parents without insurance. This is not how to
help the uninsured.

This is not how to revive a flagging economy. This administration
does not seem concerned with either of these goals. All that seems
to matter is that this is a means whereby to cut back on Medicaid,
the program, so that more and more tax cuts will be available.

Mr. Chairman, I don’t support the President’s proposal, and I
hope that this committee will not endorse it. In this hearing, and
in those in the future, I truly hope that we can look at other solu-
tions to the Medicaid funding challenges and carefully consider the
consequences of this administration’s proposal. I yield back.

Mr. BILIRAKIS. The Chair thanks the gentlelady. Mr. Stupak for
an opening statement, 3 minutes.

Mr. STUPAK. Thank you, Mr. Chairman. It is long past time for
this Medicaid hearing to take place. The Medicaid crisis has
reached a fever pitch in this country, and our States and our low
income families are hurting. All 50 of our States are struggling to
provide health coverage for low income families at a time when en-
rollment is increasing due to a sluggish economy and escalating
health care costs. A recent Kaiser Family Foundation report point-
ed out that over the past 3 years, 50 States have been forced to
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make cuts in Medicaid to control drug costs. 50 States have re-
duced or frozen provider payments; 34 have reduced or restricted
eligibility; 35 have reduced benefits; and 32 have increased copay-
ments.

In Michigan where I am from, Governor Granholm has inherited
a financial mess, and she has been doing everything she can to
keep Medicaid program afloat, but it is a monumental task. Even
after cuts to hospitals over the past 2 years, the State will cut an-
other $110 million from hospital Medicaid payments in this fiscal
year. The Federal Government must step in and provide more
funding. It is as simple as that.

The administration block grant proposals are a cynical attempt
to cap or reduce funding and will leave our States at the mercy of
soaring health care and pharmaceutical drug costs. The Medicaid
debate today is a matter of priorities. As this Republican-led Con-
gress spends trillions of dollars to provide tax breaks to wealthy
Americans and billions to pay to rebuild Iraq and provide Iraqis
with universal health service, while leaving our most vulnerable
citizens without health care. Let’s redirect these priorities and take
care of the ones who need it the most. Let’s shore up the Medicaid
program today, not tomorrow.

Mr. Chairman, I look forward to hearing testimony of our very
distinguished panel, and I yield back the balance of my time.

Mr. BILIRAKIS. Mr. Pallone, for an opening statement.
Mr. PALLONE. Thank you, Mr. Chairman. I want to use this

morning’s hearing to stress the importance of preserving Medicaid,
and the way to do it is to reject the administration’s proposal to
block grant this program that is, in fact, the largest source of in-
surance in the United States today. In this hearing today, we will
hear that by block granting Medicaid States will have flexibility
necessary for expanding access to health care. But let’s be clear.

In reality, this is a proposal that simply blackmails the States.
The block grant proposal caps the Federal share of Medicaid dol-
lars so the States cannot receive adequate funding as their Med-
icaid needs rise. By shifting fiscal responsibility to States, the Med-
icaid block grant encourages States to limit their liability by cap-
ping enrollment, cutting benefits, and increasing cost sharing for
millions of low income people. In addition, any short-term relief
that States receive up front under the block grant will have to be
paid back at the end of the 10-year budget window. And if that’s
not a bribe, then I don’t know what is.

By undermining access to care for the poor, the sick and the dis-
abled, the President’s proposal weakens the health care safety net
and adds to the widening credibility gap that is putting him and
Republicans that support his proposal further out of touch with the
American people.

And Mr. Chairman, it seems that given the current atmosphere
of erosion of employer-sponsored coverage and the dwindling econ-
omy, we need to strengthen and not undermine the Medicaid pro-
gram. Supporting an increase in the Federal Medicaid contribution,
the FMAP will shore up State Medicaid programs with an imme-
diate increase in funding to offset reduced State revenues that are
placing severe strains on State budgets nationwide, including my
home State of New Jersey.
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Now, if States are always amenable to flexibility and the FMAP
is the type of Medicaid relief that States desire, not a budget neu-
tral block grant. Mr. Chairman I just want to reiterate that I think
the Medicaid, well, obviously the Medicaid program is an entitle-
ment to the poor, the sick, and the disabled, and States cannot and
should not be allowed to pick up and choose who they will and will
not cover, which is exactly the type of flexibility that will be pro-
vided with this block grant.

Choosing to cutoff benefits to an optional population sounds easy
and sounds justifiable. However, we must keep in mind when ex-
amining Medicaid, that optional looks like five out of six elderly
nursing home residents, or a family at 60 percent of the Federal
poverty level, and this is not population whose health benefits can
be considered optional.

Now, you know last week the Census Bureau came out with a
report that the number of uninsured rose dramatically and that we
are now looking at a figure of 43.6 million uninsured Americans,
and I am referencing this report, because were it not for the Med-
icaid program, an additional 4 million Americans would be added
to the already overwhelming number of uninsured. And these 4
million people are comprised of working families with children who
have unfortunately lost their jobs due to our economy, and as a re-
sult, have lost their employer-sponsored health coverage.

So again, we are in a crisis with regard to health care and access
to health care. And for us to do anything but shore up the Medicaid
program is a mistake. And the block grant is certainly not the way
to go. Thank you, Mr. Chairman.

Mr. BILIRAKIS. The Chair thanks the gentleman.
I am hopeful that we will be able to get to Mr. Scully before too

very much longer. But certainly I don’t want to cutoff opening
statements. I would appreciate it if we can keep them as brief as
we can. Mr. Strickland.

Mr. STRICKLAND. Mr. Chairman, I want to reserve my time. But
before I do that, I want to thank Mr. Scully for some help he gave
me recently with Todd Children’s Hospital in Youngstown, Ohio.
Thank you.

Mr. BILIRAKIS. The Chair thanks the gentleman. Mr. John.
Mr. JOHN. Pass.
Mr. BILIRAKIS. Pass. Ms. DeGette.
Ms. DEGETTE. I will reserve my time also.
[Additional statement submitted for the record follows:]

PREPARED STATEMENT OF HON. W.J. ‘‘BILLY’’ TAUZIN, CHAIRMAN, COMMITTEE ON
ENERGY AND COMMERCE

Thank you, Chairman Bilirakis, for holding this important hearing today. I also
want to thank C-M-S Administrator Scully, Maryland Delegate Adelaide Eckardt,
and Ms. Diane Rowland for taking the time to testify before the Health Sub-
committee about the challenges facing the Medicaid program, and ways to respond
to these challenges.

The Medicaid program serves a vital role for providing health care services for
our nation’s most vulnerable populations—including low-income children, seniors
and people with disabilities. At the same time, Medicaid also faces serious chal-
lenges, due in part to certain structural flaws in the program. I believe that we owe
it to the beneficiaries who depend on this program, as well as the taxpayers who
pay for it, to examine these challenges and evaluate how we can improve this vital
program.
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One of the biggest challenges currently facing the Medicaid program is how fed-
eral rules often limit states’ ability to provide the best care to the most needy bene-
ficiaries. Under these rules, each state is required to offer the entire package of
Medicaid benefit to all eligible beneficiaries. These rules create a one size fits all
entitlement that does not make policy or fiscal sense.

The rules prohibit states from reaping any fiscal savings from tailoring the benefit
package to meet the specific needs of certain eligibility categories, like private sector
plans have been able to do. In contrast, Medicaid offers a broad benefits package
that many beneficiaries typically will not fully need, and sometimes ignores the ben-
efits of offering particular benefits to cover specific patient populations. States need
more flexibility to tailor benefit packages to best suit the needs of their covered pop-
ulations.

The State Children’s Health Insurance Program (SCHIP) is an excellent example
of how states can achieve great results when they have a greater degree of control
in how they design their benefit package and provide coverage for eligible children.
SCHIP provides grants to states to expand health insurance coverage for low-income
uninsured children. States have broader flexibility to design and implement SCHIP
programs—as opposed to Medicaid—resulting in more diversity across states. This
program is viewed as highly successful and has helped millions of children gain ac-
cess to needed health insurance. We should look at SCHIP as one example for how
we could begin to improve Medicaid.

The contrast between SCHIP and traditional Medicaid also highlights another
critical challenge facing the Medicaid program. SCHIP funding is based upon state
specific capped allotments, rather than the open-ended entitlement structure used
by Medicaid. This open-ended nature of Medicaid funding has helped contribute to
the explosive growth in Medicaid spending in recent years. During times of budget
surplus, states have had significant incentives to expand their programs, using gen-
erous federal match rates to provide new benefits and cover new populations. In
times of budget shortfalls, states are forced to either trim back these new benefits,
or come looking for additional Federal funding.

If Medicaid continues on its projected course, with growth rates in the double dig-
its, states will simply not be able to bear the cost of the Medicaid program. They
will have to further cut services, limit eligibility, or look to other budget priorities
for savings. This is a serious challenge that both the States and the Federal govern-
ment must take steps to address.

Let me also be clear: we are not planning to do any additional ‘‘temporary’’ in-
crease in the Federal Medicaid matching rate to get states through any further
short-term budget crises. We did that earlier this year and pledged that the assist-
ance would only be truly temporary. I intend to hold the supporters of this policy
to their word and ensure that the assistance remains only temporary.

An additional challenge facing the Medicaid program is the lack of a coordinated
Medicare benefit. Currently Medicare does not provide a prescription drug benefit
for its beneficiaries. Approximately 6 million Medicare beneficiaries, who are also
eligible for Medicaid, must depend on the state programs to provide them with their
prescription drugs. These dually eligible individuals often suffer from chronic ill-
nesses, and thus are big consumers of prescription drugs within the existing Med-
icaid benefit. It is absolutely crucial that any legislation enacted this year to create
a new drug benefit be created within the existing Medicare program, for all Medi-
care-eligible beneficiaries. This action would help states focus their limited Medicaid
resources on their neediest populations and would also allow for improved coordina-
tion of care for beneficiaries.

There are serious challenges facing Medicaid today, and the program is clearly at
a crossroads. If we are not willing to make some major changes in the current pro-
gram, the long-term prospects will not be bright. States need more flexibility to re-
spond to the unique needs of their Medicaid populations. We hope that some of the
suggestions our witnesses offer today will help the Committee as we plan to move
forward with Medicaid reform. We need to look for innovative solutions to the prob-
lems facing Medicaid. I believe that Medicaid beneficiaries and America’s taxpayers
deserve nothing less.

Mr. BILIRAKIS. The Chair appreciates your cooperation. We will
just move right on to the first panel which consists of the Honor-
able Tom Scully, the administrator of CMS Centers for Medicare
and Medicaid service. Tom, you have 10 minutes. Use that as you
will, sir.
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STATEMENT OF HON. THOMAS A. SCULLY, ADMINISTRATOR,
CENTERS FOR MEDICARE AND MEDICAID SERVICE, ACCOM-
PANIED BY DENNIS SMITH
Mr. SCULLY. Thank you Mr. Chairman. I will go as fast as I can.

And Mr. Brown, thank you for having me today. Thank you for
having us here this morning and thank you for No. 1, being flexi-
ble. I had to go to a meeting at the White House this morning. Ob-
viously came in a few minutes late and I apologize for that, and
thank you also for allowing me to bring Dennis Smith, who runs
the Medicaid program. We work a lot together, but he’s far more
knowledgeable than I am so I appreciate the committee’s willing-
ness to have Dennis come with me today, and obviously I will let
him answer all the tough questions and I will take the easy ones.

Let me just start off by saying that I think Medicare, as a num-
ber of you pointed out, including Congresswoman Wilson, has been
the focus of a lot of congressional attention this year. I spent a lot
of time on it, including my meeting this morning. But Medicaid is
obviously a bigger program, much more complicated, arguably
much more in need of reform. And I would be anxious and hope
Congress would be interested in engaging on any basis whether it
is the administration’s bill or any other on looking at the under-
lying Medicaid program. Medicaiid is much more complicated than
Medicare. It is really 57 small programs between the different
States and the territories. Every one of them is different.

Every arrangement is different. Every State program is different.
It is a very, very complicated program. It is a wonderful program,
as many of you have said. Medicaid covers 48 to 50 million people.
And it does a lot of wonderful things. But it is a very complicated
program that has gotten too little attention, in my opinion, from
the Federal Government, including my agency. I have 4,800 full-
time employees in my agency, and probably another 5,500 contract
employees. We have about 500 people that work on Medicaid. An-
other 500 do survey and certification, but about 500 people actually
work on Medicaid. We have 62 financial managers around the
country that work on Medicaid.

So in many ways, given the amount of attention that has been
given to this, by HCFA/CMS and by many people over the years,
it is not too surprising we have ended up with a complicated, tan-
gled amalgam of State programs.

So I would welcome a lot more attention to Medicaid, and I think
that Medicaid, by virtue of the fact that it is actually run by the
States and we are a relatively passive paying partner, has gotten
far less focus than it probably deserves on the Federal policy level.

Let me just start quickly by going through the structure, which
I am sure most of you understand. Many people think that Med-
icaid is a women and children’s program. In fact, 73 percent of the
enrollees in Medicaid are women and children. But there is a chart
attached to my testimony which shows that only about 27 percent
of the funding goes to women and children. A large percentage of
the funding goes to the blind and disabled, which is obviously an
important population to serve and obviously not something that
probably can or will be changed very much.

But that’s about 18 percent of the Medicaid population. Yet, it
is about 45 percent of the funding. One of the things that has put
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a lot of pressure on the States in recent years that a lot of people
also don’t understand and which I think Mr. Brown alluded to, is
that almost 70 percent of people in nursing homes are on Medicaid.
That puts an enormous amount of pressure on the States. This rep-
resents only about 9.5 percent of the beneficiaries, but 27 percent
of the funding.

There are a number of studies out there that have shown that
as many as 50 percent of the people that are going into nursing
homes on Medicaid are not truly poor, that they transfer their as-
sets to some of their family members. Eventually most of them do
become poor and in fact do need Medicaid. But in many cases in
many States you could make an argument that higher income peo-
ple in some of these cases should use their own assets for at least
the first few months if not years before they go on Medicaid. Yet
there are very elaborate arrangements in many States to avoid
that.

That puts an enormous amount of pressure on States, and if we
are truly trying to help blind, disabled, truly poor women and chil-
dren, and the truly poor that need nursing homes, I think, this is
a source that a lot of people should focus more attention on to
make sure that the people that are on Medicaid going to nursing
homes are truly poor. There has been very little attention given to
asset transfer issues.

One thing the administration is working on with HUD, is a small
existing program in HUD for reverse mortgages. We have spent a
lot of time working with the National Council on Aging, the AARP,
and others, to find a way to enhance that program. Eighty percent
of seniors have a paid-off home with an average asset value of
$107,000. Yet very few of them think that it as an asset to be used
to buy long-term care insurance; to pay for home health care.

Most seniors don’t want to be in a nursing home. Most of them
want to stay at home and they go to a nursing home as a last re-
sort. Yet they have very little financial ability to find a way to fi-
nance that. We think we need to find clever ways, and we think
we have some interesting ways to actually use their existing assets
in their home to allow people to stay at home longer, then go to
assisted living instead of nursing homes. And if they are not truly
poor, we need to find ways without putting pressure on them to use
their home as an asset, which is the No. 1 asset most seniors have.

Seniors have $1.5 trillion tied up in assets in paid off mortgages.
One hundred percent paid off mortgages on their homes. Yet they
rarely think of that as an asset they can use to help pay for their
long term care. And I think it is something that the States and
CMS should both look at and spend more time focusing on.

Secretary Thompson, Dennis Smith and I are spending a lot of
time on that right now.

Let me just switch to talk about the focus of this hearing is. I
have said repeatedly, but frequently misquoted, that if I were a
Medicaid director in a State, I might very much do what they have
been doing. I don’t blame them. If the Federal Government sets up
dumb rules in Medicaid and States use them to maximize the reim-
bursement, yes you can’t necessarily blame them, but we need to
police it better and do a better job of making sure that we treat
everybody exactly the same. A number of you mentioned that Med-
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icaid next year is going to be a $304 billion program, which will
make it the largest Federal health care program.

But, out of the $304 billion, probably about $25 billion of that is
attributable to intergovernmental transfers or taxes. We estimate
that $304 billion is spent, but we really don’t know how much of
this might be attributable to inappropriate financing schemes. Our
best guess is that about $25 billion of that is phantom matches
that aren’t actually put up by the States. So there’s $25 billion of
mythical care that really isn’t given. That is a huge problem.

We really believe we need to turn this back into the State-Fed-
eral partnership the program was intended to be. In the last 20
years, I have spent a lot of time with many of you, including Mr.
Waxman, trying to find ways to make sure this program actually
works as a Federal-State partnership. I think that is critical. I
think we should be able to look every Governor in the eye whether
he is a Democrat or Republican and say they are getting exactly
the same deal.

I attached a chart to my testimony this morning, and I think you
will see that if you look at the statutory match rates which are
based on poverty, Mississippi, being the poorest State in the coun-
try, has the highest statutory match rate. In at least 25 States,
there is no real connection between what their match rate is and
what the Federal Government is paying. Again, I don’t necessarily
blame a State budget director or a Medicaid director for doing that.
But over the years, we have allowed it to happen and we have ac-
tually had very inequitable distribution among the States about
what their actual match rates are. We have made a big effort to
try to fix that.

Medicaid is the fastest growing program in the government.
When I went into the first Bush Administration in 1989, Medicaid
was a $60 billion a year program. This year it is $304 billion. It
has grown 371⁄2 percent, since I have been at CMS. That is pretty
rapid growth. We have no problem with rapid growth, and I will
get to that in a minute. We don’t have any desire to spend less on
Medicaid. But we want to spend more wisely.

We need to deal with long-term care costs. We need to deal with
spend-downs for Medicaid. We need to deal with the problems we
have State-by-State on extremely high spending on prescription
drugs when it is not necessarily appropriate. We are very focused
on trying to fix the program and make it work better. And a lot
of that comes back to addressing financing problems. So let me just
switch back to that for a moment.

If you look at the three big branches of financing gamesmanship
that have gone on in the last 15 years, from 1988 to 1993, most
of the States were trying to maximize disproportionate share hos-
pital payments. We did limit that in the earlier 1990’s, and it has
worked fairly relatively effectively. The next transition beyond
that, and this is illustrated in attached examples in the testimony
was intergovernmental transfers. They exploded in the mid 1990’s,
and we have, to some degree, put a limit on them.

To me, the most disturbing development, which happened in the
last 4 or 5 years, is upper payment limits. And the reason it dis-
turbs me more than anything else is that in the earlier two sets
of games, theoretically we were spending more money on health
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care. With upper payments limits, States, in effect, have been able
to cash out the State match, and get more Federal dollars without
putting up any more money. And the most disturbing trend is the
case where Medicaid is actually spending less money on health
care because it is not with the Federal Government. The States are
actually drawing down more Federal money and still putting up
State money, and they are actually cashing out State money and
displacing the Federal money, and we end up spending less on
health care, which is clearly not the goal.

So I would argue we have done a lot in the last couple of years
to slow down the States. I wouldn’t expect them to be happy, but
I do think that I can honestly tell any Governor from either party
that in the last 3 years, to the extent we possibly could under the
law, we have been able to look them in the eye and say they are
getting exactly the same deal, and that we treat them exactly the
same way. I will give one example. Regarding Missouri, which you
can see in your charts. Two years ago we had a very large problem
building in the Medicaid program. The normal course would have
been to litigate it for 15 years.

Instead, we spent about a year and a half with a Democratic
Governor, and their State’s Secretary of Health working out a
much more transparent financing schedule for Missouri. We settled
most of the differences. All of them actually. We have what I think
is a very clear model as a partnership where Missouri submits to
us everything they are doing on Medicaid at the beginning of the
year. We understand what they are doing. We understand their
taxes. We understand their financing. We spend a lot more time
working with them. As a result, they happen to have a very good
Medicaid program.

We spent a lot more time working with them and trying to make
Medicaid a better program, and a lot less time trying to figure out
who can maximize their match rates, which is what happens in too
many States, unfortunately.

So our goal here is to get back to the point where we spend a
lot of time working on Medicaid, making Medicaid a better pro-
gram and less time trying to figure out who can find the most clev-
er accountants to maximize the reimbursement. I think that is a
goal that probably all of us share. Let me just finally wrap up on
the administration’s proposal.

The administration’s proposal, just to be very clear, is not a block
grant. Our interest is not to save money. Our interest is to give the
States a lot more flexibility. Secretary Thompson was a Governor.
Obviously, he was not a big advocate of the current Medicaid struc-
ture in Wisconsin when he was a Governor. He, Dennis Smith and
I spent a lot of time on this. What we were trying to do is give the
States more flexibility without saving any money. It is not a block
grant. It is limited only to optional beneficiaries. The Federal Gov-
ernment would still be required to cover all mandatory bene-
ficiaries. The focus is to give States more budget certainty and to
give us more budget certainty, while giving the States a lot more
flexibility.

I was involved in negotiating the first TennCare waiver in 1990
in the first Bush Administration. I was involved in doing it again
in the past year. I was involved with Senator, then Congressman
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Wyden on this committee, when the first Oregon waivers went
through.

We did a large waiver with Illinois last year. No State has to
seek waivers. Even under the President’s proposal, no State has to
change a thing. What we are trying to do is give the Governors the
maximum flexibility to come in and get a straight deal from us as
far as how they can deal with their optional populations with far
more flexibility, far more money in the baseline. They would get
more money for flexibility and less hassle and a much more
straightforward relationship with the Federal Government. And
the bottom line is that nobody was required to do it. Any State that
didn’t want to didn’t have to participate.

So I certainly understand people’s concern. I think you know we
are really interested in making the Medicaid program work better
and we are not proposing a block grant. We are proposing giving
the States greater flexibility and we would be very, very interested
in seeing and working with the committee and with the Senate Fi-
nance Committee on trying to find ways to make the Medicaid pro-
gram work better in the long term as a more efficient partnership
that is going to continue to serve many, many millions of people.
Thank you, Mr. Chairman.

[The prepared statement of Hon. Thomas Scully follows:]

PREPARED STATEMENT OF HON. THOMAS SCULLY, ADMINISTRATOR, CENTERS FOR
MEDICARE AND MEDICAID SERVICES

Chairman Bilirakis, Ranking Member Brown, distinguished Committee members,
thank you for inviting me to discuss the challenges facing the Medicaid program in
the 21st Century, and for allowing Dennis Smith, the Federal Medicaid director, to
appear with me today. The Medicaid program faces many challenges. With more
than 40 million Americans lacking health insurance, CMS has been pursuing a wide
range of initiatives to expand insurance coverage, including working aggressively to
improve the Medicaid waiver process. Through waivers and State plan amendments
(SPAs), Medicaid eligibility expanded by more than 2.27 million people between
January 2001 and September 2003. In addition, we are focused on outreach so that
potentially eligible individuals know about the Medicaid program, and as in the
Medicare program, we are working to ensure that Medicaid beneficiaries receive
quality care. While all of these areas present challenges to the Medicaid program,
today I am here to focus on Medicaid finances, perhaps the most immediately press-
ing challenge to the program.

Medicaid spending continues to rise each year—and this is no small concern.
When I first went to work at OMB in 1989 during the first Bush Administration,
total Federal and State Medicaid spending was $61.2 billion. By the time I departed
in 1993, total Medicaid spending had grown to approximately $132 billion. Today,
total Medicaid spending for 2004 is projected to be $304 billion—that’s nearly a tri-
pling in spending over 10 years and five-fold increase since 1989. Moreover, Med-
icaid—not Medicare—is now the largest government health program in the United
States. In FY 2002, total Federal-State Medicaid outlays ($259 billion) exceeded
Medicare outlays ($257 billion) for the first time. This trend is continuing, with
Medicaid outlays exceeding Medicare by about $4 billion in FY 2003 ($281 billion
versus $277 billion), and estimated to exceed it by approximately $26 billion in FY
2004 ($304 billion versus $289 billion). In addition, in May, Congress approved a
temporary infusion of additional Federal funds as part of the Jobs and Growth Tax
Relief Reconciliation Act of 2003. Under the new law, States will get a temporary
increase in the percentage rate for Federal Medicaid matching funds (FMAP) for
five calendar quarters, beginning April 1, 2003, and ending June 30, 2004. Thus,
total Federal spending for Medicaid over the next ten years is estimated at $2.6 tril-
lion. Combined Federal and State spending on Medicaid in this period is estimated
at $4.5 trillion.

While some of this growth is due to expanded coverage and eligibility—positive
growth for the program because so many more uninsured Americans are getting
health care services—much of the increase in Medicaid spending over the past 10
years can be attributed to the ever-increasing costs of providing long-term care. The
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Medicaid program primarily serves three groups of beneficiaries. Women and chil-
dren comprise about 73 percent of enrollees but utilize just 27 percent of the Med-
icaid funding. The elderly and people with disabilities are the other two major
groups that comprise just 27 percent of the Medicaid population, though the cost
of their care consumes about 70 percent of Medicaid spending. In fact, almost 70
percent of nursing home beds are now Medicaid-financed, and State and Federal
governments pay roughly 60 percent of all long-term care costs nationally.

Since Medicaid expenditures are a large and growing proportion of most State
budgets, the Medicaid program is an area to which States turn to reduce costs. To
reduce costs, States are feeling pressure to drop optional Medicaid benefits or to re-
duce optional populations. States also find other creative revenue enhancing mecha-
nisms, including utilizing a variety of legal and regulatory loopholes to enhance the
Federal funds they receive to provide health care for their citizens. Intergovern-
mental transfers (IGTs) are a prime example of such loopholes. While it is com-
pletely legal for States to share costs with counties and other local government bod-
ies to recoup Medicaid expenditures, IGTs are only supposed to provide the statu-
torily determined match rate for a State. However, States often find ways to use
IGTs to avoid paying the statutory match rate and effectively shift a larger portion
of Medicaid costs to the Federal government. The Federal government should only
match real expenditures for the Medicaid population at the real matching rates, but
in recent years, IGTs have been used to draw billions in Federal funds with no true
State or local spending.

As Federal and State Medicaid spending continues to grow rapidly, it is increas-
ingly important for CMS to ensure that taxpayer dollars are serving their intended
statutory purpose of improving health care quality and access for Medicaid bene-
ficiaries. There are many opportunities for improving the fiscal integrity and man-
agement of the Medicaid program. I would like to discuss some of the problems we
have seen, and some strategies that might refocus the program away from financing
gamesmanship and back to delivering health care to America’s vulnerable popu-
lations.

BACKGROUND

Medicaid is a partnership between the Federal government and the States. While
the Federal government provides financial support to the States and is responsible
for overseeing the Medicaid program, each State essentially designs and runs its
own program. States have great flexibility in administering their programs, and the
Federal government pays States a portion of their costs by matching certain spend-
ing levels, with statutory matching rates currently ranging between 50 and 77 per-
cent. This creates a natural tension in which States strive to maximize Federal
matching dollars. The Federal government has a responsibility to ensure that funds
are matched appropriately. However, through various financing and funding mecha-
nisms, including the use of donations and taxes, the Disproportionate Share Hos-
pital (DSH) program, and Upper Payment Limits (UPL), many States manage to in-
appropriately draw down more Federal Medicaid dollars with fewer State dollars,
resulting in an effective FMAP that is higher than the statutorily determined
matching rates, creating inequities among States. CMS has begun to close these
loopholes and ensure that States receive appropriate matching rates, but it is a
long, complicated and politically unpleasant battle.

To prevent inappropriate funding mechanisms now, and in the future, it is impor-
tant that we understand the various types of loopholes that States have exploited
in the past and continue to exploit today. We must remain vigilant in closing and
avoiding all of these loopholes. President Bush, Secretary Thompson, and I take this
very seriously. We want to continue to work with you to correct current inappro-
priate State funding mechanisms to ensure the fiscal integrity of the Medicaid pro-
gram and to ensure that Federal dollars are used to pay for Medicaid covered serv-
ices for Medicaid-eligible individuals.

INAPPROPRIATE FUNDING MECHANISMS

As I mentioned, over the last two decades States have developed innovative ways
of enhancing Federal matching dollars. In 1985 the Centers for Medicare & Med-
icaid Services (CMS), formerly the Health Care Financing Administration (HCFA),
changed the regulations governing the way the Federal government provides match-
ing funds to States when they received private donations to help cover administra-
tive costs. This rule change was merely intended to reduce record keeping and pro-
vide States more flexibility for accepting philanthropic donations.

Additionally, regulations at the time allowed States to impose special taxes on
specific provider groups. These regulations led States to impose taxes and receive
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donations from providers that led to new ways to finance States’ share of Medicaid
expenditures. In 1986, Congress was concerned that States were not reimbursing
Disproportionate Share Hospitals (DSH) for their uncompensated care costs. Legis-
lation was passed that eliminated any limit on DSH payments. The combination of
new revenue sources from donations and taxes and the ability to pay unlimited re-
imbursement to Disproportionate Share Hospitals (DSH) led to a significant in-
crease in the Medicaid expenditures claimed by States. Once these exploding loop-
holes began to be limited, States pursued the Upper Payment Limit (UPL) loophole
more aggressively. These scenarios, which I will describe in greater detail, provided
opportunities for States to creatively draw additional Federal matching funds.
Provider Donations and Provider-Specific Taxes

An early maximization strategy States employed to enhance Federal Medicaid
matching funds without using additional State resources was the use of provider do-
nations and taxes. Typically, a State would either arrange for providers to ‘‘donate’’
funds to the Medicaid program, or it would establish special ‘‘taxes’’ on certain pro-
vider groups. Once these funds were collected from the affected providers, they were
then repaid to those providers through increased Federal Medicaid payments, large-
ly in the form of DSH payments. Since States had a great deal of flexibility in how
they made DSH payments, they were able to raise DSH rates to compensate pro-
viders for the costs associated with the donations or taxes. As the DSH payments
were raised, the effective level of Federal matching funds increased correspondingly.
In the end, the providers were repaid their donations or taxes, and the State was
left with the Federal matching funds to either return to the provider or to keep for
whatever use it decided. The only party that incurred any new cost was the Federal
government. It was a no risk, no cost, free money mechanism for dozens of States.

I spent a considerable amount of time on this issue while I was at the Office of
Management and Budget in the first Bush Administration. I can tell you that the
widespread use of these financing mechanisms contributed to extraordinary in-
creases in Federal Medicaid expenditures in the late 1980s and early 1990s. For ex-
ample, in 1989 we found that three States were drawing a combined total of $23
million from Federal funds through provider taxes and donations. This number in-
creased to eight States drawing an additional $300 million in 1990, and by 1991
more than half of the States were drawing an incredible $12 billion.

In 1991, Congress passed the ‘‘Medicaid Voluntary Contribution and Provider-Spe-
cific Tax Amendments of 1991,’’ the first piece of stand-alone Medicaid legislation
in the program’s history. This law set out strict conditions that States must meet
in order to use taxes levied on health care providers as part of their State dollars
eligible for Federal Medicaid matching funds. The law said the taxes must be:
• Broad based, or applied to all members of a definable group. For example, they

must apply to all hospitals, not just psychiatric hospitals;
• Uniform, with all providers within the group being taxed at the same rate; and
• Not part of a ‘‘hold harmless’’ agreement where the funds are returned to the pro-

viders either directly or indirectly.
The law also eliminated Federal Medicaid matching payments for provider dona-

tions, except in very limited circumstances. After significant consultation with the
States, CMS published a final regulation implementing this law in 1993. The rule
laid out a process for States to request waivers of certain provisions for tax pro-
grams that are not broad based or uniform. The ‘‘hold harmless’’ provision, however,
cannot be waived. In an effort to improve State compliance with the law, in 1995
CMS issued detailed regulatory guidelines explaining the Donations and Tax rules.

In 1997, CMS notified States that if legislation explicitly ending the use of imper-
missible taxes and resolving outstanding State liabilities was not passed, CMS
would have no choice but to ask the Department of Justice to pursue enforcement
measures to resolve States’ liabilities. Also in 1997, the Balanced Budget Act (BBA)
banned States from using Federal Medicaid matching funds for purchases unrelated
to health care, such as building roads and bridges. In 1998, CMS proposed legisla-
tion to allow the Secretary to work out compromises with States regarding large un-
allowable funds States received, rather than having to refer these cases to the Jus-
tice Department. Although this proposal never became law, due to the other restric-
tions I discussed, it appears that today States generally have stopped attempting
to exploit this particular loophole.
Disproportionate Share Hospitals

Another financing mechanism commonly used by States has its roots in the early
1980’s. In 1981, Congress recognized that some hospitals were treating a large num-
ber of uninsured patients thereby increasing their uncompensated care costs (UCC).
As a result, these hospitals were taking in far less revenue per patient and experi-

VerDate 11-MAY-2000 10:47 Mar 02, 2004 Jkt 000000 PO 00000 Frm 00025 Fmt 6633 Sfmt 6621 89961.TXT HCOM1 PsN: HCOM1



22

encing difficulty remaining open. With the passage of the Omnibus Budget Rec-
onciliation Act (OBRA) of 1981, Congress allowed States to pay more to hospitals
treating a disproportionate share of uncompensated care cases as a way to encour-
age these hospitals to continue treating needy patients. Although this program con-
cept clearly represented a good idea, the States were slow to embrace it.

A major change to the DSH law took effect in OBRA 1986, which prohibited the
Federal government from putting any limit on payments made to hospitals that
serve a disproportionate number of low-income patients with special needs. Then,
in OBRA 1987, Congress created DSH payment rules and qualifications in law, spe-
cifically defining Disproportionate Share Hospitals and requiring States to pay addi-
tional funds to certain qualifying hospitals. OBRA 1993 further restricted State use
of DSH revenues by limiting the amount that States could pay to specific hospitals
to 100 percent of their uncompensated care costs, further limiting abusive DSH
practices.

As OBRA 1993 took effect, States began looking for new ways to maximize Fed-
eral funds. One way States financed their share of Medicaid expenses was through
IGTs. States have always been allowed to shift funds among the different levels of
government to reduce administrative burdens. For instance, a County can transfer
funds to the State, and States can use this money as their share of Medicaid ex-
penditures. However, States provided DSH payments to public facilities that exceed-
ed their Medicaid costs, receiving more Federal matching funds in the process, and
these facilities could then refund some of the money to the State through IGTs (see
attached chart 1). To end this practice, the Balanced Budget Act of 1997 mandated
State-specific caps on the total level of Federal matching payments to State DSH
hospitals.
Upper Payment Limits

As Congress mandated limits on DSH payments and restricted States’ ability to
use donations and taxes, States began exploring other creative ways to enhance
their Federal Medicaid funding, such as maximizing their ‘‘Upper Payment Limit’’
calculations. In 1987 Congress had established Upper Payment Limits for State
owned or operated inpatient facilities, in an effort to remove the inherent incentive
for States to overpay themselves. However, under the revised rules, States still were
allowed to exceed these UPLs for certain publicly owned providers. By calculating
the maximum amount that Medicare would have paid to each Medicaid facility—
the Upper Payment Limit—States were able to obtain extra Federal matching
funds. Under this scenario, States could calculate the upper limit for both public
and private hospitals and nursing homes in the aggregate, rather than separating
public from private. This gave them the flexibility to pay public hospitals and nurs-
ing homes more than private facilities. As a result, public hospitals could then re-
turn money to the State. The State, in turn, could use these funds to obtain more
Federal matching dollars. The State could then return a portion of its share of the
money to the public facilities, and keep the Federal share for its own use (see at-
tached charts 2 and 3).

The Agency saw the first indications that States were using Upper Payment Lim-
its in publicly owned providers to raise revenues in the early 1990s, although the
dollar amounts and the number of States were limited. At that time, aggressive con-
sultants began advising States to use Upper Payment Limits as a way to increase
Federal Medicaid revenues flowing to the States. In 1999, at CMS’ request, the
Health and Human Services Office of the Inspector General performed audits in six
States that confirmed the abusive nature of these payment arrangements. To close
this loophole, CMS published three regulations establishing Federal upper payment
limits (UPL) that limited the ability of States to increase their share of the Federal
payments under Medicaid without actually spending State funds. Generally, the
new UPL rules prevent States from paying each type of hospital and nursing home
in Medicaid more than 100 percent of what Medicare would pay for similar services.

The final regulation, which took effect May 15, 2002, included provisions for a
gradual phase out of excess Federal funds drawn down by States using these fund-
ing schemes. There are three phase-down periods: two, five and eight years, and
States are assigned to each depending upon the length of time they had operated
the funding schemes. The longer a State relied on the excess funds, the longer they
have to phase out the use of those funds.

In early 2002, CMS notified 24 States determined by CMS to be qualified for a
transition period under the upper payment limit (UPL) regulations. CMS provided
the States with its preliminary determination regarding the length of each State’s
transition period and requested that each State submit the necessary UPL calcula-
tions to support its preliminary findings. CMS is presently evaluating the UPL cal-
culations provided by each of the 24 States and the associated Medicaid spending,
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both of which are necessary to make final UPL calculations. The first transition pe-
riod of the two-year phase out ended on September 30, 2002.

CMS OVERSIGHT ACTIVITIES

CMS has a strong interest in strengthening financial oversight and ensuring pay-
ment accuracy and fiscal integrity. Federal matching funds must be a match for real
State expenditures, not a match of phantom dollars. At the Federal level, our pri-
mary role is to exercise proper oversight and review of State financial practices and
to provide guidance and support for States’ efforts to ensure program and fiscal in-
tegrity. While we have made substantial progress in helping States identify and re-
duce improper payments, we are now turning our attention to strengthening Med-
icaid Federal financial management activities.

We have taken some initial steps to improve our financial management processes,
but we know that more work can and must be done. As part of the President’s FY
2003 Budget, we have dedicated $10 million from the Health Care Fraud and Abuse
Control (HCFAC) account to develop a comprehensive Medicaid program integrity
plan. The FY 2004 Budget proposes to allocate $20 million from HCFAC for this
initiative. We are increasing attention to, and emphasizing the importance of Med-
icaid financial management at all levels of our Agency and across all of our regions.
This effort involves improving Federal oversight capabilities of State Medicaid fi-
nancial practices, and focusing attention on program areas of greatest risk, so that
our resources are targeted appropriately. The following are examples of improve-
ments and progress we have made as part of our Medicaid financial management
and program integrity redesign.
Creating National Reimbursement Teams

In an effort to improve national consistency in the issuance and application of
Medicaid reimbursement policy, we have put together a team of Central and Re-
gional Office staff, the National Institutional Reimbursement Team (NIRT), who are
responsible for reviewing all institutional reimbursement State plan amendments,
providing technical assistance to the States, and developing Medicaid institutional
reimbursement regulations and policy. For example, the team is currently using a
standard set of questions that must be answered by States before a State plan
amendment will be approved and will help ensure that the payment methodology
is clear. Questions include issues such as, ‘‘Do providers retain all of the Medicaid
payments including the Federal and State share (including normal per diem, DRG,
DSH, supplemental, and enhanced payments) or is any portion of the payments re-
turned to the State, local governmental entity, or any other intermediary organiza-
tion?’’ As a result of this effort, we will better know what we are paying for and
how we are paying for it. The team’s work will help ensure consistency in the appli-
cation and review of our Medicaid policies. We also have established a Non-Institu-
tional Provider Team (NIPT), which functions similarly to the NIRT, but for non-
institutional providers, namely physicians. The NIRT and the NIPT have been
working together on UPL transitions for those States with both inpatient and out-
patient UPL phase-outs.
Upfront Reviews of State Funding Sources and Expenditures

We will be redirecting and adding resources this year with the goal of changing
the emphasis of the Financial Management (FM) review of State Medicaid/SCHIP
programs from an after-the-fact review to an upfront and proactive review. Our new
emphasis would be primarily to review the non-Federal share amounts and related
expenditures prior to the beginning of the fiscal year so that any problems or issues
can be resolved before any claims are submitted. This process would provide an ap-
proval of the State’s operating plan for the upcoming year, with the goal of elimi-
nating the need for CMS to intervene and disallow Federal Medicaid funding after
it has already been spent by the State and to identify any unallowable funding
schemes or expenditures before they actually happen. Now is the best time to start
this effort—while States are currently developing budget plans for next year. That
way, we can examine spending before States are locked into a budget, and avoid
disallowances that disrupt the State budget cycle.
Making Federal Matching Payments Only When State Plan Amendments Are Ap-

proved
In the past, States have been allowed to draw down Federal matching payments

for State plan amendments that were submitted, but not yet approved. This allowed
States to assume a financial risk if their plan amendment was subsequently dis-
approved. Since Federal matching payments were readily available while their State
plan amendments were being considered, States had little incentive to ensure their
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plan amendments were approved. In fact, some State plan amendments were pend-
ing for years while the States continued to draw down Federal matching payments.
In January 2001, we issued a State Medicaid Director letter informing the States
that we would no longer make Federal matching payments until State plan amend-
ments were approved, thus removing the previous incentive for States to keep plan
amendments pending. For our part, we have changed our policy so that we will ei-
ther approve or disapprove plan amendments within 90 days.
Partnership with State and Federal Oversight Agencies

Another key element of our new financial management strategy is to strengthen
our working relationships and our exchanges of information with several State enti-
ties. Every State has one or more audit entities responsible for ensuring that State
expenditures, including those in the Medicaid and State Children’s Health Insur-
ance Programs, are properly made and documented. Furthermore, every Medicaid
Agency has a surveillance and utilization review staff to pinpoint and pursue ques-
tionable provider claims and Agency payments. Finally, as you know, virtually all
States operate a Medicaid Fraud Control Unit, typically housed in the Attorney
General’s office, to pursue instances of suspected Medicaid fraud. By better culti-
vating our relationships with State agencies that perform these types of functions,
we believe we can continue to enhance our oversight of the Medicaid program na-
tionwide. In addition, over the last several years, at the Federal level, we have de-
veloped a close collaboration with the Department of Health and Human Services’
Office of the Inspector General. We intend to continue this relationship.

FUTURE ACTION

CMS has several efforts underway to improve Medicaid’s financial oversight and
management. For example, both the General Accounting Office and this Commit-
tee’s Oversight and Investigation Subcommittee have begun investigations into po-
tential waste, fraud, and abuse in Medicaid State plans. Additionally, the Medicare
reform legislation currently in conference, also addresses Medicaid with the inclu-
sion of a provision that would require a State, as a condition of receiving DSH pay-
ments, to submit an annual report that:
• Identifies each DSH hospital that received a payment adjustment under this sec-

tion for the preceding fiscal year and the amount of the payment adjustment
made to such hospital for the preceding year;

• Includes such other information as the Secretary determines necessary to ensure
the appropriateness of the payment adjustments made under this section for the
preceding fiscal year.

These are all temporary solutions, and Medicaid financing needs fundamental
structural reforms that will return the program to a Federal and state partnership.
The Administration has demonstrated its commitment to increasing states’ flexi-
bility in administering their Medicaid programs. The HIFA, Independence Plus and
Pharmacy Plus waiver initiatives have given states significantly more flexibility to
expand eligibility and to tailor their programs to meet the needs of their bene-
ficiaries.

However, reform of the financing structure of Medicaid is needed if we are serious
about reducing waste, fraud and abuse. Because state governments are facing budg-
et pressures, they will seek creative Medicaid financing strategies. The financial in-
centives in the program exacerbate this problem. Under the current Federal-state
matching mechanism, if a state cuts one dollar of its own spending, then the state
forfeits between one and two dollars in federal funds. Under current law, states may
eliminate coverage of optional populations and drop optional benefits. They are
doing so. In the past year, over two-thirds of states have reduced services or eligi-
bility and most states are currently considering other benefit or eligibility cutbacks.
This puts the health coverage of thousands of Americans at risk because when
states can no longer afford to pay their share of the costs, they may lose the Federal
funding as well.

We want to give states another option so that they can manage their health care
budgets, while preventing further service and benefit cuts and while actually ex-
panding coverage for low income Americans. Our proposal builds on the success of
the State Children’s Health Insurance Program (SCHIP) and the Health Insurance
Flexibility and Accountability (HIFA) demonstrations in increasing coverage while
providing flexibility and reducing the administrative burden on states.

Under this proposal, states would have the option of electing to continue the cur-
rent Medicaid program or to choose an alternative global financing option. States
electing this alternative would have to continue providing current mandatory serv-
ices for mandatory populations. For optional populations and optional services, the
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increased flexibility of these allotments would allow each State to innovatively tailor
its provision of health benefit packages for its low-income residents. For example,
states could provide premium assistance to help families buy employer-based insur-
ance. States could create innovative service delivery models for special needs popu-
lations including persons with HIV/AIDS, the mentally ill, and persons with chronic
conditions without having to apply for a waiver. Another important part of the new
plan would permit States to encourage the use of home and community-based care
without needing a waiver, thereby preventing or delaying institutional care. The Ad-
ministration has been engaged in discussions with the governors aimed at creating
a proposal that both accomplishes the desirable goal of reform and addresses some
of the major concerns in Medicaid.

An additional avenue for addressing Medicaid funding challenges is to encourage
consumers to buy long-term care insurance. For example, the President has pro-
posed to expand the four State programs on Long Term Care Partnerships, as well
as two important tax relief measures for care givers and those who purchase long
term care insurance.

CONCLUSION

Through complex, creative financing schemes States have artificially maximized
Federal Medicaid matching funds. This practice is simply unacceptable. The Med-
icaid program must be a Federal-State partnership, not an exercise in financing
gamesmanship. We must continue to ensure that beneficiaries receive the high qual-
ity care they deserve, and that we are appropriately matching State Medicaid funds.
The last two decades have demonstrated that States can be extremely resourceful
in creating innovative funding mechanisms that do not comply with the intent of
the Medicaid program, which requires States to certify that they have the appro-
priate funding to pay their matching Medicaid share. We all need to work harder
to ensure States are able to help pay for high quality health care for their residents
through appropriate means, but we need to be vigilant in order to prevent further
loopholes before they become set in law or regulation. We appreciate your support
in these efforts and the opportunity to discuss this important topic with you today.
We are happy to answer your questions.
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Mr. BILIRAKIS. Thank you very much Mr. Scully.
In your testimony, I guess particularly in your written testimony,

you focused more on how some States have used a variety of
schemes to obtain billions of additional Federal Medicaid dollars.
You know, if all that additional Medicaid dollars, Federal Medicaid
dollars were used for health purposes for those people in the
States, I don’t know that that would upset me too very much. But
I guess what would really upset me would be if some of those dol-
lars were being used for purposes other than health care. Can you
maybe respond to that? How much would you say, and I don’t
mean in terms of dollars, but percentages or whatever the case
may be, do you feel of those dollars are used for purposes other
than health care?

Mr. SCULLY. I would say that is very hard to say, Mr. Chairman.
I think a rough estimate. I think we have done a lot better in the
last 2 years about, you know, it used to be that when the State ap-
plied with a State plan for more Medicaid money we used to ap-
prove it and then generally, and I mentioned this in my testimony,
the tradition had been to approve it when States had spent it and
then we’d try to get it back later, which obviously never works. We
have, in the last couple of years, got to the point of saying we are
not going to give any States the money until they explain where
it is going and it is spent on health care and not on building roads.

There are lot of examples in the early 1990’s, I won’t pick on any
States, where some States got billions of dollars for the Medicaid
program and didn’t use it for health care. I think we have mini-
mized that to some degree. But the money is very fungible. And in
many cases, especially through upper payment limits and intergov-
ernmental transfers, the States, in fact, take quite a bit of money
off the top and don’t use it for health care, which is extremely trou-
bling to us. I don’t think we have a problem matching real State
expenditures and carrying more people on health care. The concern
we have is two-fold. There is an awful lot of Federal dollars being
drawn down when States aren’t putting up any money at all.

And second, giving everybody the same deal. I mean there is no-
body here from Alabama, so I will pick on them, although we have
been working cooperatively with them, the poorest State in the
country is Mississippi. They have, I think, a 77 percent match rate.

Alabama next door has a statutory match rate of about 70 per-
cent and in recent years, they have gotten as high as 93 percent.
So to me, it is a matter of, you know, the poorest States should get
the best deal, and everybody should work on the same sets of rules,
and if States have been clever enough to draw down money inap-
propriately and we haven’t called them on it, which in the past we
hadn’t always done it, is not a fair deal under the statute. And I
think that that is the primary issue.

Mr. BILIRAKIS. I know the same thing has been taking place over
the years regarding dish money too. Can you give us some exam-
ples if you know, I know you have been at this for a long, long
time, and you are certainly familiar with some of the excesses and
some of the fraud that has taken place. But can you give us some
examples of how some of their money has been used in the past
aside than for health care?
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Mr. SCULLY. Well, once again, it is, I mean, I would say it is
fraud. On the other hand, I would say that as I said repeatedly,
if you are a State budget director, or you are a State Medicaid di-
rector, and you can get away with it. I think many of them tried
to do it.

Mr. BILIRAKIS. I would suggest that fraud is probably not as
strong a word as should be used in a case like that.

Mr. SCULLY. Yeah, I believe some of this behavior has been out-
rageous. But I think part of it is the agency has to crack down. We
have been doing that. It has not been fun. It is not politically pleas-
ant. And I think we have been doing equitably among all States.
But I think it has to be done. Yeah, I can give you examples of lots
of things. But, you know, I would start off with the tax in my home
State of Pennsylvania years ago. What happened was every nurs-
ing home in the State paid a tax for one tenth of a second, sent
it to a bank in Harrisburg. The State raised $500 million, put it
up and got an immediate match of $500 million from the Federal
Government and transferred it back to the nursing homes. That
was the original way donations and taxes worked.

There are many ways intergovernmental transfers work, but
intergovernmental transfers, for example, generally State hospital
would transfer its entire budget to the State for a split second.
That would be put up as a Federal match, would be transferred
back to the public hospital.

Obviously there is no State money involved. It is all—it is all a
wire transfer and there is no money put up. There are many ways
to do intergovernmental transfers and that is one. Disproportionate
share of hospital payments I will pick on just to pick one particular
State in the upper Midwest, they actually had—were paying a par-
ticular public hospital 870 percent of their actual rates.

So, for example, if you had a hip replacement that cost $10,000,
the State would allow itself to be billed $87,000 by the hospital so
the Federal Government would then match its percentage of that.
In that particular State it was about 60 percent. So you can imag-
ine the State then picked up on a Federal match for that procedure
roughly $50,000. They only paid the hospital 10. So the State put
up nothing, got $40,000 in cash. Paid the hospital 10 and the only
person left unhappy is the Federal Government.

So the upper payment limits basically allowed States to come up
with outrageously high reimbursements that were far more than
anybody would pay.

That is a quick example of all three mechanisms. There are
many, many different ways to do it. There has been almost no limit
on the legal cleverness of various——

Mr. BILIRAKIS. Not to condone anything like that, but certainly
if that money at least was used for health care it would be—not
to be condoned, but certainly something we would understand and
maybe sometimes look the other way. But when it is used for roads
and for infrastructure and for purposes other than what it was in-
tended for, that is what really gripes me.

My time is up. I would now yield to Mr. Brown. Thank you, sir.
Mr. BROWN. Thank you.
Mr. Scully, welcome. I am glad you are here.
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As you know, the number of Medicaid enrollees in the U.S. be-
tween 1996 and 2000 stayed at around 33 million. In 2001, that
number jumped to 36 million. Today, it has climbed to 40 million,
40 million in the next year. Given the state of the economy, that
would seem to be a good thing. After all, even with the safety net,
the percentage of uninsured Americans, we learned last week, rose
from 14.6 to 15.2 percent of the population, now 43 point something
million uninsured Americans. Do you see the increase in Medicaid
spending as a positive phenomenon?

Mr. SCULLY. I think it is a positive phenomenon in a lot of
States. Especially that started 4 or 5 years ago when they had sur-
pluses, were expanding SCHIP, and they were using the money,
they were expanding through waivers and other mechanisms to
cover more people. We encouraged that.

We have covered, I think, 2.27 million more people under Med-
icaid since we have been at CMS. I think that is a good develop-
ment. For instance, in Illinois, we just covered 340,000 people up
to 200 percent of poverty on a waiver of prescription drugs. So in
the States that had the financing, they were trying to expand cov-
erage, and we were all for it. I think it was great.

The problem obviously now is the States are feeling a contrac-
tion, and they are starting to reduce their coverage, and that has
us concerned, obviously. Our concern is, when the spending is going
up, it is very easy for States to expand coverage when they are
doing it 100 percent Federal dollars and no State dollars. Our in-
terest is making sure that the expansions are partnerships and
that, obviously, when the States contract, Congress appropriate
quite a bit of money in the tax bill to the States to get them
through, hopefully, the next year and a half. That may help. But
our concern now is to try to find a way to sustain the expansions
we have.

Mr. BROWN. Mrs. Capps in her opening statement talked—and I
think I am reading somewhat between the lines and somewhat di-
rectly what you said—that Medicaid has been a success because—
in some sense measured in part that we are spending more money
because we are taking care of more people in recessionary times.

If we agree that an adequate safety net is a minimum require-
ment of a just society, that a program like Medicare works that
way, I am not sure I understand why capping funding would be ex-
pected to maintain or improve that safety net. In other words,
given that the 2001, 2002 explosion of Medicaid applicants from the
33 million constant for 4 years up to 36 million and then to 40 mil-
lion, given that that correlates with the rise in unemployment, the
loss of 2.5 million or so jobs in the last couple of years, how do
States handle recession with capped funding? How are we going to
be able to sustain that safety net?

Mr. SCULLY. We didn’t look at it as a cap, first. It is totally vol-
untary, so no State has to do it.

Second—and I think if Secretary Thompson were sitting here he
would tell you that every one of his Governor colleagues would be
back here in 2 years kicking themselves for not doing this—the
reason is because the current Medicaid baseline, when we proposed
this in the spring, Medicaid was growing at about 11.5 percent a
year. Most States were still looking at rapid growth in Medicaid.
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What they were going to get from this—and we were negotiating
with them whether it was a 3-year, 5-year, 10-year baseline. They
were going to get budget certainty to lock in the Federal spending
at a 10 percent plus a year inflated level.

Now they are going to come back—because the States on their
own accord are cutting their spending, you are going to find that
current Medicaid spending baselines have dropped down to 4, 5, 6
percent.

We essentially were telling the States, we are worried about
some of these games. We are worried about budget certainty. We
are going to give you a 10 percent a year inflated baseline and total
flexibility. We were talking about 3 years, 5 years, 10 years with
the Governors and lock that in. And they are going to come back
6 months later and say that 10 percent baseline no longer exists
because they have been forced themselves to cut it back to 3 or 4
percent a year growth. So it was totally voluntary.

I can tell you, from Secretary Thompson’s point of view as a Gov-
ernor, he said to many of his colleagues, you guys are nuts not to
come in and lock in 10, 11 percent a year growth for 5, 10 years
and run your program more flexibly.

What we get out of it was budget certainty. We didn’t have to
worry about upper payment limits or intergovernmental transfers.
What the States got out of it was locking in a baseline that was
based on the growth projections of 2 years ago which are clearly
coming down. For most States, we believe it would have been a ter-
rific deal for them. If they didn’t think it was, they didn’t have to
do it.

Mr. BROWN. But a cap means less money to them, ultimately.
Mr. SCULLY. No, a cap—we were going to build in a 10-year base-

line and were discussing with the Governors, before they decided
they weren’t interested this year, 5-year numbers, 3-year numbers,
10-year numbers. We were going build in a current baseline with
current beneficiary growth plus medical inflation on a per capita
basis, give them exactly what they were going to get, projected over
the next 10 years, and it was from an artificially high baseline.

What we would have gotten out of that is we wouldn’t have had
to worry about all these different mechanisms that have over the
years turned out to have artificial inflation. What the States would
have gotten out of it was a lot more flexibility with a lot more
money. If they came back today for the same deal, every State
would be looking at a much smaller pot of money than they would
have had 6 months ago because they have been forced to reduce
their spending.

Mr. BROWN. Are you implying that the States wring out waste
and inefficiencies better than you have and better than Dennis
has?

Mr. SCULLY. No, I am implying that if you give the State—let’s
say hypothetically Ohio, and I should know their Medicaid budget,
but I don’t. But let’s say we have a $20 billion program in Ohio.
It is $12 billion Federal and $8 billion State. The States are spend-
ing an awful lot of time trying to figure out how to not spend their
$8 billion and get more out of our $12 billion. Whereas, if we just
gave them a static amount of money, they would run their program
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better with a lot more flexibility and they would spend less time
trying to worry about how to game the match.

We were going to lock that $20 billion in at an artificially high
baseline, because they used to have an 11 percent growth rate. I
believe the Medicaid growth rate with the new numbers that come
out in the budget is probably going to be 6 or 7 percent. We have
been trying to find ways to make the financing work better; and,
State by State, this was a voluntary effort. Any State could have
said no or said yes.

If the Governor wanted to come in and lock in a baseline and say
I want—this is essentially what Tennessee has done since 1990.
Tennessee has come in on an annual, purely capitated basis. They
have to cover all their beneficiaries, but we give them a waiver,
and they have much more flexibility in their program when we ne-
gotiate the bulk number. But it is purely voluntary on Tennessee’s
part. But this is the way Tennessee has worked since 1990.

I am not advocating Tennessee’s program, but I think they would
argue it has given them a lot of flexibility.

Mr. BILIRAKIS. Mrs. Wilson.
Mrs. WILSON. Thank you, Mr. Chairman.
Tom, thank you for your testimony. You have quite a bit of infor-

mation on the financing and eligibility and so forth. But I wonder
what kind of data and information do you have on how Medicaid
has affected the health status of patients? Does CMS gather that
data? Can you tell us about how Medicaid has improved control of
blood sugar levels for diabetics, for example, or how immunization
rates have been improved by Medicaid?

Mr. SCULLY. I think we have done quite a bit of immunization
and preventive care. But it is obviously a State-by-State program.

I have spent a lot of time, for instance, in Mississippi. The Mis-
sissippi Delta probably has the most acute diabetes problem in the
country. We have tried to find ways to have Mississippi manage it
better. We have done everything imaginable in the last 5 years. I
am not sure we have made much of a dent in it.

Your question is it very much varies State by State. Some States
do a great job in disease management. Some do virtually nothing.
I am not sure—one of the things that we think we would get out
of waivers is to give the States the ability to do quite a bit more
of that.

Mrs. WILSON. How do we know, funding this huge health care
program, whether we are helping anybody or not? We all know it
increases coverage and so on, but how would we say we have a
broader goal of improving the health status of folks who depend on
it in preventing the onset of disease if we don’t have the data?

Mr. SMITH. If I may add, we are working with the States on some
specific performance indicators that are based on children and
adults; and we are looking at things like improvements for children
who have asthma. There are a number of different indicators, per-
formance indicators that we are building into the system. The
SCHIP law itself, the States have to report on performance.

But I would say we do—and we have some States on a State-by-
State basis that have been reporting different types of outcomes.
Missouri, for example, even goes down to how it has reduced the
number of days a child has missed from school.
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It is very uneven. Some States do a lot more than others do.
We also have a national performance-based initiative that we are

working with the States on to tell us more. Oftentimes, immuniza-
tion rates, for example, it is hard to peg down because people move
in and out of Medicaid. So if you are looking only at immunizations
that Medicaid has paid for, you are probably not seeing the entire
picture because a child has moved on and off of the program.

I think Massachusetts did an extensive tracking system and
again pretty much found out just tracking Medicaid does not give
you an accurate picture of the overall health care because people
move on and off of the program. But we are trying to improve that.

Mrs. WILSON. Does CMS, the Federal Government, pay for 100
percent of the information systems in order to gather this data and
find out whether we are helping people, improve people’s health
status, or is that a shared priority as well?

Mr. SCULLY. It depends on the program. Some of the matches are
at the State match. A bunch of them are at 90/10, technology
matches, and there are some we actually pay almost 100 percent
of.

Mr. SMITH. 90/10 for new Medicaid Management Information
Systems, the MMIS systems. In terms of if you are making im-
provements into your system, much of that would be matchable as
high as 90 percent. The regular match rate, just the ongoing ad-
ministrative rate, though, is a regular match rate. There is an ad-
ministrative match rate of either 50 percent or 75 percent.

Mrs. WILSON. How many of the 57 programs would you assess
have an exceptional tracking program for health indicators?

Mr. SMITH. For health indicators, that is not the way the infor-
mation systems have really been used at this point.

Mrs. WILSON. So it is still about payments, it is not about
health?

Mr. SMITH. You are absolutely correct.
Mr. SCULLY. There is no standardized format for the States to

use as far as tracking diabetes patients or any other chronic dis-
eases.

Part of the problem, as Dennis said, is a lot of people—the tran-
sition in and out of Medicaid is pretty rapid as well so it is not a
static group of patients like Medicare is generally.

Mrs. WILSON. Thank you, Mr. Chairman.
Mr. BILIRAKIS. The Chair thanks the gentlelady.
Mr. Dingell to inquire.
Mr. DINGELL. Mr. Scully, there is nothing in your testimony

about what you are doing to fix the problems in nursing homes
raised by recent GAO studies. Also, there is nothing in here about
how you would make it easier for people to get enrolled in the Med-
icaid program so you can get services. What are you doing in both
of these instances, please?

Mr. SCULLY. I think we have expanded—encouraged the States
to do a lot to enroll new beneficiaries. I mentioned I think there
are 2.27 million new Medicaid beneficiaries in the last 21⁄2 years.
I think we have pretty aggressively encouraged the States to do
more outreach, both in Medicaid and in SCHIP. Obviously, under
the current economic environment, States are probably slowing
that down a little bit, which is a concern to us. But I think we have
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been pretty aggressive in the outreach for new beneficiaries on
this.

Mr. Dingell, I am not sure which—GAO sends me a lot of studies
on nursing homes. I am not sure which one—on nursing home
quality?

Mr. DINGELL. I am sorry?
Mr. SCULLY. I am sorry. Your question was about a GAO study

on nursing homes. Which one?
Mr. DINGELL. What are you doing to bring these new bene-

ficiaries into the program?
Mr. SCULLY. To enroll new beneficiaries? I think we have done

a lot of SCHIP and Medicaid outreach State by State. I think the
numbers show that there has been a pretty significant expansion
in the population the last couple of years. On the nursing home
issue, I have been probably the most rabid advocate of nursing
home quality.

Mr. DINGELL. I note, for example, you tell us that 2.27 million
people were added to the Medicaid rolls between 2001 and 2003
who were previously uninsured. How many of these were not pre-
viously covered under Medicaid and SCHIP?

Mr. SCULLY. I think those were almost all new.
Mr. SMITH. Mr. Dingell, those are new people.
Mr. DINGELL. Those are really new people who had never been

covered under Medicaid before?
Mr. SMITH. They were not previously eligible under the rules

that the State had been working under at the time.
Mr. DINGELL. Were they covered or not?
Mr. SMITH. They were not covered by Medicaid when the State

submitted those expansions, whether through an income disregard
or a waiver. Those were people who were not previously eligible.

Mr. SCULLY. Those were not just the people that may have been
expanded by an economic downturn. Those are the people that
were covered by virtue of the fact that we gave States waivers to
expand their coverage.

Mr. DINGELL. They then were covered under waivers under pre-
vious circumstances?

Mr. SCULLY. There was an increase in the base level population
of the people that came on because of economic changes.

Mr. DINGELL. I want the broad numbers of new people covered,
not covered because you changed a person who was under a waiver
to a person who was regularly covered.

Mr. SCULLY. Those are people that could never have been covered
under current law but for the waiver, so we expanded it by 2.27
million people by virtue of giving waivers.

Mr. DINGELL. I have 2 minutes and 18 seconds, and I note that
the record now indicates that you have a lot of these people who
have been moved from waivers to permanent coverage, but your in-
dication to me is they have not gotten additional coverage. I will
submit to you a letter requesting the answer to this particular
question so that we can get this more clearly.

The Clinton Administration published a final regulation that
would have prohibited approval of any new State UPL plans.
HCFA told States that no new plans would be approved. This ad-
ministration came into office, the administration reversed that po-
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sition and allowed new States in under the wire. It has approved
their UPL proposals. What were those States and why were they
approved and why were others not approved?

Mr. SCULLY. I will ask Dennis. He probably knows the details.
But the answer, I think, is there was a transitional issue with
three or four States.

Mr. DINGELL. Two were approved, Virginia and Wisconsin. Why
were they approved?

Mr. SCULLY. Because of the timing of the law, I believe it was.
Mr. DINGELL. Pardon?
Mr. SMITH. Mr. Dingell, if I may, at the time that rule was pro-

mulgated, we believed that more States in fact would have been el-
igible.

Mr. DINGELL. But only two came in. Why were those two States
approved and why were others not approved?

Mr. SMITH. I will be happy to follow up with you.
Mr. SCULLY. In fairness to Dennis, because Dennis, as you prob-

ably know, was the former Medicaid director in——
Mr. DINGELL. Would you submit to the committee, please, the an-

swer to those questions dealing specifically with each of the States?
Mr. SCULLY. Yes.
Mr. DINGELL. We were told that we should restructure Medicaid

because States have abused the system. Aren’t we best served to
abate the abuses, stop the abuses and be on guard against future
problems, rather than changing the system? Isn’t that the way we
should proceed?

Mr. SCULLY. Yes, and I think we have pretty aggressively, and
I think most of the States would tell you that——

Mr. DINGELL. No, that I note to you goes rather less than con-
verting Medicaid to a block grant system which is what this admin-
istration is now proposing. Block grants are quite different than a
system of shared responsibility and shared expenses. Why are we
going this route to address the problems of abuses?

Mr. SCULLY. We have been very aggressive. I don’t think any
State Medicaid director would tell you we haven’t been extremely
aggressive in trying to make them play by the rules. I think, as I
said previously, we don’t believe it is a block grant. We believe it
is a simplified version of a waiver, much like Oregon and Ten-
nessee and other States have worked under for years; and any
State that doesn’t want to do it doesn’t have to. We believe we are
trying to improve the State-Federal partnership, not block grant.

Mr. DINGELL. I heard my time is up. Thank you, Mr. Chairman.
Mr. BILIRAKIS. Thank you, Mr. Chairman.
Mr. SCULLY. Mr. Bilirakis, could I just for 1 second add, just for

Dennis, the two States you mentioned, I should remember the de-
tails. I was the one that made the decision on Virginia and Wis-
consin. GAO spent a lot of time looking into this because of Vir-
ginia where Dennis used to work and Wisconsin where my boss
used to work. I made both of those calls personally, I was very in-
volved in it, GAO did a very detailed investigation, and I believe
they were convinced I did the right thing.

Mr. BILIRAKIS. I also was somewhat confused regarding your an-
swer that Mr. Dingell referred to that the record now shows re-
garding the 2.27 million that he referred to. Those were completely
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new beneficiaries, is that right? They had not previously received
or were eligible for Medicaid?

Mr. SCULLY. They are additional new beneficiaries that came in.
Those 2.27 million are people that, under the current State laws,
had we not given the waivers, could not have gotten coverage. By
virtue of us giving a waiver—they were additional people that
would not have been covered but for the waivers.

Mr. SMITH. Those were specific expansion numbers based on a
State plan amendment that the State submitted to us for new cov-
erage. So we have tried very hard to count them correctly so they—
that does not reflect people who came in, they were previously eli-
gible but then they came in.

Mr. BILIRAKIS. But the bottom line is they were purely new bene-
ficiaries?

Mr. SCULLY. But, as Mr. Brown noted, the other population of
Medicaid beneficiaries has also grown as more people have gotten
on the Medicaid rolls due to poverty thresholds and other things.

Mr. WAXMAN. Mr. Chairman, would you yield on this point just
so we can get a clarification?

Mr. BILIRAKIS. Very briefly.
Mr. WAXMAN. I think it would be helpful for us if we get in the

record what the populations are. Because it is my understanding
that many of these people could have been put into the Medicaid
program through a State plan. They didn’t need a waiver to add
that population. So we ought to find out exactly how many were
added because of the waiver and how many would have been added
had the State decided to cover them under their ability to submit
their plan.

Mr. SMITH. Mr. Waxman, you are correct, and that number does
reflect both waivers and State plan amendments. But the point was
that they were new people that the State opted to cover on their
own.

Mr. WAXMAN. And the State could have opted to cover them on
their own without a waiver?

Mr. SMITH. Yes, sir.
Mr. WAXMAN. So we need to have the differentiation of the popu-

lations.
We will submit a question in writing, Mr. Chairman; and we

would love to get a response.
Mr. SMITH. But they were all new people, regardless of whether

they were under a waiver or a plan amendment.
Mr. BILIRAKIS. Mr. Buyer is recognized to inquire. Mr. Buyer, 8

minutes.
Mr. BUYER. Thank you.
All of us, we represent our districts, we represent our States, and

we try to look at a system of the totality. But there are also then
numbers, and in particular there are Senators that then will try to
do their own little rifle shots to protect their own little hospitals
based on their own circumstance.

So you here are trying to manage an overall system while you
feel the political pressures of individuals who may be even in power
positions to do XY with regard to their own little hospital. That is
a given in the political environment. You here are providing some
testimony on what to do to best help a system and, at the same
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time, in the U.S. Senate in the Medicare bill, S. 1, Senators put in
some rifle shots with regard to how to assist specific hospitals. And
I don’t question they are having difficulty. I want to ask you, do
you think this is an appropriate way to assist public hospitals with
large uncompensated care costs and has Congress done this for
other hospitals? And do you have any concerns about establishing
this type of precedent?

Mr. SCULLY. Yes, we do, obviously. I am guessing the one you are
referring to in the Senate is the one that just happens to be in a
Midwestern State.

Mr. BUYER. Yes.
Mr. SCULLY. I think Indiana. Obviously, people concerned about

individual hospitals are concerned about that provision as essen-
tially it draws down a huge amount of additional Federal dollars
for one hospital without putting up any additional State dollars.
Obviously, there are many hospitals that we have a number of pro-
grams, Medicare disproportionate share, Medicaid disproportionate
share, other cross subsidies. We have $32 billion of total cross sub-
sidies that take care of indigent care both in Medicare and Med-
icaid at hospitals. To single out one particular hospital to—I be-
lieve they are talking about statutorily raising the upper payment
limit to 175 percent of Medicare, we think is obviously not good
policy, and we are opposed to that particular provision. We don’t
like rifle shots generally, but that particular——

Mr. BUYER. This is in reference to Wishard Hospital in Indianap-
olis. Are there others out there in this bill that we don’t know
about or is this the only one in S. 1?

Mr. SCULLY. It is the only one I am aware of. I am spending most
of my life on this bill right now.

Mr. BUYER. The difficulty here is for these hospitals—not just
whether it is Wishard but other public hospitals—are the high level
of uncompensated care, is the uninsured. Here in Indiana we have
a Governor that cut the Medicaid by 10 percent and then we have
an escalation in the uncompensated care and people are less apt
to—why seek individual responsibility or why take my health care
offered by the employer? I can turn it down and take the cash in-
stead and just go get care at Wishard. I don’t know what has hap-
pened to responsibility in the system if all we are going to say is,
well, let’s just let the government fund these types of things. What
is your sense?

Mr. SCULLY. I should correct—apparently, I have been corrected.
There is a psychiatric hospital in Michigan that also has a rifle
shot in the Senate bill. I think we spent an awful lot of time in
this bill working on Medicare disproportionate share, indirect med-
ical education and other things that are supposed to take care of
inner city hospitals’ indigent care needs; and to pick out one par-
ticular one and give it a turbocharged advantage is not a good——

Mr. BUYER. Let me be clear here. So then the administration op-
poses the rifle shot with regard to Wishard and the one in Michi-
gan and you prefer making these substantive changes to help an
overall system for the country?

Mr. SCULLY. Absolutely.
Mr. BUYER. Let me ask about the—you keep using or the words

are thrown out about financing schemes. Obviously, these States
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have been seeking some type of advice here by some consultants or
associations on how to game the system. You made reference to
that in your testimony.

Mr. SCULLY. And then they bill us usually for 70 or 80 percent
of the cost to the consultant. That is even better.

Mr. BUYER. So tell us, obviously, people can do—this is sort of—
this is dancing on the edge here. They can stay within the law and
give their advice, but what are you doing with regard to working
with outside groups to prevent the gaming of the system?

Mr. SCULLY. Dennis was a Medicaid director for many years in
Virginia. I have been working on this through two administrations.
It is like deja vu all over again. I had spent a lot of my time from
1989 to 1993 working on the same issues.

I think we have been trying to be straight with the State Med-
icaid directors. As I have said repeatedly, if I were a State Med-
icaid director, I am not sure if the law allows that some people
shouldn’t push the edge of the envelope.

We have been trying to be very clear about the rules. We have
been ratcheting down on them pretty drastically. The primary
thing we have done is told the States that when they apply for a
new service or new expansion for upper payment limit or anything
else, they are not going to get the money until they explain it to
us.

What had happened in the past in many cases is we give them
the money—and I went through this with Nancy and with Paula,
who is a good friend. They faced the problem in the past. I am sure
Tim would tell you this. You give the States the money and then
go back later and say we would like our $2 billion back or our $500
million back and all of a sudden you are on the front page of the
newspaper telling that State, instead of them overbilling you, you
are now trying to re-collect from the State for money that they
have already spent.

The primary mechanism we have used is basically say you have
got to get—we’re not going to give you any money until we under-
stand the financing and until we agree with it and it is a legitimate
service and legitimate match and the money is being spent on
health care.

Mr. BUYER. Why would we reimburse States if we would pay in-
dividuals to scheme against the Federal Government?

Mr. SCULLY. I think the primary reason is for many years it was
not widely understood, the Medicaid program was understaffed,
and it was generally a partnership where the Federal Government
trusted the States for sending in legitimate bills and we sent in our
matches and the consultants in the States were way ahead of us.

Mr. BUYER. Is this something whereby it is within your discre-
tion or is this something that Congress needs to change the law?

Mr. SCULLY. It is painfully within my discretion, generally. Con-
gress could change the law, but it does not fund having—obviously,
when the States are having the budget pressures they have, the
primary source of any State budget director is to call up his Med-
icaid director and say, can we get a few hundred million dollars out
of Medicaid? Generally, over the years, they have. But we started
saying no, and particularly in this environment it is difficult.
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Mr. BUYER. Are you willing to tell the State Medicaid directors
that you will not reimburse for their outside consultants?

Mr. SMITH. Actually, we already have provided guidance to the
States that—often, these are relied upon as contingency fee con-
tracts; and we have told the States, if those are for Medicaid maxi-
mization, we would not pay and they would not be allowable in
that respect.

Mr. SCULLY. They can still bill us for the fees, but if somebody
happens to get $500 million for their State, they used to be able
to get a percentage of that. We obviously——

Mr. SMITH. There are a number of specific——
Mr. BUYER. You obviously have—you can finish the sentence.

You have stopped that?
Mr. SCULLY. We have stopped that, yes, to the extent we under-

stand it. The money is very fungible and extremely hard to track.
Mr. SMITH. There are a number of specific areas where we have

seen a lot of this in the past on school-based administrative serv-
ices, for example, so we have provided—we have made final a
claiming guide on administrative costs. They pop up in several dif-
ferent specific areas. As we find them, we do provide specific guid-
ance to the States and tried to be very clear about what is allowed
and what is not, but a lot of it is traced back to finding the flow
of the dollars.

Mr. BUYER. All right. Thank you. I yield back.
Mr. BILIRAKIS. Mr. Waxman to inquire.
Mr. WAXMAN. Thank you very much, Mr. Chairman.
Mr. Scully, I am pleased to see you. Your presentation about

Medicaid seems to be a complaint that the open-ended matching
funds inevitably result in States trying to maximize use of Federal
dollars. That is not all bad, because what the Federal Government
did in the Medicaid program was to use Federal dollars to encour-
age them to do things that they wouldn’t otherwise be able to do
or wouldn’t be able to choose to do on their own.

For example, we adopted recently an increased match for States
to provide breast and cervical cancer treatment services. We spe-
cifically designed that to encourage States to use that money, and
we used a carrot of Federal matching funds to achieve that cov-
erage. In fact, that is what most of Medicaid does. It encourages
the States by using a carrot to cover the optional services and op-
tional populations which is most of the Medicaid spending. We de-
signed the program to encourage the States to use the matching
funds to take up these options.

No one is going to defend games being played when funds are
being used for other purposes, but the vast majority of the funds
Medicaid gets from the Federal Government is for very legitimate
purposes, some of those optional services and optional populations
that would be under a block grant, whether they be the breast and
cervical cancer program, the prescription drugs, home- and commu-
nity-based services, programs for disabled people, particularly the
working disabled, the coverage of kids over 100 percent of poverty,
most people in nursing homes, eyeglasses and hearing AIDS for
adults.

So if you look at the Medicaid program as simply a program for
States to get funds in an open-ended way and we are going to close
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it, if we close the amount of money they can get they are not going
to cover some of those services, in my opinion.

You have raised the DSH problem and you have raised the UPL
problem. The DSH system now exists in statute. The Congress said
exactly how much money it wants to spend on DSH in each State.
The UPL regs are closing down the abuses in the system. So let’s
put those things aside and look at the problems of the Medicaid
program.

Seventy percent of the costs of the Medicaid program are to serve
lower income people who are elderly or disabled. The largest and
fastest-growing Medicaid services are for those people in nursing
homes and for prescription drugs. Where will these people turn to
for long-term care and pharmaceuticals if Medicaid is not able to
serve them?

Mr. SCULLY. Mr. Waxman, I agree with you. There are a lot of
things we try to incentivize in the Medicaid program. We have
done a lot of them over the years. I think that is exactly right. We
have incentivized technology in 90 percent, some new coverages at
90 percent. The problem is when it is a 100 percent Federal match,
and that has happened in many cases. I think we have tried to
minimize that. We have capped DSH. We have limited UPL.

Mr. WAXMAN. I am not asking you what you can do to limit it.
If you limit it, if you leave the program as it is, if you limited the
program and you couldn’t cover long-term care in nursing homes
and prescription drugs, where are these people going to go?

Mr. SCULLY. What we have looked at is—I believe what we have
done is totally voluntary for any State. What Oregon decided to do,
I think they have done a fairly good job. Some people don’t like the
TennCare model, but I think Tennessee has covered an awful lot
of uninsured people.

Mr. WAXMAN. Many States are turning to strict limits on the
number of prescriptions a Medicaid beneficiary can get a month for
drugs. Many of them are allowing only three drugs per month with
no exceptions. Many elderly and disabled people need more than
three prescriptions per month. What can these people do if Med-
icaid won’t pay for the drugs if they need it for such chronic condi-
tions as diabetes, heart disease or even HIV?

Even with open-ended funding they are cutting back on these
programs. Charity hospitals don’t provide outpatient drugs. It
seems to me that they are going to be having to go to the drug com-
panies for assistance programs, if that is possible. I think they are
going to run into big trouble.

Mr. SCULLY. As I said, this is totally voluntary for any State. But
I think, on the contrary, States have covered new populations.
There are plenty of places where, if you are at 35 percent of pov-
erty and if you are not in a category that is eligible, you can’t get
any coverage. In a State like Illinois, we covered 340,000 seniors
up to 200 percent of poverty with new drugs. On the contrary, I
think we have given States flexibility to cover more people.

Mr. WAXMAN. They have more flexibility if they get those match-
ing funds, in my view. That is why they have been able to cover
a lot of these populations that are optional to them. But if we limit
the amount of matching funds the States get, then seems to me we
limit their flexibility. We have a disagreement about this, but I be-
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lieve we limit their flexibility to how to cut back on services for
people; and the services that are most expensive are services for
very, very vulnerable people who have nowhere else—my point is
they have nowhere else to turn.

Governor Schwarzenegger in California is going to face this prob-
lem, and he is not going to buy in if he has any sense to the idea
that he is going to get a little bit more money up front and then
have the choice to get that money now but get the State stuck in
a situation where they are going to have a limit on Federal dollars,
especially when States end up with the brunt of a poor economy,
which has happened under the economy that is suffering under the
Bush Administration’s economic policies.

Mr. SCULLY. I was about to say something nice.
Mr. Waxman, I would just say I appreciate—your comments on

this have been very reasonable this morning. We would like to
work with you and get by the rhetoric of block grants because that
is not what it is to make the program work better. As you know,
I spent a lot of last winter working with Governor Davis to come
up with an extremely flexible waiver.

Mr. WAXMAN. A lot of good it did him.
Mr. SCULLY. I think the L.A. County public hospitals will tell you

it did a lot of good for them. I think it took a lot of burden off L.A.
County and southern California. We spent a lot of time working
with them on their waiver to give them a lot more flexible use of
their money or they would have had a lot of problems.

I think the issue is—I understand this is politically sensitive. We
would like to find a way to make the States work as reasonably
and as flexible as they can. We have done a lot of work with Cali-
fornia and let them do a lot of creative things on their waivers that
I think has provided a lot better health care for California.

Mr. BILIRAKIS. Mr. Deal to inquire for 8 minutes.
Mr. DEAL. Thank you, Mr. Chairman.
Mr. Scully, during your statement and also in opening state-

ments by members here, references have been made to the SCHIP
program. I think we all generally recognize this has been a fairly
successful program in providing health coverage for low-income
children. As I understand that program, it has a capped annual ex-
penditure back to the States.

I have two questions. First of all, is this a similar model to what
was being proposed for Medicaid in general, that being an annual
capped program; and, second, has it been successful in eliminating
some of the gamesmanship that the States have tried to play in a
noncapped approach?

Mr. SCULLY. I guess yes and no. SCHIP is a supplemental pro-
gram beyond the Medicaid program. It does have a lot more flexi-
bility than Medicaid. There is much more budget certainty for us
in the Federal Government. So to that extent, the fact that it is a
model for giving the States greater flexibility to use a clearer pot
of funds, that is the case.

But, clearly, we were not trying to cap the Medicaid program and
come up with—obviously, no State had to do this. We were only
looking at the optional populations the States could have dropped
tomorrow to give them more flexibility. The mandatory populations
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in Medicaid would have had to have been covered exactly as they
are today.

I guess the argument, and maybe Dennis can clarify, is that I
think it probably includes some of the better aspects of SCHIP, but
obviously Medicaid is an entitlement program. People that are cat-
egorically entitled to the Medicaid program would continue to be
categorically entitled to the Medicaid program.

Mr. SMITH. If I can add—and SCHIP was very much the model
that we were looking at and pursuing. People I believe would say
that SCHIP has been wildly successful. But you touch on another
point in that there are caps in Medicaid today. There are eligibility
caps there. If you don’t meet—even at 35 percent of poverty, if you
are an uninsured adult male, you aren’t going to qualify for the
Medicaid program. So there are eligibility caps in Medicaid today.
The QI-1 program for low-income seniors is a capped funding pro-
gram. The caps are not all that foreign.

As Mr. Scully referenced, States dealing with 1115 waivers are
negotiating capped Federal liabilities. So they are not all that for-
eign to the Medicaid program as in fact these types of financing ar-
rangements between the States and Federal Government have
grown in the last several years.

Mr. SCULLY. I would like to just clarify this as somehow I think
it is perceived as a block grant or some type of way to save Federal
spending. This was Secretary Thompson’s idea. He was a Governor,
and I think he was one of the more creative Governors on welfare
and Medicaid. He came back and said, if I were a Governor still,
what deal would I want, and he was the one that was pushing this.
I think he is incredibly frustrated that his fellow former Governors
have not understood more about what he is trying to do.

Mr. DEAL. Let me ask you about another area that has attracted
a lot of attention recently, and that is the issue of dual eligibles,
a significant portion of the population now and projected to be an
even significantly larger portion of the population in the future.
What is the administration’s position with regard to these dual eli-
gibles as it relates to long-term care and prescription drug bene-
fits?

Mr. SCULLY. Obviously, we are in the middle of doing the nego-
tiations right now. We are determined not to take sides between
the House and Senate, certainly not in public, anyway.

I guess the long-term care issue is a little different, but I think
the prescription drug issue in Medicare is complicated. I think the
one thing we have said publicly is that the President is determined
to spend every marginal new dollar covering a new person, and we
believe the money in the Medicare benefit should go to cover pre-
dominantly low-income seniors with a new drug benefit and should
not go to basically pay for an existing senior who has an existing
drug benefit.

So one of our concerns whether you look at either bill is just
spending money to buy out existing coverage whereas we should be
covering a lot more people. We have said, I guess, publicly, the
Senate—there is no question the Senate drug benefit covers a lot
more people, low-income people than the House benefit does. Some
would argue the Senate benefit may have a little too generous cov-
erage. We think we need to find the right mix. But our concern is
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covering as many new low-income Americans as we possibly can
with a drug benefit. I don’t believe we are talking at this point
about making any changes in long-term care.

Mr. SMITH. Mr. Deal, to sort of put it in perspective of the other
spending on duals, prescription drugs are only 15 percent of the
Medicaid expenditures on duals. Once you start moving into other
areas, you are talking about considerably even greater sums.

Mr. DEAL. I yield back, Mr. Chairman.
Mr. BILIRAKIS. The Chair thanks the gentleman.
Mrs. Capps to inquire.
Mrs. CAPPS. Mr. Scully, recently, Surgeon General Carmona ar-

gued for the United States taking a more aggressive role in pre-
venting violence through proven public health strategies. We spend
in this country close to $6 billion annually on domestic violence. I
am urging you—this is a little plug for some legislation I have to
ensure that providers in our health programs include screening for
domestic violence and follow-up services for women, and I hope
that is some legislation you can support. It is not unrelated to our
topic at hand.

But I want to continue this discussion of lump sum payments
capped that would be the proposal by the administration for Med-
icaid. The administration predicted economic growth for fiscal year
2002. Instead, we saw more job losses and, more importantly, ris-
ing numbers of uninsured; and so we have also seen Medicaid hav-
ing a rapid expansion. Doesn’t it seem likely that from time to time
estimates of what a State will need or States will need for Medicaid
would be inaccurate? I would like you to kind of, I guess, continue
some of Mr. Waxman’s questioning about what happens to States
when such an estimate discrepancy occurs, what happens if the
States, as is the case today in almost every State, are already
themselves in budget deficits and cannot afford to pick up excess
costs?

Mr. SCULLY. That is one of the primary reasons that we proposed
our plan to begin with. All this is negotiable. As I have said, with
Tennessee and any other State that we negotiate a waiver with, we
negotiate the per capita amounts, we negotiate the inflation, we ne-
gotiate the assumptions about how fast beneficiaries are going to
grow.

I did that with Governor Davis last winter in California. We ne-
gotiated a whole new waiver for the California system. I think it
was $1.9 billion. We had to make lots of assumptions about growth
rates.

One of the things that we thought—that Secretary Thompson
thought was a benefit to the States when we did this last winter
was that we were looking at projected growth rates State by State
in Medicaid that were probably artificially high. We knew they
were coming down, and we were willing to let the Governors lock
those in for a few years which would have been beneficial to them.
They didn’t have to do it if they didn’t want to. I think most of
them are realizing now that they may have not made the correct
judgment on that call.

One of their biggest concerns we started with was we had talked
about locking it in for 10 years. The Governors came back and said,
that’s too long. How about 5 years? How about 3 years? We had
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just started talking to them about making those kind of midcourse
adjustments when they decided, I think, due to the rhetoric of this
is a block grant, which it is not, that it wasn’t a safe thing for them
to do this year. I think when you look at it purely on the merits,
it was a no-brainer for them.

Mrs. CAPPS. Let me just ask you, though, if the States had locked
into estimates based on predictions that we would have economic
growth that were made last year and then we have seen in many
States a very sharp downturn in employment and rising needs,
then what?

Mr. SCULLY. Actually, that benefits them. Because a lot of them
were looking at predictions of Medicaid growth, because they had
the money, of 10, 11, 12 percent. We would have locked that in.
And because they have been forced to voluntarily drop their
optionals, they are now looking at having 2, 3, 4 percent growth
rates. We were essentially going to let them lock in their prior
growth rates for the Federal spending that didn’t exist anymore.
That exact trend actually would have helped them.

Mrs. CAPPS. I guess maybe I need this to be clarified more. You
are expecting them to expand during economic good times?

Mr. SCULLY. They had expanded in the late 1990’s, in the last
couple years. Let’s say, California, just for example.

Mrs. CAPPS. That is true. What if it were capped at last year and
California now faces the situation we are in?

Mr. SCULLY. They would have been in great shape. Because what
has happened State by State is that California—most of Califor-
nia’s program is under waivers, by the way. A lot of this already
is happening in California.

Let’s pick California. California’s program runs about $33 billion
this year, I think, roughly. Let’s say we have taken that $33 billion
and inflated it at 12, 13 percent a year, because that was what we
projected last year. California and every other State—I guarantee
you in the next 6 months, California is going to have to come in
and drop optional benefits to save money. Their growth rate, which
used to be projected at 13 percent, which would have been locked
in, we would have written them a check for that, they now drop
to zero or 2 percent. They are going to lose the Federal match. All
the Federal money will be gone, whereas they would have had it
locked in.

Mrs. CAPPS. I guess I am thinking of those people, when they are
dropped, what happens to them?

Mr. SCULLY. We don’t want them to be dropped. That is what we
were trying to avoid. California would have locked in an artificial—
even though they would not have spent the money, they would
have locked in the Federal money for 3, 5, 10 years at an artificial
growth rate of 10 percent. We would have gotten the certainly of
not having to argue about this gamesmanship every year, and they
would have gotten the Federal money even if they didn’t have their
own. We would have locked it in.

Now what happens, because we only match real spending, is
California comes in and has to make decisions about dropping op-
tional beneficiaries. If California’s spending rate drops to zero or 1
or 2 percent, they are only going to get matched for those dollars.
They are going to get less Federal money.
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Mrs. CAPPS. I guess my question is maybe even more basic or
simple. What happens if the demand for Medicaid exceeds the
locked growth rate?

Mr. SCULLY. If the demand—it is just like it does in Tennessee.
Theoretically, the State has to eat the difference. But if you look
at the Tennessee experience, which is by far the most—that is the
one I have had the longest experience with. I just spent a lot of
time renegotiating TennCare with the new Democratic Governor in
Tennessee. I would think that it would be very hard to find any-
body in Tennessee in either party that doesn’t think that it was a
very good deal. We have adjusted it a number of times when they
had good arguments.

Mrs. CAPPS. They wouldn’t lose their care?
Mr. SCULLY. It hasn’t happened in Tennessee.
Mr. BILIRAKIS. Mr. Greenwood to inquire.
Mr. GREENWOOD. Thank you, Mr. Chairman.
Mr. Scully, you and I are both from Pennsylvania. You made the

reference earlier to Pennsylvania’s scheme with regard to nursing
homes. It is my understanding that at this moment moving
through the Pennsylvania legislature is a bill that they are calling
the granny tax, wherein they tax nursing home beds. The nursing
home providers pay that tax to the State, the State then uses it
to match—would use it under this legislation to match Federal
funds, thereby increasing the per diem to the nursing homes. Given
what Pennsylvania has been through now, what would make Penn-
sylvania and its new Governor Rendell think that they could get
away with that?

Mr. SCULLY. I hope they don’t think they can.
Mr. GREENWOOD. They must. They are moving a bill through.
Mr. SCULLY. I did a teleconference with the State Senate com-

mittee overseeing this about 3 weeks ago in Pennsylvania. They
asked me that question. I basically said—under the parameters, I
said we would turn it down and not match it.

There is a provision in the bill which a number of Members were
involved in, including you, I believe, that essentially you can have
provider taxes if they are broad-based and redistributive. That
means there would be winners and losers.

For example, if you wanted to tax every nursing home in Penn-
sylvania, you would have to make sure they aren’t all held harm-
less and get all the money back because then it is not really a tax.
So if you want to tax every nursing home in Pennsylvania at 5 per-
cent and guarantee they are going to get every penny back, it is
not a legitimate tax. If you tax them all at 5 percent and they have
different levels of indigent care, some get back 2 percent, some get
back 8 percent, then that is a redistributive tax, works like a tax
and we will match it. But we won’t match it if it is just a hold
harmless tax because the money is just there. If they send it off
to the State, raise the money and get it all back and they are all
guaranteed to be held harmless, we will not match that and we will
take a long look at it, if that is the way Pennsylvania’s tax works.

That was largely the discussion I had with Missouri. Missouri re-
structured their tax structure on their providers so that there were
winners and losers, and we actually do match their taxes. They
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used to be hold harmless taxes, and we did not match those. It de-
pends on how Pennsylvania’s is structured.

Mr. GREENWOOD. It isn’t a policy that even allows for a tax to
be explicitly or specifically on the health care providers. It would
seem to me, as a matter of policy, if you want to tax the people
of Pennsylvania, all of whom are eligible for nursing home care,
and then use those tax revenues to match Medicaid dollars, that
is a fair and widely distributed tax as a policy, even though, given
the caveat that you have just explained, that there is no guarantee
that they would get it back. It still strikes me as a relatively phony
taxing scheme.

Mr. SCULLY. I am with you, but I lost that fight 12 years ago in
the first Bush Administration when these provider taxes came up.
I personally think all provider taxes are bogus, that is my own per-
sonal opinion, but Congress when we were trying to slow this down
in the early 1990’s passed a law and said you can have provider
taxes but they have to create winners and losers and be broad
based and redistributive. I personally think it should be general
revenues. But current law says that if the taxes are broad based
and redistributive, and there are even more complicated rules than
that. You can use provider taxes, but they have to create winners
and losers.

Mr. GREENWOOD. I believe the new Medicaid director in Pennsyl-
vania is one who was in the Medicaid department in Pennsylvania,
left and became a private consultant to States to create these
schemes and now is back running the Medicaid program under
Governor Rendell. A great system.

Mr. SCULLY. I promise I won’t do that.
Mr. GREENWOOD. One of your graphs that shows the growth

rates of various components of the Medicaid program shows, I be-
lieve, expenditures on the disabled increasing very rapidly. In
1993, it was about $50 billion a year expended. It is now over $100
billion. Why has that been what seems to be the fastest-growing
component?

Mr. SCULLY. It is. Some of that maybe has not been publicly de-
bated but, and Dennis may jump in here, probably a good social
policy. I would guess the bulk of that or a lot of it is the fact that
we have done a lot of home- and community-based waivers so that
we have deinstitutionalized a lot of disabled people. So there are
more people eligible for benefits. States have covered more, and
that is probably a good thing, but it has clearly caused an enor-
mous demand increase on the Medicaid program from the disabled
population.

Mr. GREENWOOD. Does it reflect any change in the eligibility by
the States—who determines what the eligibility is to be called dis-
abled?

Mr. SMITH. In some respects, States have expanded beyond who
they are required to cover under Federal law. It is a combination
of population expansions and the growth in home- and community-
based waivers in particular, which again we think is a good thing.

Again, as we are talking about the future of Medicaid and how
to change the program, we think that respect of changing the dy-
namics in where people are served for their long-term care needs
has a great deal of promise to focus the dollars more clearly on the
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individual rather than what we often find are provider-driven serv-
ices and coverage. We think giving people more control over their
own services has a great deal to offer, improving services and hold-
ing down the rates of growth.

Mr. SCULLY. There has been a lot like Arkansas as a cash and
carry. There are a number of States that have done those type of
things.

The answer to your question, Social Security makes the core de-
termination, SSDI, of who is disabled statutorily under Medicaid,
but many States have expanded that as an optional benefit beyond
that to other categories, and we have encouraged that to places
where it has provided much less institutionalized care generally.

Mr. GREENWOOD. Thank you.
Mrs. WILSON [presiding]. Thank you.
The gentleman from Texas, Mr. Green, for 5 minutes.
Mr. GREEN. Thank you, Madam chairman.
Mr. Scully, I am going to ask my staff to give you a copy of the

letter we sent last week that was signed by a number of Members
from Texas on the issue of Medicaid coverage for TANF recipients
in Texas for a child who skips a class. Because I know tomorrow,
I think, the State workforce commission is actually going to make
a decision on that.

I appreciate what CMS is doing to ensure States are in compli-
ance with Federal law and not restricting benefits to an individual
if their teenager skips a class.

You state in your testimony the elderly and people with disabil-
ities comprise just 27 percent of the Medicaid population and note
the cost of their care consumes about 70 percent of Medicaid spend-
ing. You also state that almost 70 percent of the nursing home beds
are now Medicaid financed and State and Federal Governments
pay roughly 60 percent of all the long-term costs nationally. I am
concerned that increased flexibility and benefit design or eligibility
requirements might throw these individuals who are no doubt
among the frailest and most vulnerable into the streets. Managed
care doesn’t appear to work for this population, particularly in a
nursing home setting. So I am curious as to how flexibility would
do something about that 70 percent of the Medicaid spending. I
didn’t realize those percentages were that high, in all honesty.

Mr. SCULLY. First, I would say a lot of people don’t realize in
Medicare—the percentage of managed care in the Medicare popu-
lation is probably 11 percent. I think we have a little more than
5 million people in managed care. Dennis probably knows the exact
number. We actually have something like 27 million people in Med-
icaid managed care. It is growing very rapidly, and many States
are going in that direction.

I actually think you can make a good argument that it has been
a very good, positive trend for care in the Medicaid program, but
when you get in the nursing home setting, it is totally different. I
think very little nursing homes, almost none that I know of State
by State, has managed care.

The most disturbing trend in the nursing home setting that I see,
and this gets back to Medicare, is I believe the average per day
Medicaid reimbursement, it obviously varies greatly by State, is
about $115 a day, whereas in Medicare we pay as much as $325
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a day. I think the average is about $280. You get 70 percent of the
people in the nursing homes in this country in Medicaid and, de-
pending on the State, there is a huge cross-subsidy for Medicare
and Medicaid. We only cover about 12 percent of the beneficiaries
in Medicare, but we basically massively overpay in Medicare which
we know because the States chronically underpay in Medicaid.

As the population grows of people in nursing homes on Medicaid,
the ability to cross-subsidize, which probably isn’t a good idea any-
way in Medicare, it is a huge public policy problem. We are con-
sciously cross-subsidizing Medicaid in nursing homes, but the nurs-
ing home rates, depending on the States, are generally chronically
low and cause huge problems. So you have very little managed care
in Medicare, but you have got a huge nursing home problem in
Medicaid.

Mr. GREEN. And Medicaid pays the full monthly, the 30 days,
whereas Medicare just has that benefit for once a year.

Mr. SCULLY. No, we pay for the first 60 days post-hospitalization.
What happens is, if the patient gets out, if you are a senior and

you get out of the hospital, we pay for the first 60 days. If you are
there longer than that generally, and there are many other rules
around it, you switch to Medicaid after a certain period of time. If
you are chronically in a nursing home for good, that is where most
of the Medicaid patients—most of the nursing home patients are
eventually paid for by Medicaid.

Mr. GREEN. Again, with those high percentages that are taken
care of, or the 70 percent cost of the care consumes the 70 percent
of the Medicaid spending, my next question is, could you point to
an option where States might be able to use Medicaid funds as a
type of premium support model for individuals who can use their
Medicaid coverage to buy into their employer-sponsored plan or to
purchase health insurance in the private market?

Again, looking at the percentages that you talk about, 70 percent
of Medicaid spending is for that elderly and frail—so we would only
be talking about 30 percent that could actually possibly be in the
private sector; and you take out disabled, we are talking about
such a small number of people. I find it hard to believe that Med-
icaid spending on a monthly basis—if I had the option, I could go
find an individual policy with the Medicaid expenditures, for exam-
ple, in Texas that you could find an individual policy knowing what
I would be quoted for an individual policy in my 50’s.

Mr. SCULLY. You could buy a terrific individual policy. In many
States, it depends on where you are, the Medicaid spending per
capita is enormous; and one of the reasons—you are right. We be-
lieve we need to take pressure off the long-term care sector.

I mentioned reverse mortgages and other things, but if you look
at the per capita spending in Medicaid, obviously there is a core
population of low-income people that need a full Medicaid benefit,
but in many cases the per capita Medicaid spending is, in many
cases, $6,000, $7,000, $8,000 a person, in some cases higher. One
of our concerns is if you give States flexibility like Tennessee has
had that they will take some of the relatively higher income people
in the State—we obviously have a significant problem with the un-
insured—and start using some of those resources to buy a basic
Blue Cross plan or to buy other private insurance.
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Because one of the problems you have with State Medicaid plans
in my opinion is State legislatures. Every benefit in the universe
is covered for every specialist in the world when you get in the
State legislatures, mandating benefits State by State and espe-
cially—it may be appropriate in low-income populations, but as you
get relatively higher up in the income stream we have found States
like Tennessee, when they can buy people policies that are private
policies without all these mandates, that they can cover a lot more
ground for a lot more people.

Mr. GREEN. Again, I know, having served in the legislature and
seen those mandates, and granted there is an argument for it, but
oftentimes you also have problems with having a plan that has no
benefits or very limited benefits that people aren’t accustomed to.

But getting back to the issue in the private market——
Mrs. WILSON. Mr. Green, I think you are out of time. If you have

got a quick question here——
Mr. GREEN. Obviously I didn’t realize I was out of time. Thank

you, Madam chairman.
Mrs. WILSON. Thank you.
Mr. Stupak is recognized for 5 minutes.
Mr. STUPAK. Thank you; and, Mr. Scully, thanks for being here.
When I was reading your written testimony, you spent about 16

pages with charts and that, showing some of the tactics that the
States used to maximize their Federal contribution. Just listening
to the testimony here, let me ask a question this way. Do you see
any irony in your argument that we can’t trust the States with fi-
nancing Medicaid so we should give them nearly complete control
over access, quality and data about the health of their recipients?
It is almost like you are saying, we can’t trust them, but yet you
are willing to block-grant it to them.

Mr. SCULLY. No, the money is fungible. The Federal problem
with the Medicaid program—and I don’t mean to beat up the
States too much. I mean, the fact is—Tim and others have been
through this—there is no way to—the money is fungible when you
are in a matching program. It has almost been too easy for the
States to do this.

I guess our experience in places like Tennessee or Illinois and
other places, when you actually come up with a matching program,
if you took the $33 billion in California and said, our expectation
is to spend $18 billion or $20 billion and you spend $13, whatever
the rate is, it is a lot easier to monitor. The States are not putting
up real money. In the States that choose to do it, and this is purely
optional by State, it would be a much easier ability to both fiscally
manage it and to give the States more flexibility. We think it was
a much better deal for the States.

Obviously, even if our proposal had passed, any 1 of the 50 Gov-
ernors didn’t want to do it didn’t have to do it, or the State legisla-
ture. It was purely voluntary.

So I guess I do think that the fact is an enormous amount of ef-
fort—and I skipped 8 years in the middle, but I can tell you be-
tween 1989 and now, my now 7 years in the government in that
period, I spent a huge amount of my time, both when I was in the
White House and OMB, on this program trying to work with the
States, State by State, to figure out who is going to maximize rev-
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enue, who is going to get what match, and not enough time trying
to figure out how to provide better benefits. And so I personally
think it is the right set of incentives.

Mr. STUPAK. But it sort of seems like you trust the States with
the patients but not with the cash.

Mr. SCULLY. No. I think we trust the States to do it. It is just
human nature. If you are in a budget squeeze as a State Medicaid
director or State budget officer, and you can figure out a way to
draw down Federal money without putting up State money, you
are going to do it. And if we don’t tell them they can’t, they are
going to do it.

So it is not that we can’t trust them. They are doing what they
are incentivized to do, and we provide a lot of the wrong incentives.
I would rather provide incentives to say you know what you are
going to get from us. We know what you are going to put in. Let’s
focus on providing better care.

Mr. STUPAK. But even if you did your cap program that you want
to do with that 10 percent increase and all that to take up for
growth, it really wouldn’t have made any changes in the last 3
years. As I said in my opening statement, just about every State
has had to reduce benefits. The prescription drug cost has sky-
rocketed out of control. Thirty-five States have had to reduce bene-
fits. Even if they got that extra 10 percent, the States would still
be faced with the same situation, wouldn’t they?

Mr. SCULLY. I actually think most—if any State looked at what
they could have gotten last spring versus what they are likely to
get next year, it is hard for me to imagine a State that would have
had a much better deal. It is hard for me to imagine for a State
budget office that wouldn’t see that. And we had a lot of pressure
on the State.

One of the things that I think, which we haven’t gotten into, it
is very frustrating to me, I won’t pick on—I picked on some drug
companies about this. It drives me crazy to see what the States are
spending on prescription drugs in some cases. You know, we have
got a lot of wonderful drugs that poor people need. We have also
got a lot of drugs that have generic equivalents or have come off
patent, and we spend a huge amount of money in Medicaid buying
drugs because they run on TV ads, and low-income people have a
1 and $3 copayment, and they go out and buy $80-a-month pre-
scriptions with a $3 copayment because they just saw it on tele-
vision even though the drug is identical to the one that is generic
or just came off patent.

Mr. STUPAK. Well, if you are talking about prescription drugs,
then you wouldn’t agree with the provisions in the House-passed
bill, Medicare prescription drug plan, where the Secretary of HHS
can’t negotiate drug prices. There is a bar against it in the bill.
They said the Secretary of Health and Human Services shall not
negotiate drug prices. So if you want to bring down the price of
drugs and use the purchasing powers of whether it be the States
or the Federal Government, you would be barred against it from
the legislation.

Mr. SCULLY. Well, that is a very—this could take a couple of
hours. I will take 30 seconds. I was one of the inventors of Med-
icaid drug rebates in the 1990 legislation, I think. I am not sure
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it works perfectly, but the volume of States’ drug spending then
was about 8 percent of the market, and that was enough, arguably,
to give the States the ability to centralize their purchasing power.

If I started buying—if Secretary of HHS started negotiating
drugs through Medicare, I would be buying well over 50 percent of
the volume of all the United States. It just doesn’t work.

What we basically did in our program is we essentially have
tried to split the country up into drug purchasing plans so that we
would be buying in volume for seniors, but we would be doing it
locally through the market, rather than—you wouldn’t have a mar-
ket if Secretary Thompson and I sat out there for 60 percent of the
drug spending and just decided to negotiate prices. We would be
fixing prices, not negotiating prices. We would be the market.

Mr. STUPAK. Yeah, but you still have——
Mr. SCULLY. It doesn’t work.
Mr. STUPAK. Yeah, but the bill still doesn’t allow the Federal

Government to buy at any kind of reduced rate.
Mr. SCULLY. What we try to do in the bill is split the country—

in our proposal is split the country up into 10 regions for PPOs and
for prescription drug purchasing plans, get 41 million seniors buy-
ing in bulk and put them in huge groups to buy in bulk. But if I
bought for all 41 million seniors, I would be the market. What we
are trying to do is coordinate—the same thing with the prescription
drug discount card, which I have been advocating from the first
day I walked in the door, is the goal is to get seniors organized into
huge purchasing pools to have the leverage——

Mr. STUPAK. But even your senior discount card, I remember
asking a question, did not encourage the use of generics. In fact,
I asked you the question on the 80 percent discount. I forget the
one drug it was, the one for stomach concerns.

Mrs. WILSON. Mr. Scully, if you could answer this question and
then——

Mr. STUPAK. Even the prescription drug plan has——
Mrs. WILSON. Your time has expired.
Mr. STUPAK. The Bush card never encouraged any kind of

generics. I really think that the whole situation, whether it is the
House-passed Medicaid plan that we have where Tommy Thomp-
son can’t negotiate or the one that the President put forward that
you came and talked about before this committee, neither one of
them did anything to drive down the price. In fact, you actually
protected the price of drugs, and basically you left the prices to the
poor seniors to try to pay for.

Mr. SCULLY. I think what you see—and let me finish quickly.
You notice we got sued in your original drug card and didn’t do
very well. We now in this bill will have clear statutory authority
to do it, and I think you will see in the regulation that they will
be very helpful toward generics.

Mrs. WILSON. Thank you.
Mr. Strickland has 8 minutes.
Mr. BROWN. Mr. Strickland, could you yield 30 seconds to me to

start?
Mr. STRICKLAND. I will happy to yield more than 30 seconds to

my friend.
Mr. BROWN. I thank the gentleman.
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Mr. Scully, I am unclear on something you said in response to
Mr. Stupak on the purchase of what you said, expensive drugs. My
understanding is that Medicaid can buy—if there are two generics,
two or more generics that Medicaid can buy, that you can order the
purchase to be paid for the cheapest of the three, or at least of the
two generics; isn’t that correct?

Mr. SCULLY. That is correct with generics. What I was—I think
I was referring to something else. I don’t want to pick on particular
drugs, but, you know, there are some drugs where there is a ge-
neric equivalent now, and there is still a name brand that is slight-
ly different, extended time, and we pay $80 a month for that pre-
scription, the beneficiary pays a $3 copayment, where there is a ge-
neric that might cost, you know, $16 a month. And the fact is we
are spending an awful lot of Medicaid dollars on those types of
drugs. And to give you an example, which I probably am not going
to get invited to their Christmas party, but my most common com-
plaint, and this is Nexium versus Prilosec, which are extremely
similar, and we are spending $300 million last quarter on——

Mr. STRICKLAND. Reclaiming my time. Thank you.
Mr. Scully, it seems as if we may be talking past each other, be-

cause is it my understanding that you are saying that your pro-
posal is not a block grant, and it seems as if everyone on this side
is saying it is a block grant. Is it a definitional problem, or is there
a substantive difference between a block grant and what you are
proposing be done?

Mr. SCULLY. No, there is a huge difference, and I was—there
were block grants for Medicaid proposed 15 years ago, where basi-
cally you take the State’s Medicaid allocation, give to the State,
and let them run the program themselves. This is totally different.
The mandatory beneficiaries in the program were required to be
covered so the States would have to match it. We would have to
cover it. It is only for the optional populations.

Mr. STRICKLAND. So would it be a block grant for the optional
populations? Is that what you are saying?

Mr. SCULLY. It would be a negotiated per capita payment amount
that the States could voluntarily do. So no State would have to—
it is essentially TennCare. If you look at what TennCare did, what
Oregon did, it is a simplified bulk waiver for your optionals, which
it is just a simplified way for Tennessee to do what they have al-
ready done with a lot less hassle.

Mr. STRICKLAND. So if I think I heard you correctly, you said it
is capped per person?

Mr. SCULLY. The calculation is a per capita spending on all three
of the various populations.

Mr. STRICKLAND. So how does that differ from a block grant?
Mr. SCULLY. Well, the block grant proposals were, first of all, 20

years ago where the entire population—where they were static pop-
ulations, didn’t grow. In this case it is a per capita amount, so if
you happen to have a recession, and the number of people grew in
Medicaid, your State gets more money per person. The block grants
generally said if we are giving you $10 billion now, we will index
to that inflation.
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Mr. STRICKLAND. But the requirements associated with those re-
sources would be the same type of requirements or lack of require-
ments that would be associated with a block grant; is that correct?

Mr. SCULLY. I really don’t think it is. I think the—again, if you
look at most of California’s population in the Medicaid managed
care plans, they are already in exactly this type of per capita
spending cap. So the States have already come in State by State
and negotiated these arrangements in many cases. A State like
California has done it for about a third of their program, and we
are just trying to simplify it and make it easy to understand and
actually give them a better deal.

So I just—I think, unfortunately, and this just happens, that the
rhetoric kind of overtook the reality, and I think it has been coun-
terproductive.

Mr. SMITH. Mr. Strickland, if you look at other programs like the
Maternal and Child Health Block Grant, Social Services Block
Grants, the SAMHSA Block Grant, those are block grants in that
they are discretionary. They have to be reauthorized, reappro-
priated.

Mr. STRICKLAND. If I could just interrupt here. I have here a doc-
ument from OMB which indicates that by 2013, there will be a cut
of more than $8 billion. How do you—how do you explain that?
That is, understand, an actual cut in amounting to about 2 percent,
but——

Mr. SMITH. Well, again, that is 8 percent, $8 billion off what is
already in the baseline. But the baseline is already growing. Under
the administration’s proposal, the Federal Government would have
spent $2.7 trillion on Medicaid over the next 10 years. In our pro-
posal we still would have spent $2.7 trillion because there is
growth built into the baseline, the 8 billion that you are referring
to——

Mr. STRICKLAND. But excuse me for interrupting, but Mr. Brown
took some of my time, so I have to hurry.

Isn’t it accurate to say that the States will be getting less money
as a result of what you are trying do?

Mr. SCULLY. Well, if you went back and looked at that projection
which was under the arm of giving the States the option, and we
assumed half of them would do it from last January, and went
back and looked at the midsession review budget which shows real
State spending, what you will find is that $8 billion is swamped
many times over because the fact is the States have to reduce their
spending anyway. We are trying to lock in higher levels. The Med-
icaid baseline for next year, if you take that 10 years of numbers,
will be way below what our proposal is.

Mr. STRICKLAND. But, Mr. Scully, you said the baseline projec-
tion included projected growth in the number of people——

Mr. SCULLY. It did.
Mr. STRICKLAND. [continuing] did you not?
Mr. SCULLY. We made some assumptions about the States when

they got those projections and about what the behavior would be.
Mr. STRICKLAND. So if you cut $8 billion, you are cutting $8 bil-

lion from what the States would have been expected to receive.
Mr. SCULLY. No, because we put it in on the front. What we basi-

cally required was that the States that got more money in the first
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7 years would have to come back with lower rates of growth in the
last 3. And there was almost a rounding error in $8 billion. When
you look at the $2.7 trillion—I guess my point is if you looked at
the $2.7 trillion and that baseline projection last January, I would
bet if you looked at reality right now, it is probably down to $2.6
or $2.55, because the fact is the States are being forced to spend
less.

Mr. STRICKLAND. I just want to get for the record, though, ac-
cording to OMB, it is an $8.285 billion cut. Now, that is OMB’s con-
clusion.

I want to move on to just——
Mr. SCULLY. That may be correct.
Mr. STRICKLAND. You know, I have got a minute and 30 seconds.

The administration opposed the FMAP Federal increase in funding
for Medicaid for the States; is that correct?

Mr. SCULLY. Yes.
Mr. STRICKLAND. Now, you have said, and I think others have

said, in fact, the Kaiser Commission indicated that the State Med-
icaid directors were strongly in favor of the additional resources of
about $10 billion. Every State surveyed indicated this was a need-
ed relief. Twenty-one States indicated that FMAP would provide
general relief within their Medicaid programs. An additional 19
States said the enhanced FMAP was going to be used to soften or
prevent cuts. In Ohio the fiscal relief provided by FMAP prevented
a cut that would have affected 60,000 low-income parents. In Mis-
souri the fiscal relief avoided cuts to parents and cuts to seniors
and people with disabilities.

How would reducing the long-term Federal commitment to
health care for low-income vulnerable Americans by capping Fed-
eral funding of the program through the administration’s approach
help if the economy of States continues to struggle? This being my
point: If that FMAP relief was not there, States would have cutoff
vulnerable people. Will the administration support continued en-
hanced funding for future years if the economies of these States
continue to struggle and they simply are faced with a choice of ei-
ther cutting off people or the other option is to getting additional
Federal resources; what will your response be?

Mr. SCULLY. Well, we will have to wait until it comes up, but I
will say that my major objection to the enhanced match, which I
think was about $10 million in the fall, was—and I put a chart in
my testimony—is there is no correlation between the FMAP now
and the FMAP then. I am not picking on Ohio, but by our calcula-
tion Ohio’s real FMAP is 4.5 percent higher than the statutory
FMAP. And if you want to pick on a State like Mississippi, which
is the poorest, that hasn’t been quite as clever, I mean, spending
more money on it, my argument last winter was you are going to
split the money in the pot and put $10 billion in, you ought to give
it to the people that haven’t fudged. Why should we be handing it
out to everybody whether they have played under the rules of the
program or not? And we have essentially handed the money out
across the board. And my argument would have been let’s look at
the real FMAP and see what they are getting.

Mr. STRICKLAND. So is Ohio fudging?
Mr. SCULLY. Ohio is on the margins of being——
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Mr. STRICKLAND. Is Ohio fudging?
Mr. SCULLY. [continuing] on relatively good behavior.
Mr. STRICKLAND. If Ohio is fudging, I invite you to come in and

solve the problem.
Mr. SCULLY. I have spent a lot of time talking to them, and they

have been very straightforward with us, but the fact is that over
the years there are about 27 States that have successfully en-
hanced their match. Ohio is probably not in the world champion
category.

Mr. STRICKLAND. You just said Ohio was fudging, and I want to
get to the bottom of that.

Mrs. WILSON. Okay. Thank you, Mr. Strickland.
Ms. DeGette is recognized for 8 minutes.
Ms. DEGETTE. Thank you, Madam Chairman.
Mr. Scully, I share your concern and repulsion for people, States

or institutions who are gaming the system, but I share some of the
skepticism of some of my colleagues about this as a solution, and
I think we should try to work together to try to find ways to stop
this kind of behavior. You may not have the answer today to some
of the questions I would like to ask, but I would like you to supple-
ment it if you can in writing.

You were talking about—one thing you talked about was senior
citizens gaming the system by transferring assets, and we certainly
have heard about that anecdotally over the years. I am wondering
if you are aware of any studies or evidence to see how extensive
this is.

Mr. SCULLY. There are a number of studies. I looked at some last
night. There were a couple—I think it was Colorado actually has
and Connecticut has a fairly extensive one. And this has been de-
bated in a lot of State legislatures with great pain about what the
look-back should be, what the asset level transfer should be, how
much is excluded from your assets. But it is a fact, as a former
lawyer, there is a significant bar in this country with regard to
transferring assets.

Ms. DEGETTE. Do you know how extensive it is?
Mr. SCULLY. Very extensive.
Ms. DEGETTE. I know a lot of States like Colorado have enacted

legislation to try to make it more and more difficult to do this, so
that is why I like—I mean, I think people recognize it is a problem
and——

Mr. SCULLY. I guess my solution to this, just to be clear, is not
necessarily to ratchet down this to make it tougher. You could have
a good argument about what this should be. My—one of the sug-
gestions that Secretary Thompson and I are working on is that a
lot of these people that are transferring assets to their kids—for ex-
ample, my mother is not wealthy.

Ms. DEGETTE. I am sorry. I only have a few minutes.
Mr. SCULLY. Okay. I will answer it after you are——
Ms. DEGETTE. Thanks. And something else, and this is an issue

I work on a lot, you probably know, is the disproportionate share
of hospitals. And you were talking about hospitals gaming the sys-
tem by putting in huge amounts of bills to the State for operations
that should cost less, and I was really puzzled by that. And the
reason was, as you might know, Ed Whitfield and I have been
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working for a number of years on trying to fix DSH reimburse-
ments, and what I am wondering if there is not some incidence of
safety net hospitals putting in these types of reimbursement re-
quests just because they are so desperate to get funds.

And let me just give you a little background. One analysis re-
cently found that hospitals lost over $9 billion on Medicaid and un-
insured patients in 2001 even with DSH funding. And if you look
at the recent statistics, DSH funding has gone down since 1998
from $10.3 billion to $8.7 billion nationally, and yet the number of
uninsured, as we have just seen, is increasing.

I will tell you, the DSH hospitals in my district, I don’t think
they are trying to game the system. I think they are trying to get
some reimbursements for all of the uninsured people that they are
trying to treat, and I think Ed would say the same thing if he was
here.

Mr. SCULLY. If we could find a way to make sure they kept the
money, that would be great, but what happens was I used to run
a hospital association for 7 years, and what happens in many
cases, the hospitals transfer the money to the State. They put it
up for DSH. They get the match back, and the hospitals either get
nothing back or a small percentage, and the State keeps the rest
for other purposes. So if we can find a way to make sure it is actu-
ally going to indigent care, I would be all for it.

Ms. DEGETTE. Well, do you think we should just eliminate DSH
funding?

Mr. SCULLY. No. I was involved in capping. What happened——
Ms. DEGETTE. Well, what could we do to give the hospitals the

money they actually need?
Mr. SCULLY. Well, make sure they actually get the money, and

it doesn’t get——
Ms. DEGETTE. Well, how are you going to do that if you block

grant all the money to States——
Mr. SCULLY. Well, we wouldn’t block grant——
Ms. DEGETTE. [continuing] and make this optional?
Mr. SCULLY. I would be happy to work with you on trying to

make sure that the money actually goes to the hospitals because
that is where it is supposed to go. When I first discovered the Med-
icaid DSH program was in evidence in 1989, it was $200 million
in West Virginia and Alabama. By 1991, it was $13 billion, $12.5
billion. And we have capped it, and we have limited it, and it is
actually pretty flat.

Ms. DEGETTE. But that is going down. DSH reimbursements
have gone down, but the number of uninsured have gone up, and
the people at the DSH hospitals in Colorado tell me—their problem
isn’t getting the money back from the State. Their problem is the
caps we have put on it through the 1997 BBA.

Mr. SCULLY. Well, I believe that if you actually went to the hos-
pitals and said to them—and they are scared to death of this
question——

Ms. DEGETTE. I do go the hospitals. I do ask them that, and I
also asked the hospital association that.

Mr. SCULLY. I been to every hospital in your district, I believe,
and I think you are right.

Ms. DEGETTE. Did you ask them that question?
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Mr. SCULLY. Believe me, I am intensely familiar with this ques-
tion, and I would be happy to ask that question, but I can almost
guarantee you would find that none of them get every dollar back
that they put in.

Ms. DEGETTE. Let me talk to you for a minute about the States’
situation, because in your written testimony and today in your
verbal testimony, you said that one of the big problems is States
use this Medicaid money and then divert State funds off to other
purposes like highways and stadiums. And I think that was prob-
ably true in the 1990’s. But I have a State right now where last
spring the legislature faced a $900 million deficit, and they cut—
what they did then was cut $61 million for medical programs for
the poor, including Medicaid. I am going to guarantee you they
weren’t saying, ha, ha, let’s take our Federal dollars and then put
our State dollars somewhere else. They don’t have the money. And
I think this is true in all 50 States because according to a Kaiser
report, all 50 States executed cost-containment plans in fiscal year
2003.

And so my question is instead of a complicated proposal that we
would call a block grant proposal, you would call something else,
to try to cap Federal money in the States, wouldn’t it be better for
us to try to work with States on waivers and other kinds of ways
where they could really give relief to poor people and seniors and
not have to worry about it rather than this brand new scheme?

Mr. SCULLY. Well, I would argue we haven’t tried to cap it. We
have had a 37 percent increase in Federal spending on Medicaid
since I have been in job. So it is not like—we have expanded cov-
erage, we have encouraged more enrollment, we have done every-
thing to expand the program. What we are asking from the States
is that they actually match with matching real dollars, and I don’t
think that is an unreasonable request. And I know for a fact that
Colorado is not one of the—I think you can look at my chart. Colo-
rado has not been one of the States that has maximized reimburse-
ment. They have actually generally played very much by the rules.

Ms. DEGETTE. Well, we are all fiscally conservative out there.
But the point is in a place like Colorado, I think under a scheme
like this, they may actually suffer in reimbursement; certainly
some of the reimbursements for SCHIP and other discretionary
programs, but the State does not have that money, or for DSH.
They don’t have the extra money.

Mr. SCULLY. This is purely voluntary. If Colorado looked and
said this is not a good deal for us, and we don’t want to do it, they
don’t have to do it. Even if our proposal passed as it was, we as-
sumed half the States would say this is a good deal and take it.
If they don’t think it is a good deal, they don’t have to do it.

Ms. DEGETTE. And then I guess this is one problem a lot of us
on this side have is then you get into a real patchwork of 50 dif-
ferent States saying 50 different things.

Mr. SCULLY. It can’t get to be more a patchwork than it is now.
Ms. DEGETTE. Well, I think I might disagree with you on that,

because at least under current law, there is some guaranteed bene-
fits, and I am not sure that that would happen under your pro-
posal.
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Mr. SCULLY. Every guaranteed benefit, if you are a mandatory
beneficiary under the current law, all this is optional coverage. No
State could have dropped one single beneficiary that they are re-
quired to cover now. That was part of the proposal, the
mandatories had to be covered and had to be matched. Any one of
these two we are talking about any State could drop tomorrow if
they wanted to. We are trying to give them the flexibility not to
drop them and have more flexibility in how they covered them, and
if they didn’t want to do it, they didn’t have to.

So I just think that in fairness—and I understand, you know, I
used to be a Senate staffer. I probably would have come up with
the same talking points. But in fairness, this is not a block grant,
never was, and has been largely misrepresented, and we would be
happy to start from scratch and talk about ways to fix the Medicaid
program.

Ms. DEGETTE. I would like to spend some time talking particu-
larly about DSH because I think it is being unfairly characterized,
and it really is the safety net that is keeping sick people who are
not even on Medicaid alive. And I think we need to really figure
out a way to make that system work.

Thank you, Madam Chairman.
Mr. SCULLY. Thanks.
Mrs. WILSON. Thank you very much, and thank you both very

much for joining us this morning. We very much appreciate your
being here, and we look forward to continuing this dialog.

Mrs. WILSON. I would at this point like to introduce and ask to
come forward the second panel that will be testifying today. Dele-
gate Adelaide Eckardt from the Maryland State House, and Dr.
Diane Rowland, the Executive Vice President of Health Policy for
the Kaiser Family Foundation.

Mr. BROWN. Madam Chair, could I ask unanimous consent to
offer these letters from various groups in the record about the
whole issue of block granting and caps and all of that?

Mrs. WILSON. Without objection.
Thank you. Thank you both very much for joining us today. We

have—your entire statements will be put into the record. And I
would ask you each to summarize your remarks and share with us
the high points of your remarks, and then we will open it up for
questions.

STATEMENTS OF HON. ADELAIDE ECKARDT, REPRESENTA-
TIVE, MARYLAND STATE HOUSE; AND DIANE ROWLAND, EX-
ECUTIVE VICE PRESIDENT, HEALTH POLICY, KAISER FAM-
ILY FOUNDATION

Ms. ECKARDT. Good afternoon. I am Delegate Addie Eckardt from
the Eastern Shore of Maryland, and I am here today to share with
you my thoughts on Medicaid reform.

I would like to start by saying we really are in the best and
worst of times. We are very fortunate because we do have a Medi-
care program, and we do have a Medicaid program. The Medicaid
program, I would say, has been very successful in attempting to
provide health insurance, health coverage for those most vulner-
able citizens in our constituency and our States. But I would sug-
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gest to you, and I am going to kind of cut to the chase, that there
are a couple of things that we need to keep in mind as we proceed.

I believe, Mrs. Wilson, you suggested that we need to look at the
elements of wellness, of personal responsibility, of caring for fami-
lies as we proceed, and I am going to underline a number of the
strategies to facilitate reform that have already been stated.

First of all, I believe that there does have to be continued flexi-
bility for the States both to give them a better way to deal with
eligibility and with the benefit structure. And I am going to use
one of the examples that happened to us in Maryland. We had a
program a number of years back called Kids Count, which we at-
tempted to use some Medicaid funds to be able, along with State
funds, to provide some health care for kids, but we did that before
the SCHIP program. When the SCHIP program came along, then
we kind of were penalized because we thought we could just roll
our Kids Count program into the SCHIP program, and because
there were certain requirements for both eligibility and benefits,
we weren’t able to do that. And we thought that may have been
a more cost-effective way, while providing an essential benefit
package to more kids.

What happened is that we had to go back and look at a number
of different options and waivers to be able to then do the SCHIP
program. We expanded that program to go way above the Federal
poverty level to above 300 percent a number of years back. And,
in fact, we were so diligent with our enrollment that we funded—
I projected funding for about 60,000 children, and we wound up
having over 100,000, which left us with a little bit of a shortfall.

This past year in our legislative session, we went back to revisit
how we looked at that program, and, in fact, we did limit the en-
rollment for the high end for those people at 300 percent of poverty
while we left open the lower-end program, which was for those peo-
ple below the Federal poverty level, which we thought was impor-
tant.

The reason I am sharing that with you is that I think there—
because we need that additional flexibility because we have found
that even as we expanded the program, we weren’t enrolling all of
those people who are most vulnerable and most poor. And I suggest
that we might use the SCHIP program in thinking about our sen-
iors.

Maybe we need an SCHIP program to include our dually eligible
population, which is presented as, you know, another dilemma be-
cause of the high cost of the increasing cost of long-term care. If
we could look at the dual-eligible and maybe get some pilot pro-
grams, as you have done a lot of the demonstration waivers, both
with funding from Medicare and from Medicaid, to be able to then
institute a truly managed care program—and I say managed care
in quotes because I don’t mean a managed cost program. You are
exactly right when you talk about a lot of our health care delivery
system is based on what is reimbursed, not what is in the best in-
terest of the populations that we serve—in States I believe are
truly genuine in their attempt to provide the best care, the most
cost-effective care to our most vulnerable populations. And I think
they, in fact would be able to do that.
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I think we also need to take a look at the life span. If you are
talking about kids and you are talking about senior care, you have
everybody else in between. We fund low-income pregnant moms
and kids, but there is no provision for low-income dads. And so you
get a very difficult situation, particularly when it comes to things
like dental care and other kinds of care.

We would like to treat the family as a whole, and we have tried
to figure out in Maryland where is the best place to do that and
how is the best way to do that. So even though we are putting a
lot of energy into the SCHIP program, which I think is good, and
it is almost like a front-loaded program, we need to put our dollars
there right now and make sure we have efficient programs in the
States, giving the States the flexibility, because my premise is that
over the long haul, those individuals in those programs will value
medical care.

We have instituted some copays and some premiums at a nomi-
nal level, because my experience, my 30 years experience in work-
ing in psychiatric and mental health care, is that when people are
able to pay a little bit, then they take some personal responsibility
and some ownership. If you look at our federally qualified health
centers, they will tell you that if individuals pay a little bit on a
copay when they come into the center, they think twice about call-
ing the center and walking in for every cold, every sniffle, every
concern that they have with their kids or with their families.

So I think we do have to institute measures along the way to
help people, A, value health and wellness and be able to maintain
an element of self-sufficiency as they move forward and not to
erode the existing private health insurance market. So all of these
things have to be taken into consideration when you move forward
and take the Federal program and figure out how you provide the
most—the best resources or resources to the State so that they can
get out of the patchwork quilt business.

One other way I think we need to move forward is to provide tax
deductions for long-term care insurance. I would like to see, per-
sonally, tax deductions for any health insurance because I think
that again builds those incentives, but long-term care insurance
would be a place to start.

The other thing that has been talked a lot today has been the
way that folks divert their financial resources when you have to go
into a nursing home, and that is a very prevalent practice, and it
is spread by word of mouth, and it is spread sometimes by well-
meaning organizations. And I think why that happens is because
many people find that the kind of care that they need, because they
wait too long, is through the Medicaid system and through the
Medicaid reimbursement.

My mom had a stroke a number of years ago. She was healthy
most of her life. So I agree with the fact that most of the health
care dollars are spent in the last year or two of an individual’s life.
She had a stroke. She had some financial resources, but she had
a stroke in one State. She was sent to another State for health
care. And then it became like an assembly line. Whoever pays for
what is what she got, not what she needed. And I would say to you
that ultimately we brought her back to Maryland. She did have the
financial resources, so we were able to provide a degree of care for
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her, but it was not what I would have desired. It was choppy, it
was insensitive, it was disrespectful, I think, of her, and of the
family, and we were left on our own.

And I am a health care provider, and I hear the story over and
over again. I have worked diligently for over 30 years to be able
to make a contribution to health care so that all of our citizens
have access to health care, and I will continue to champion that.
So I would urge you, and I would suggest, that now is a good time
to look at reform. It is good to look and take an evaluation of the
programs that we have because you have a very daunting task. Are
the States in budget crisis? Yes, they are. But I think, again, this
is a good time to look at that because I believe States are going
to be very conscious about how they deliver health care to their
citizens, because it will be too costly if we don’t do otherwise.
Thank you.

[The prepared statement of Hon. Addie Eckhardt follows:]

PREPARED STATEMENT OF HON. ADDIE ECKARDT, DELEGATE, MARYLAND STATE
HOUSE

Medicaid the government program that pays for the costs of providing health care
coverage to 44 million low-income individuals continues to be a significant program
across the country. Over the years efforts continue to provide for the most vulner-
able citizens. States and the Federal Government fund the program jointly, with the
respective percentages for each state determined by the use of the FMAP (Federal
Medical Assistance Percentage) formula that is based on the state per capita in-
come. In the fiscal year (FY) 2001, total Medicaid expenditures totaled $228 billion,
with the federal share equaling approximately 57 percent of the total. The federal
share of the Medicaid expenditures currently represents 7 percent of all Federal out-
lays, while the state share of Medicaid spending accounts for between 15 and 20
percent of states’ total expenditures.

Medicaid covers health care expenses for four primary low-income populations: 1)
children, 2) parents of children and pregnant women, 3) the aged, and 4) the blind
and disabled. Approximately three quarters of the current Medicaid population con-
sists of children and other adults, with the remaining quarter consisting of the aged
and disabled persons. The aged and the disabled, however, consume two-thirds of
all Medicaid expenditures, principally through their use of long-term care, pharma-
ceuticals and related services. Statutory mandates require that states cover certain
populations, e.g. children under age 5 with family incomes below 133 percent of the
Federal Poverty Level (FPL), while states may elect to cover other ‘‘optional’’ popu-
lations, such as children age 6-19 with family incomes at or below 100 percent of
FPL.

Medicaid covers two distinct types of health care services: those that are statu-
torily mandated and those that are optional. Statutorily mandated services include
inpatient and outpatient hospital care, physician services, early and periodic screen-
ing, diagnostic and treatment services and immunizations. Optional services include
outpatient prescription drugs, dental care and vision for adults. About two-thirds of
all Medicaid expenditures are attributable to services for optional populations and
benefits.

According to a report by the Kaiser Commission on Medicaid and the Uninsured,
States are beginning what is for some the fourth consecutive year of fiscal stress.
State tax revenues declined significantly in 2002 and remained at that low level
throughout 2003. As they completed their 2003 fiscal year and developed budgets
for the fiscal year 2004, states faced total budget shortfalls of at least $70 billion.
To close these large budget gaps, states reduced planned spending and some began
to raise taxes and fees. After the beginning of fiscal year 2003, states reduced budg-
eted spending levels for the year, and many states proposed to reduce fiscal 2004
spending.

These fiscal conditions place significant pressure on Medicaid, the state/federal
program that funds health and long term coverage for 51 million low-income Ameri-
cans. Medicaid is generally the states’ second largest budgeted item. At the same
time that the state revenues have fallen, spending on the Medicaid program has
been increasing significantly, reflecting increasing health care costs and the growing
number of people living in poverty as a result of the weak economy.
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States have been implementing many new measures to control their budgets in
the face of the declining revenues. The Kaiser Foundations’ report outlines their
conclusions all of which, I believe, reflect a need to reform Medicaid at the Federal
level. I am here today to share with you my thoughts for your consideration as you
review the Medicaid program, the increasing numbers of uninsured and under-
insured, and our declining revenues.

The Medicaid program serves an important role in the provision of health care
for some of the sickest and most vulnerable citizens in this country. It has been very
successful improving care to individuals who would otherwise be without health
care. For instance, in Maryland all children below the federal poverty level have ac-
cess to care, including for the first time ever access to Treatment for Substance
Abuse and Mental Health. This has resulted in a proliferation of providers for those
services. Also in Maryland in our enthusiasm to provide coverage for as many kids
as possible we enrolled more than we anticipated and funded. When we, on the
budget committee attempted to freeze the enrollment of the program until the fund-
ing levels equaled the service demands, we were accused of limiting services. It is
important to me that a program work efficiently before expansion occurs. Probably
some advocates may characterize any effort to reform and improve Medicaid as an
attempt to dismantle the program. This is simply not the case. In fact, as a health
care provider/RN, I am committed to ensuring that Medicaid beneficiaries continue
to receive access to high quality care and I believe that we can improve the kind
of care they receive and how it is provided.

REFORM MEASURES

There are many challenges currently facing the Medicaid program. One of the pri-
mary problems is that the current rules limit the states’ ability to provide the best
care to the most needy citizens. The current Medicaid structure attempts to impose
one set of rules and provide one standard set of benefits to a varied and diverse
Medicaid population state by state. Moms and kids, the elderly, and the disabled
all have different needs and would benefit from very different coverage packages.
States need flexibility to determine eligibility and tailor different benefit packages
to best meet the needs of these populations, rather than having to adhere to the
fixed prescriptive formulas for eligibility and benefits.

Until recently states have not been allowed to design individualized packages
without losing the federal monies. We in the states have appreciated the increased
flexibility given in the SCHIP program, which gives states a greater degree of au-
tonomy and control in how they design their benefit structure and provide coverage
for children. States can tailor their programs consistent with beneficiaries’ needs
and existing government structures. States are under tremendous fiscal constraints,
but cannot afford to drastically limit benefits because of the increasing pressure on
our hospitals for treatment when other measures fail. If health care is not offered
early through community based services and as we face the increasing numbers of
citizens needing long-term care, our costs will continue to soar. The emphasis will
continue to be on the more expensive inpatient care. The pressure will also continue
to remain on the use of Medicare dollars. Many of our most vulnerable citizens need
comprehensive coordinated services that can be provided in the community. Careful
and thoughtful attention is important, as states design effective programs using the
available Medicaid funds.

Flexibility also needs to be considered as we find solutions for the dually eligible
Medicare-Medicaid beneficiaries. In Maryland within the Medicaid program 80 per-
cent of the health care dollars are spent by 20 percent of the beneficiaries. Long-
term care costs are increasing with the increasing numbers of seniors. Can we think
about allowing states to use monies from both programs to institute managed care
for this population. The coordination of care would improve and many states would
welcome the opportunity to develop pilot projects. What have we got to loose. Most
states want to provide quality care to families and flexibility is the key.

Another challenge facing Medicaid is how to deal with the culture of dependence
that entitlement programs can sometimes breed. My state of Maryland has had tre-
mendous success in interrupting the cycle of dependence in our Welfare to Work
program. We have been able to work with individuals as they enter the workforce
and assume productive roles in society. We also are taking advantage of the federal
programs to allow those disabled individuals who are working to increase their
earnings and not loose their healthcare benefits.

The culture of dependence in Medicaid can lead to over utilization of services. It
can inhibit more and more individuals from taking personal responsibility for ob-
taining their own health insurance, when it is available. When we increase the
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availability of free health care to higher income groups, we fail the poorest citizens
and provide disincentives for employer sponsored coverage.

Another problem is that of individuals inappropriately attempting to gain Med-
icaid coverage for expensive services such as nursing home care and prescription
drugs. A veritable cottage industry has developed to coach individuals in ways to
shift and/or hide their assets in ways that will allow them to qualify for Medicaid.
This type of abuse undermines the public trust in these programs and most impor-
tantly takes dollars away from the care of those persons who need it most and for
whom Medicaid was intended to protect. Strong measures need to be taken to pre-
vent this practice.

Prescription coverage is essential as we face the long-term care and increasing
senior population. Without a Medicare Prescription coverage option, Medicaid foots
the costs of those citizens who make difficult choices when the options include
whether or not to buy food, fuel or medication. If the medication prescribed is dif-
ficult to obtain due to cost, citizens do not follow their plan of care and again the
result is the utilization of hospital care. It is absolutely critical that we create a new
drug benefit within the Medicare program to provide this assistance to our most vul-
nerable low-income citizens. Prescription drugs are the fastest growing expense
within our states Medicaid budget, and individuals who are dually eligible are some
of our biggest consumers of these drugs within the existing Medicaid benefit. Cre-
ating a new Medicare drug benefit will also allow for better coordination of care for
Medicare services, which can lead to better clinical outcomes for these people.

In summary I have attempted to share with you my thoughts regarding Medicaid
reform. I have reviewed the current Medicaid programs and some of the current in-
formation that the Kaiser Commission has presented about the States’ response to
their increasing fiscal crisis and increasing numbers of uninsured. As the county
slowly comes out of our economic decline, now is the time to do something and re-
form Medicaid to prepare for the future. States have been doing the best with what
they have patching their public health care system with whatever they can find to
provide for the most vulnerable citizens. It is the right thing to do.

There are simply several ideas to keep in mind. Give states more flexibility—there
are too many restrictions for managed care in the types of organizations and in re-
gard to quality and access. Give states increasing flexibility with eligibility and ben-
efits. Provide a way to limit the practice of hiding assets so that individuals have
to utilize Medicaid. Encourage the use and tax relief for long-term care insurance.
Develop pilot programs using Medicare and Medicaid funding to allow states to offer
a managed care program for these individuals. Or better yet let the states develop
plans and fund them on their creativity and ability to make the best use of the dol-
lars for their populations. Provide incentives for states that promote health and per-
sonal responsibility and significant positive health outcomes. Remember that gov-
ernment closest to the people is the most effective and most responsive. Let the
states decide whether they want to cover fewer people with more coverage or wheth-
er to cover more with fewer benefits.

I appreciate the opportunity to come before you today and on such short notice.
It is important to me that we spend taxpayer’s money wisely but together figure
out a way to provide affordable quality health care to our constituents. I look for-
ward to working with you.

Mrs. WILSON. Thank you very much.
Dr. Rowland.

STATEMENT OF DIANE ROWLAND

Ms. ROWLAND. Thank you. It is a pleasure to be with you today
and to talk about the Medicaid program and the role that it plays.

Medicaid is, in fact, the linchpin program that addresses the
health and long-term care needs of this Nation’s low-income dis-
abled and elderly populations, and children and families. It is, in
fact, the glue that fills the many cracks in our fragmented health
care system, and as we have heard so often today, it shares many
of the ills that face our overall health care system.

Its most widely acknowledged role is as the source of health in-
surance coverage for 38 million low-income children and parents,
and it has kept millions of poor children and their parents from
adding to our growing uninsured population. As the census num-
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bers that came out last week reveal, in the absence of Medicaid,
we would have had an increase of 4 million instead of just 2.4 mil-
lion to our uninsured population.

However, for Medicaid it is the coverage of the health and long-
term care services of the 8 million people with disabilities and 5
million low-income elderly that dominate the spending. And Med-
icaid is also the program that enables the Medicare program, in
fact, to work for 7 million of Medicare’s sickest and most poor bene-
ficiaries, one-quarter of whom are in nursing homes. These dual-
eligibles account for 14 percent of Medicaid beneficiaries and 42
percent of all Medicaid spending. Spending for them on prescrip-
tion drug coverage alone represents 6 percent of total Medicaid
spending and nearly half of all Medicaid spending on prescription
drugs.

The structure of our Medicare program provides States with the
ability and the flexibility to broaden coverage beyond Federal re-
quirements and to expand as need arises. About 65 percent of all
programs—spending in the program is, in fact, at State option, and
of that optional spending, 83 percent goes to care for the aged and
disabled population, with the bulk being for long-term care and
prescription drug coverage.

However, I would note that despite the rhetoric, Medicaid is ac-
tually a low-cost program given the population it covers. When we
do adjustments for the health status of the population to compare
Medicaid to private insurance, we see that spending per capita is
actually lower in the Medicaid program than for the privately in-
sured. Medicaid spends more overall because it covers a sicker pop-
ulation, not because it offers a broader benefit package. And de-
spite the creative financing discussions that we have had earlier,
the overwhelming share of Medicaid’s dollars still actually go to
pay for the care of our poorest citizens. And there is a growing cost
of care for the elderly and disabled because of their greater health
care needs.

When we look at spending increases, we have heard a lot today
about enrollment expansions, but, in fact, of the increase in Med-
icaid spending from 2000 to 2002 of $50 billion, 60 percent of that
was for the care of elderly and disabled individuals. So it is not our
expansions to children that are the major culprit.

But nonetheless, Medicaid spending has risen in recent years
with the downturn in the economy and rising health care costs.
However, the good news, or the bad news if Mr. Scully’s numbers
were right, is that in fiscal 2003, the rate of growth in Medicaid
spending fell by nearly a quarter to 9.3 percent, a marked contrast
to the 13.9 percent increase we saw in private insurance premiums
in that year.

As the States grapple, in fact, with their severe revenue short-
comings, there is a growing pressure to restrain Medicaid spending.
Although it is the decline in State revenues and not the increase
in Medicaid spending that is the major contributor to State budget
shortfalls, nonetheless as a major budget item Medicaid is also
being looked at for savings. Over the past 3 years, in fact, 34
States have had to reduce eligibility or even more restrict their
health care benefits for those being covered. The fiscal relief offered
by the Congress has made a difference and moderated many of
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these cuts, but as you know, this relief will expire at the end of
2004.

The strategy States have undertaken appear to have been suc-
cessful in reducing the rate of Medicaid spending growth, but they
also raise real questions about how the program will be able to
meet the health care needs of low-income people whose numbers
are growing. There are no easy answers to reducing the cost of pro-
viding care to over 50 million Americans who now depends on Med-
icaid. They are low-income children, but they are also persons with
chronic mental illness and retardation, those with HIV/AIDS, poor
Medicare beneficiaries, and those with severe physical and mental
disabilities. The cost of caring for this population is high, reflective
of their serious health problems, not excessive or unwarranted
spending by the program.

Program costs grow in response to downturns in the economy,
the needs of an aging population and emerging public health crises
and emergencies, and Medicaid’s financing structure allows the
program to respond. As we look to reform this program, we should
be looking at finding ways to support and maintain essential cov-
erage, to make sure that the coverage provided is meeting the
health care needs of the population served, and to make sure that
we are getting the kinds of health outcomes from those dollars that
are warranted. Assuring that financing is adequate to meet the
needs of America’s most vulnerable and addressing our growing un-
insured population ought to be among our Nation’s highest prior-
ities and a real commitment of our resources.

Thank you, and I welcome your questions.
[The prepared statement of Diane Rowland follows:]

PREPARED STATEMENT OF DIANE ROWLAND, EXECUTIVE VICE PRESIDENT, THE HENRY
J. KAISER FAMILY FOUNDATION, EXECUTIVE DIRECTOR, KAISER COMMISSION ON
MEDICAID AND THE UNINSURED

Mr. Chairman and members of the Committee, thank you for inviting me to ap-
pear before the Committee today to discuss the issues and challenges facing Med-
icaid in providing health and long-term care coverage for the low-income population.
I am Diane Rowland, Executive Vice-President of the Henry J. Kaiser Family Foun-
dation and Executive Director of the Kaiser Commission on Medicaid and the Unin-
sured.

The Kaiser Commission on Medicaid and the Uninsured is a 16 member, bi-par-
tisan national panel established by the Kaiser Family Foundation in 1991 to serve
as a source of information and analysis on the Medicaid program and health and
long-term care coverage of the low-income population. I am pleased to be here today
to share the work of the Commission.
Medicaid Today

Since its enactment in 1965 as companion legislation to Medicare, Medicaid has
operated as a federal and state partnership to meet the health needs of the nation’s
most vulnerable populations. It has evolved from a program providing federal fi-
nancing to states for health coverage of their welfare population to a program that
now provides health and long-term coverage to 51 million low-income Americans at
an annual cost to the federal and state governments of $205 billion in 2002. It is
now the nation’s largest health care program.

In our fragmented health care system, Medicaid is the linchpin program that ad-
dresses the health and long-term care needs of this nation’s low-income disabled and
elderly populations and families and children. Medicaid has a broad reach—it is the
source of health insurance coverage for 1 in 5 American children and over a third
of all Hispanic and African-American children, but it also provides health and long-
term care coverage for 60 percent of nursing home residents, 44 percent of people
living with HIV/AIDS, 20 percent of people with severe disabilities and 15 percent
of Medicare beneficiaries (Figure 1).
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In meeting these needs, Medicaid accounts for nearly one of every five dollars of
health care spending, nearly one of every two dollars spent on long-term care and
over half of public mental health spending. Medicaid assists, on average, over one
in ten state residents and is the largest source of federal support to states and a
major engine for state economies, supporting millions of jobs across the country
(Figure 2).

Medicaid’s most widely acknowledged role is as the source of health insurance
coverage for 38 million low-income children and parents. By providing fundamental
health insurance protection, Medicaid keeps millions of poor children and their par-
ents from adding to our growing uninsured population. With the enactment of the
State Children’s Health Insurance Program (SCHIP) in 1997 and the Medicaid ex-
pansions over the last decade, Medicaid and SCHIP now have the potential to reach
all low-income children. Although more needs to be done to broaden outreach and
facilitate enrollment to achieve full participation by all eligible uninsured children,
the latest census numbers show that public coverage through Medicaid and SCHIP
helped to offset the decline in employer coverage. While the number of uninsured
grew by 2.4 million in 2002, Medicaid coverage kept another 1.6 million from being
added to the uninsured and maintained coverage for children.

It is not, however, Medicaid’s role as a health insurer of low-income families that
provides Medicaid’s most unique or costly undertaking. Medicaid’s role in assisting
8 million low-income people with disabilities and 5 million low-income elderly people
with both medical care and long-term care services dominates Medicaid spending.
Although children account for half of all Medicaid beneficiaries, they account for
only a small share of spending. Together children and their parents represent three-
quarters of all beneficiaries and 30 percent of all spending, while the elderly and
disabled account for a quarter of beneficiaries and 70 percent of spending (Figure
3). In 2002, per capita expenditures per child were $1,500 compared to $11,800 per
disabled beneficiary and $13,100 per elderly Medicaid beneficiary. Higher utilization
of acute care services coupled with long-term care spending for the elderly and dis-
abled account for the difference (Figure 4).

For low-income Medicare beneficiaries Medicaid coverage is particularly impor-
tant. Although Medicare provides basic medical coverage, the required cost-sharing
and gaps in benefits, most notably lack of prescription drug or long-term care cov-
erage, leave many holes to be filled by Medicaid. The 7 million individuals with both
Medicaid and Medicare—the ‘‘dual eligibles’’—are among Medicare’s poorest and
sickest beneficiaries. In addition to having low-incomes, these dual eligibles are also
more likely than other Medicare beneficiaries to be in poor health, suffer from
chronic diseases, and have limitations on their activities of daily living leading to
long-term care needs (Figure 5). As a result, the dual eligible population accounts
for 14 percent of Medicaid beneficiaries, but for 42 percent of all Medicaid spending
(Figure 6). Spending on prescription drug coverage alone for the dual eligible popu-
lation represents 6 percent of total Medicaid spending—$13.4 billion in 2002—and
represents approximately half of all Medicaid spending on prescription drugs.

The structure of Medicaid provides states with federal matching funds for cov-
erage of mandatory populations and services, but also enables states to obtain fed-
eral matching funds for a wide range of optional services and broader population
coverage. Most notably, states are required to cover all children under the poverty
level and most aged and disabled recipients of cash assistance under the Supple-
mentary Security Income (SSI) program and have the option to cover children at
higher income levels, their parents, and other low-income elderly and people with
disabilities in the community and in nursing homes. However, coverage of non-dis-
abled childless adults is not an optional category for coverage. With regard to bene-
fits, states must cover basic physician, laboratory, and hospital services, but many
benefits, including prescription drug coverage and community-based long-term care
are covered at state option.

Although the configuration varies from state to state, about 65 percent of all pro-
gram spending is at state option. However, in meeting the health and long-term
care needs of the low-income population, the legislative language of ‘‘State Option’’
hardly applies to the population’s need for the services covered—83 percent of op-
tional spending is for the aged and disabled population and the bulk is for long-term
care and prescription drug coverage (Figure 7). Without these ‘‘optional’’ services
and the broadened coverage at state option of the aged and people with disabilities,
millions of America’s poorest and sickest people would be without essential health
and long-term care services.

Moreover, despite its comprehensive coverage of services and limited cost-sharing,
Medicaid is in reality a low-cost program when compared with other health care
spending. Among children, per capita expenditures for those in Medicaid are signifi-
cantly lower than for their privately insured counterparts (Figure 8). While per cap-
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ita expenditures for adults in Medicaid are higher than the corresponding amounts
for low-income adults who have private coverage, this is due to the much poorer
health status of the adult population enrolled in Medicaid. When adults with dis-
abilities are excluded from the analysis of both Medicaid and private insurance, per
capita expenditures are significantly lower for Medicaid adults than for the pri-
vately insured. Medicaid spends more because it covers a sicker population.

Although Medicaid is a substantial investment of federal and state dollars, it also
provides an effective return on that investment in terms of improving access to care
for our low-income population. Medicaid does a particularly good job in helping low-
income populations close the gap in access to care and in connecting people to the
health system. Uninsured children and adults are less likely to obtain medical care
and more likely to postpone needed care and lack a regular source of care than
those with Medicaid coverage (Figure 9). Among the elderly and disabled with Medi-
care coverage, Medicaid supplements Medicare coverage and provides access com-
parable to those with private supplemental insurance and notably better than that
experienced by the population covered with Medicare only (Figure 10).

Medicaid Spending
These roles make Medicaid both a complex and costly program. Medicaid is com-

plex because it is not a single program, but an array of services and programs under
a single name, structured and operated somewhat differently in each of the 50
states and the District of Columbia. It is a costly program because health care, and
especially long-term care, in America is expensive and Medicaid covers those with
among the most substantial health care needs—including those with severe disabil-
ities and chronic health problems requiring on-going care.

Medicaid spending is determined by the number of people covered, the cost of
their medical and long-term services and the amount of services used. During the
early 90s, Medicaid spending growth was particularly high, largely due to the use
of provider taxes and donations and other financing mechanisms used by states to
gain additional federal matching funds (Figure 11). Once these practices were
curbed, Medicaid spending growth returned to levels more consistent with private
spending and reflective of expanding coverage. A notable drop occurred in the period
surrounding welfare reform, largely due to individuals losing Medicaid coverage dur-
ing the welfare reform transition. This was also a time when cost increases for the
private health insurance were at an all-time low (Figure 12). In recent years, Med-
icaid spending has increased as enrollment has grown and the cost of medical care
has risen for both the public and private sectors.

Over the 2000-2002 period, Medicaid expenditures for services grew by 12.9 per-
cent overall—a rate comparable to the increases seen for private health insurance
premiums. Although Medicaid is historically a low-paying purchaser of health care
services, there is continual pressure on the program to keep pace with payment
rates in the private sector in order to maintain access to care for Medicaid bene-
ficiaries. As a result, the spiraling costs for health care also impact Medicaid. Just
as for private insurance, prescription drugs costs had the highest rate of growth
among Medicaid services, increasing 18.8 percent from 2000 to 2002 (Figure 13).
However, after several years of rapidly accelerating Medicaid spending growth, in
FY 2003 the rate of growth in Medicaid spending fell by nearly a quarter, to 9.3
percent. This rate of growth, which is still substantial, stands in marked contrast
to growth trends for employer-sponsored health insurance, which continue to in-
crease and reached 13.9 percent that year.

The rapid Medicaid spending growth has been driven, in part, by enrollment in-
creases resulting from the loss of income and private insurance coverage during the
current economic downturn, together with continued increases in hospital and pre-
scription drug costs that have affected the entire health care sector. Yet, Medicaid
spending increases on a per capita basis remained substantially lower than in-
creases in per capita spending in the private sector—from 2000 to 2002, Medicaid
per capita spending increased on average 8.6 percent compared to over 12 percent
increases in private insurance premiums per person. Moreover, Medicaid enrollment
growth also helped to soften the recession’s effects, stemming further increases in
the number of uninsured. However, the increased enrollment of low-income children
and parents is not the major driver of Medicaid spending increases—it is the cost
of care for the elderly and disabled who depend on Medicaid to fill Medicare’s gaps
and provide assistance with both acute and long-term care needs. The elderly and
individuals with disabilities accounted for almost 60 percent of the $50 billion
growth in Medicaid spending from 2000 to 2002 due to their extensive need for
health service and their use of costly long-term care coverage (Figure 14).
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The State Fiscal Challenge
At the same time as these pressure push Medicaid spending up, states are facing

extremely challenging fiscal conditions, and have been for several years. State tax
revenues declined significantly in 2002 and remained at that low level throughout
2003 (Figure 15). The recent falloff in state tax revenue is large even by the stand-
ards of recent history---the decline in state tax revenue is twice as big as it was in
either of the two most recent recessions. Moreover, it is this revenue falloff, not the
recent increase in Medicaid spending, that has been by far the major contributor
to state budget shortfalls, which reached more than $70 billion this year.

As states have grappled with the challenge of balancing their budgets in the face
of declining revenues, most have devoted significant attention to implementing new
measures to control their Medicaid spending growth. For fiscal year 2003, every
state and the District of Columbia has put in place some Medicaid cost containment
mechanism. Over the past three years, 34 states have reduced eligibility and even
more have restricted health care benefits (Figure 16). These strategies appear to
have been successful in reducing the rate of Medicaid spending growth, but they
also raise real questions about how the program will be able to meet the health care
needs of low-income people, whose numbers are growing.

The outlook for state budgets in FY 2004 and 2005 remains challenging. The state
revenue picture remains depressed. Spending pressures continue to build. States
have exhausted a lot of one-time measures they have used to balance their budgets.
Medicaid expenditure assumptions in FY 2004 appear optimistic, and Medicaid
budget shortfalls are likely in a majority of states. Finally, the federal fiscal relief
Congress provided in June, which helped states avoid making additional and deeper
changes to their Medicaid programs this year, expires at the end of fiscal year 2004.
This, along with present expectations of low revenue growth, will leave states with
significant gaps in their budgets for FY 2005. As states enter another year of Med-
icaid cost containment, they will continue to struggle to balance the health needs
of their low-income citizens with the need to close what are for many states gaping
holes in their overall state budgets.
Looking Ahead

Medicaid’s role in providing health and long-term services to our nation’s most
vulnerable people and its widening safety net responsibilities have brought notable
improvements in coverage of low-income families and assistance to the elderly and
individuals with disabilities. As the primary source of financing and coverage for the
low-income population, Medicaid has been a critical force in moderating the growth
in America’s uninsured population over the last three decades. Without Medicaid,
millions of our nation’s poorest children would be without health insurance. And,
Medicaid continues to provide coverage beyond that of private insurance or Medi-
care to the most vulnerable and frail in our society—acute and long-term care serv-
ices for persons with chronic mental illness and retardation; medical and long-term
care services and drug therapy for those with AIDS; assistance with Medicare’s pre-
miums and cost-sharing and prescription drug coverage for poor Medicare bene-
ficiaries; and home-based and institutional care for those with severe physical and
mental disabilities that require long-term care. In the absence of Medicaid, it is
hard to envision how these enormous societal needs would be met.

Yet, one of the most daunting challenges facing Medicaid’s future is how to meet
the growing need for health and long-term care coverage within the constraints of
federal and state financing. The fiscal situation in the states, coupled with the grow-
ing federal deficit, makes assuring adequate financing and meaningful coverage for
low-income families, the elderly, and people with disabilities a growing challenge.
Yet, it is a challenge we must meet with responsible proposals that assure that the
most frail and vulnerable among us are protected and able to obtain the health and
long-term care services they need.

There are no easy answers to reducing the cost of providing care to the over 50
million Americans who now depend on Medicaid for health and long-term care as-
sistance—the poorest, oldest, frailest, and most disabled of our population. The cost
of caring for this population is high, reflective of their serious health problems, not
excessive spending by the program. Program costs grow in response to downturns
in the economy, the needs of an aging population and emerging public health crises
and emergencies. Efforts at reform should be directed at finding ways to support
and maintain the coverage the program offers while balancing the responsibilities
for coverage and financing between the federal and state governments. Assuring
that financing is adequate to meet the needs of America’s most vulnerable and ad-
dressing our growing uninsured population ought to be among our nation’s highest
priorities.

Thank you for the opportunity to testify today. I welcome your questions.
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Mrs. WILSON. Thank you both very much. I think I will start out
here with a few questions.

Addy, how would your mom’s care have been different—if we
gave you a magic wand and you could change the Medicaid system,
how would you change it so that your mom’s experience would be
different?

Ms. ECKARDT. I am very biased.
Mrs. WILSON. Bias is okay.
Ms. ECKARDT. I am biased in that. I would have liked to have

somebody who had managed her care, somebody who truly—who
had managed her care, not managed, as again I said, the cost. The
insurance companies—and again, she was partly on the insurance
company, and that was a problem. It is a problem across State
lines because States differ. We could not have had her—she was
from—living in Delaware. We thought she was in a facility where
there was managed care in that facility, and that wasn’t true. We
thought it was assisted living, and that really wasn’t true because
I didn’t realize that what it constitutes, assisted living, in one State
is not assisted living in another State.

So, I mean, there are some the things that we have tried to deal
with in Maryland with the community services waiver, long-term
care and community services waiver. She went to Pennsylvania,
and, of course, then their reimbursement differs for hospital care.
So they wanted her out of there as soon as possible, and she
couldn’t go back to where she was. We wound up bringing her back
to Maryland thinking, well, when her resources run out, we know
Medicaid will pick it up. Well, that is when I learned how people
deal with spending down because I was—everybody tells you, they
have been there, and they now how to divert the money so that you
can wind up qualifying for the medical assistance component.

I would have liked somebody to have worked with her to really
facilitate the prescription end of it for the—because for the first
time she had to take like 12 different medications, and it was cost-
ing us like—would have cost about $800 a month or more. So that
eats up resources right then and there.

And the physicians didn’t talk to each other. And I thought from
my nursing experience, nurses are good ones to be able to get peo-
ple to talk together who usually don’t talk to each other, and that
may have facilitated her care.

If she had had a little bit more time for rehab, that would have
made a difference because I think she came out prematurely, and
I—of course, what happens then, people get—if they are not man-
aged well, they wind up getting heart attacks, and then they go the
hospital, and then they get more expensive hospital care. And I
thought a lot of that was unnecessary. And that is the same story
I hear from lots of constituents.

Mrs. WILSON. Okay. Dr. Rowland, in your testimony you talked
about Medicaid, and in particular that Medicaid spends less for
children than the comparable private insurance plans. And I think
the words that you use, in the written testimony anyway, it is an
effective return on investment in terms of improving access to care
for our low-income population. Do you have data or does the Kaiser
Family Foundation have data on not just improving access to care,
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but does it improve health outcomes compared to those with pri-
vate insurance?

Ms. ROWLAND. There is very limited data, obviously, on the im-
provement in health outcomes because we don’t tend to track Med-
icaid populations over time. That requires really a longitudinal
study. There are some limited studies that have shown, obviously,
that those who are uninsured have poorer health outcomes than
those with insurance, and Medicaid is included in the insured pop-
ulation. But the length of time for health insurance purposes that
people are on the Medicaid program has generally been too short
to pick up some of the health outcomes that you are talking about.

In addition, there is really virtually no data collected at the State
level on the Medicaid program or on the outcomes for the popu-
lation.

Mrs. WILSON. In your experience with Kaiser, and I know you
work with a lot of States in looking at the different health care pro-
grams, are there States who do have good—who are models for
looking at improving health status as opposed to just paying for the
bills as they come in and managing the claims?

Ms. ROWLAND. We think that many of the States have really
tried through their use of managed care to provide for a better
medical home for many of the Medicaid children that are enrolled
in the program, but when we look at the patterns of care in Med-
icaid, the real programs that seem to have some of the most effec-
tive outcomes are more of our pace programs where we are really
looking at coordinated care for very frail elderly people, and we see
there some advantages. But overall, I would say that most States
have been trying through their children’s programs to provide bet-
ter access to immunizations and better access to broader coverage,
but have not necessarily yet seen the benefits of that in terms of
long-range outcomes.

Mrs. WILSON. Thank you.
Mr. Stupak is recognized for 5 minutes.
Mr. STUPAK. Thank you.
Dr. Rowland, I have a two-part question, if I may. And I know

you sat through it, and I used some of your statistics there about
what has been happening over the past 3 years in the Medicaid
population with 50 States having taken action to control the drug
costs, 50 States have reduced or frozen provider payments, 34 have
reduced or restricted eligibility, and 32 States have increased co-
payments. These numbers indicate that the State actions are hav-
ing a far-reaching impact on health coverage for low-income fami-
lies at a time when enrollment is increasing, as you said in your
testimony, due in part to our sluggish economy.

If we continue on this current economic decline, is it likely that
we will see improvement in people’s ability to access certain health
care services, or is it more realistic to believe that low-income fam-
ily pieces will continue to face barriers and restrictions while trying
to obtain certain health care services?

Ms. ROWLAND. No. I think that we are clearly seeing—we are
clearly seeing that as the States have tried to grapple with their
revenue decline, which is their major contributor to their economic
financing problems, that they have will to turn first to rainy day
funds, into other sources of funds to try and maintain their Med-
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icaid coverage. But we are now getting to the point where with the
fiscal relief last year, some cuts have been moderated, but all
States are saying that by 2005 fiscal year they will be facing severe
constraints in their Medicaid program.

I think we will see a continued erosion in some of the coverage
for especially parents, so that the parents of low-income children
are going to see real rollbacks in their kind of coverage. And we
are also seeing, obviously, in the Medicaid programs coverage of
prescription drugs, that that population heavily dependent on them
are the elderly and the disabled, and there, even there, the benefits
are beginning to be tighter.

I think the good news is that States have really valued the kind
of coverage they have been providing through the Medicaid pro-
gram, tried to keep from rolling it back wherever they could, and
have taken all the easy cuts to date, and so now what we are going
to have to see is, without some additional financing assistance, of
some real rollback in the kind of coverage that has been available.

Mr. STUPAK. Well, most of the States, as I am sure you are
aware, and I know they mentioned California earlier in the earlier
testimony today, most of them have to balance their budget, unlike
the Federal Government. So you have to look for ways to balance
the budget and those expenses, which Medicaid is a big expense for
the States, that is where they start cutting. In Michigan they have
cut about 7 percent of the hospital reimbursements last year, and
they are looking to take $110 million out of Medicaid reimburse-
ments to the hospitals in Michigan, and I don’t know how they are
going to do it.

Ms. ROWLAND. The other piece is that a Medicaid cut for a State
is a double-edged sword, because to save a dollar of State money,
they have to cut $2 or more out of the program. So it really then
begins to deplete the economic value because Medicaid is also a
source of much jobs and much income generation in the economy
of these States.

Mr. STUPAK. We all had some discussions on this side of the
aisle, at least with Mr. Scully, about this block granting that they
would like to do, which really would relinquish more responsibility
and accountability to the individual States, and in this current eco-
nomic crisis, I am sure the impact or the ability for low-income
families to obtain health care that they need will really be greater.

If we block grant, are we not giving more responsibility and ac-
countability to the individual States at a time when they are under
economic difficulties to even try to provide basic services under
Medicaid?

Ms. ROWLAND. Well, certainly, any way in which you cap the fi-
nancing on the program limits the ability of States to continue to
raise the program’s profile in times of economic emergencies or
other hazards, so that when you put a limit on the program, you
may be giving greater flexibility in terms of who can be covered
and what the benefits are, but you are really limiting the flexibility
to respond to emergencies, changes in the States’ coverage, changes
in the economy.

And what we have currently seen with the Medicaid program is
that the downturn in our economy has moved many people from
middle-income groups into the lower-income groups where they
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now qualify for the Medicaid program, and it is, in fact, the match-
ing formula of Medicaid that at least has allowed States to have
the Federal funds to go along with that. And I think when you put
a limit on the program, you can’t be sure what the conditions will
be in the future that will change that, so it could, in fact, be re-
strictive.

I know in conversations with the State of Ohio, they have told
us that they would have done worse under the administration’s
proposal than under their current Medicaid spending even though
they are under strict fiscal constraints.

Mr. STUPAK. Do you have some thoughts on how we should re-
vamp the system so as to provide the most care to the most people
and insure that this vital care is not eliminated by State budget
deficits or other competing priorities? Do you have some thoughts
on it?

Ms. ROWLAND. Well, certainly, I think that looking at the cov-
erage of the dual-eligible population and the costs incurred by that
population and what the appropriate level of Federal financing for
the dual-eligibles versus State financing is, picking up the cost of
their Medicare premiums and removing that from the State budg-
ets, perhaps even going as far as to help relieve the $7 billion an-
nually that States now spend on the Medicare dual-eligibles for
their drug benefits would be a start at really realigning some of the
fiscal responsibilities.

As we look at the program, we have heard talk of swaps in the
past. The swaps disadvantaged many of the States. What I think
we really need to look at is where the Federal share should be
greater, and where the States can maintain the coverage, and how
to do that balance. But putting a cap on the funding doesn’t seem
to me to address the fundamental need to really secure financing
for the most vulnerable in our society.

Mrs. WILSON. Thank you.
Mr. STUPAK. Thank you.
Mrs. WILSON. Mr. Brown for 5 minutes.
Mr. BROWN. I thank the Chair. I apologize for having to leave to

cast a vote in another committee. I apologize. I didn’t get to hear
Mr. Stupak’s questions, all the questions and answers.

Implicit in much of the earlier testimony, Dr. Rowland, is that
Medicaid spending is out of control. We have got to rein in Med-
icaid spending. And surely it is difficult for State budget writers,
obviously. But a couple of questions.

What is the estimated—what—how—what level are administra-
tive costs with Medicaid?

Ms. ROWLAND. It is somewhere under 4 percent; usually about
3.5 to 4 percent.

Mr. BROWN. And what would you estimate the overhead costs for
a private insurance?

Ms. ROWLAND. Private insurance usually runs between a 10 and
20 percent, more likely around 15 percent, overhead cost.

Mr. BROWN. Is that differential recent, or has that been for some
time?

Ms. ROWLAND. It has been historically there. Private insurance
obviously has more marketing costs, a lot of other attributes that
they build in.
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Mr. BROWN. I think one of the myths that we deal with around
here that we try to bat down from time to time is that these public
health programs, public programs for health care, Medicare and
Medicaid, are actually more efficient than the private sector and by
many measurements, when the assumption too many people here
make, it is the exactly opposite.

Ms. ROWLAND. Well, actually, as my statement also shows and
some of the research we have done, because private insurers tend
to pay higher rates to providers than the Medicaid program, if you
were to take a Medicaid beneficiary and put them in private insur-
ance, it would probably cost you more per beneficiary than what
Medicaid is currently paying. The real differential in Medicaid pay-
ment rates or per capita spending is that most people on the Med-
icaid program who are adults are either disabled or pregnant indi-
viduals who by their very nature have higher health expenditures.

Mr. BROWN. Okay. On the first panel, Mr. Scully made some
points about mandated benefits driving up costs and how Medicaid
should have more flexibility to tailor benefits to need. Are there—
a couple of questions. Do all Medicaid beneficiaries use all Med-
icaid benefits? I mean, I—and are there any studies indicating
mandated benefits aren’t medically necessary?

Ms. ROWLAND. Well, just as in your private insurance plan, you
have a range of benefits that are covered. I am sure in any given
year you don’t use all of those benefits, and within the Medicaid
program we would hope and we see that the individuals who need
long-term care services use them, but a 5-year old child does not
need long-term care, does not use long-term care benefits under
Medicaid, so that in reality what we are talking about here is that
States need to do a very good job of utilization control, and the
managed care plans need to make sure that the services they are
providing are the medically necessary ones. But individuals should
not be using benefits even though they are covered that are not
medically necessary for them.

Mr. BROWN. So as in all insurance there is a range of benefits
that Medicaid offers. People use some of those benefits at different
times in their lives. And the ones that are offered are not medically
necessary for certain parts of the population at certain times. And
when you enroll in Medicaid, you obviously don’t know which of
those benefits you are going to need at some point in the next year
or 2 years or 5 years, correct?

Ms. ROWLAND. Correct. And Medicaid covers a very diverse popu-
lation, and especially for the individuals with disabilities on the
program, a broad range of benefits there exceeds that of any pri-
vate insurance plan. But that is why most of those people have to
turn to Medicaid for their coverage.

Mr. BROWN. So this whole term that Mr. Scully used as a flexi-
bility to tailor benefits to need just doesn’t really wash.

Ms. ROWLAND. I believe the States currently have the ability to
tailor benefits to need because that is how you provide medical care
services.

Mr. BROWN. Delegate Eckardt, one question for you. You have
consistently in your career, my understanding is, championed pay-
ments for nurse midwives, nurse practitioners, other skilled nurs-
ing professions. You yourself were a psychiatric nurse. If reductions
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in Medicaid funds from the Federal Government, reductions in
State tax receipts occasioned by the recession force cuts in Med-
icaid, how much of the cut should come from provider payments;
and in answering that, if you would, how much room is left to cut
reimbursements before providers simply refuse to treat Medicaid
patients?

Ms. ECKARDT. That is a very good question. I hadn’t thought long
about the reimbursement end of it, because I think there is reim-
bursement—in Maryland there is reimbursement for an array of
providers. And I think that providing that gives the kind of choice
within the Medicaid program—like in our children’s health care,
we have an array of choices, and, for instance, in our wellness cen-
ters in a lot of our schools, we have a variety of providers, and
those providers are reimbursed. And I dare say that you need to
look at that in conjunction with outcomes, clinical outcomes, and if
we can, in fact, demonstrate through our school-based health cen-
ters and our wellness programs and our schools that kids are stay-
ing in school, that they are healthy, that they are graduating from
high school, then I think those provider reimbursements are ade-
quate.

And I think that we are going to be looking in Maryland, we are
looking at program by program as opposed to just reducing reim-
bursement to providers.

Mrs. WILSON. Thank you.
Mr. Strickland is recognized for 5 minutes.
Mr. STRICKLAND. Thank you.
Dr. Rowland, I don’t want to beat a dead horse, but when Mr.

Scully was here, we talked at some length about what a block
grant is or isn’t, and Mr. Scully, it seemed to me, was contending
that what he was proposing was not a block grant. But when I look
at the OMB table that I think you probably have access to, it
shows that, as I pointed out to Mr. Scully, in 2013 there will be
an $8.285 billion cutoff of the baseline.

Mr. Scully did indicate that the baseline includes the projected
growth in the program for the numbers of people that will be
added. So if you have an $8.285 billion cut, doesn’t that necessarily
mean that people will be cutoff and lose benefits? If we stay in this
recession especially there may be even more people cutoff. Isn’t
that what a block grant does? You have increased need and a lim-
ited amount of money, a set amount of money, that people are nec-
essarily going to lose benefits?

Ms. ROWLAND. In the administration’s original proposal, they
talked about an allotment, an allotment that would be a little more
generous in the early years and then would decrease in the later
years and did not want to call that a block grant. But in general
when we think even about the SCHIP program, we talk about a
program in which there is a fixed Federal allotment of dollars.
Once you have spent that amount of dollars, there is no more Fed-
eral dollars to be given, even if the population needs continue to
grow and you end up having to cap enrollment or reduce benefits
or do other things to live within the budget. That we have called
and would continue to call a block grant. That seemed very similar
to what was being proposed by the administration, although some
of Mr. Scully’s language here today was quite different in terms of
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talking about a per capita cap instead of an overall block grant. So
I am not sure that the administration hasn’t changed their posi-
tion.

In a typical block grant, you fix the amount of Federal financing
that goes up over time. You may use some factors to increase it,
such as a growth factor or a cost of living adjustment or whatever,
but it tends to be a fixed amount, it is a predictable amount. If for
some reason the needs—the economy falls and more people fall into
low-income categories and more people go on to the program, there
are no more Federal dollars to expand to match that as there are
under the current Medicaid program, so you would expect the
States then to have to reduce their spending.

Moreover, of course, one of the attractivenesses to the States in
terms of flexibility in a block grant is that they would have less ac-
countability for how they spend their dollars. So it would be harder
to tell whether any of the groups, especially those optional groups,
would continue to receive coverage under a block grant.

Mr. STRICKLAND. Thank you. I just wanted to make it clear that,
regardless of what we call it, the effect it seems to me would be
the same effect that you would expect from a block grant as we
have historically defined a block grant program to be.

I just wanted to ask you quickly about the dual-eligibles and the
proposal that at least was in the Senate Medicare prescription drug
reform bill. What are the implications or what would be the impli-
cations to the Medicaid program and to the individual States if the
provision in the Senate regarding dual-eligibles were to be enacted
into law, in your judgment?

Ms. ROWLAND. I think leaving the dual-eligible population that
is covered by Medicaid out of a Medicare drug benefit is, first of
all, the first time there would be differential treatment; and leav-
ing the poor out of the coverage under Medicare would be a real
exception to the overall policy of Medicare. But I think it would
also mean that there would be a lot of difficult coordination issues
at the State level between those who would qualify under Medicare
for the low-income subsidies but they are not on Medicaid so they
don’t get the Medicaid coverage but Medicaid beneficiaries would
be on the side in the Medicaid program.

We also know that the drug benefit under the Medicaid program
is an optional benefit, and it does vary across the States, so I think
that the dual-eligible population would not have an equal benefit
to the extent that the Medicare benefit would be provided to the
rest of Medicare beneficiaries. Clearly, the cost implications for the
States of having to maintain coverage of the dual-eligibles under
the current fiscal crisis that they are facing means that many
States may have to look at cutting back on this population at the
very time as other beneficiaries in Medicare are just gaining drug
coverage. So I would say that the best strategy for making cov-
erages equitable is to put the entire population in the Medicare
program that is entitled to Medicare and then have Medicaid be
really the wraparound for those with serious illnesses and drug
costs that go beyond the limits of the Medicare program.

Mr. STRICKLAND. Dr. Eckardt, would you have a comment re-
garding the dual-eligible provisions that are in the Senate bill and
its potential impact upon the States?
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Ms. ECKARDT. I have to admit honestly I am not real familiar
with that, but I can tell you that I have been an advocate of using
Medicare dollars for prescription relief for our most vulnerable pop-
ulation, and I think certainly the dual-eligible are our most vulner-
able citizens.

Mrs. WILSON. Mr. Strickland, I think you are plumb out of time.
Mr. STRICKLAND. I am sorry. I want to thank the witnesses for

their helpful information. Thank you, Madam Chair.
Mrs. WILSON. Mr. Waxman is recognized for 5 minutes.
Mr. WAXMAN. Thank you very much, Madam chairman.
Ms. Rowland, in your testimony you painted a very compelling

picture of the contributions the Medicaid program has made in pro-
viding health care coverage to populations that would otherwise be
likely to be uninsured or have their specific health needs unmet.
I would like your opinion on two related issues. Is the fact that
Medicaid is a matching program where the Federal Government
has an open-ended commitment to bear its share of the cost of pro-
viding services to this population a positive thing in terms of help-
ing the program meet the needs of these vulnerable people?

Ms. ROWLAND. I think if you look back at the history of the pro-
gram over its many years you see that the matching rate system
and the fact that there were Federal dollars to stimulate State in-
vestments has proven to be a very successful strategy. We see that
there are both mandated populations covered by Medicaid but that
many States use the availability of the matching funds to expand
coverage beyond the mandates, and without the Federal matching
funds I don’t think States would have been able to respond to some
of the economic downturns that we have had. They may not have
been able to respond as fully as they would like because the match-
ing doesn’t come in a countercyclical way early enough. But they
have been able to keep the program and maintain it over its his-
tory, and they have grown it in ways as we have societal needs
that we have asked the States to pick up through Medicaid.

One perfect example is the coverage of people with HIV/AIDS.
When that epidemic came out, there was no health insurance cov-
erage provided through the private insurer. Medicaid was really
able to step in. It is today the provider of—44 percent of all of the
people with HIV/AIDS receive their care through Medicaid. If the
program was a block grant or a capped program, I don’t see any
way that a new epidemic like that could have had the resources
committed to it because they would have had to compete within the
block for the existing funds.

Mr. WAXMAN. In other words, asking my question another way,
if we put the cap on the amount of Federal dollars available to help
the States finance these services, you would think that that
wouldn’t help the States do a better job and it would put them in
a more difficult position during economic downturns or adding to
the rolls while reducing the States’ economic base which would
occur when you have these unanticipated health emergencies?

Ms. ROWLAND. In my view, the crisis that we face now is how
to pay for and finance and how to divide the financing between the
Federal Government and the States for long-term care or care of
our most vulnerable citizens. There are lots of ways that I think
we can improve the way in which that care is delivered both for
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those on Medicaid but, frankly, for all of us in our health care sys-
tem because we know our health care system has lots of inequities
and lots of cracks in the way care is delivered. But I don’t think
putting a cap on financing is going to create a whole incentive to
create a better world for all of us to receive our health care, and
I think it is just going to squeeze down on the available resources
for the poorest and the most vulnerable.

Mr. WAXMAN. The Kaiser Commission recently released a study
that I believe was done for you by the Rockefeller Institute that in-
dicated that the decline in revenues available to the States was a
much more significant factor in putting pressure on State Medicaid
budgets than increases in program expenditures. As I understand
it, many States have pegged their tax system to the Federal system
so that when we vote to reduce taxes we have the automatic effect
of reducing State revenues. State revenues also decline when we
are in a recession. That is exactly the time when more people are
in need of Medicaid. Could you elaborate a little on that study for
the benefit of members of the subcommittee?

Ms. ROWLAND. The Rockefeller Institute has done a study looking
at the finances of the States and at the tax pressures that support
State efforts. What they have found is that the $70 billion of deficit
that the States have recently incurred is largely due to the fact
that they have had a significant drop-off, the first time in over two
decades, in their State revenue collections, largely due to the down-
turn in the economy and partially due to the effect of tax cuts erod-
ing some of the other revenues they would obtain and that Med-
icaid contributed about $7 billion of that in terms of their cost in-
creases. So, by and large, the overall problem we are facing at the
States is a revenue-based problem, but that does affect the Med-
icaid program because it is still a substantial share of State spend-
ing.

Mr. WAXMAN. Madam Chair, I would like to ask unanimous con-
sent to put the report on this issue in the record.

Mrs. WILSON. Without objection.
Mr. WAXMAN. Last, the Medicaid Commission has done work doc-

umenting the changes States have made in their Medicaid program
in response to their declining fiscal situation. Could you tell us
maybe for the record which of the people served by the Medicaid
program have been most adversely affected by the cutbacks and
can you generalize about that, giving us some examples?

Ms. ROWLAND. Certainly, and I would be glad to make the recent
report that has the survey findings available for the record, too, if
you would like.

Mr. WAXMAN. I will ask unanimous consent to put that in.
Mrs. WILSON. Without objection, we will include that in the

record.
[The information referred to follows:]
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Ms. ROWLAND. For the most part, we see that the struggle for
State revenues and for Medicaid financing is having its greatest
impact on primarily the parents of young children. Many of the
States, including New Jersey is one example, have had to roll back
their coverage in that area. All States are struggling with how to
restrain the cost of prescription drugs and how to better purchase
those pharmaceuticals, but they are beginning to institute some
curbs on the prescription drug utilization. That tends to affect the
elderly and disabled population because they account for about 80
percent of all the prescription drug use in the States.

We are seeing, obviously, provider payment reductions going on
across the board in most States, which is one of the first places
States turn to try to trim spending. That is affecting nursing home
payment rates, managed care payment rates and other hospitals
and other providers.

I think we are going to see some erosion of managed care cov-
erage in the States as some of the plans decide to pull out of the
Medicaid market just as we saw them pull out of the Medicare
market in the past as they see frozen or reduced payment rates,
and we are clearly seeing changes in how prescription drugs are
being used in the States.

Mrs. WILSON. Thank you.
I want to thank both of the witnesses today and thank all of you

who have joined us for some of your morning.
We will hold the record open for testimony and other statements,

including Members’ statements.
I also wanted to let folks know we are close to finalizing the date

and subject for our next hearing on Medicaid, which is likely to be
on the coordination of care and on the management of chronic dis-
ease, to take a look at the challenges facing Medicaid with respect
to those two issues.

I thank all of you again. This hearing stands adjourned.
[Whereupon, at 1:10 p.m., the subcommittee was adjourned.]
[Additional material submitted for the record follows:]

MARYLAND HOUSE OF DELEGATES
ANNAPOLIS, MD

November 10, 2003
The Honorable JOHN DINGELL and SHERROD BROWN
The Committee on Energy and Commerce
Health Subcommittee
2125 Rayburn House Office Building
Washington, DC 20515

DEAR CONGRESSMAN DINGELL AND BROWN: This correspondence is in response to
your inquiry regarding Medicaid reform and the culture of dependence that has
been created by the current system. You requested specific examples that keep fami-
lies on Medicaid when they have had comparable and affordable coverage in the pri-
vate market. Let me share a few quick thoughts with you.

First of all, the Medicaid system we have developed is growing. In our attempt
to make healthcare affordable, accessible, and available, we have created a situation
that is both positive and negative. We probably have more children, moms, some
dads, the disabled and seniors receiving health care via Medicaid than ever before.
Income levels have been expanded when previously only those at certain poverty
levels were eligible. Several years ago Maryland participated in the waiver to offer
health care to children and pregnant moms through the Children’s Health plan.
During the debate there was concern that as we increased the income levels for eli-
gibility, we did not create a situation in which those mothers and children currently
enrolled in a health care plan thru private insurance dropped their existing cov-
erage to then obtain free coverage with the CHIPS program as the CHIPS program
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would be much less expensive than private insurance. For instance, state employees
who would make up to 200% FPL would be, technically speaking, eligible for the
CHIPS coverage. To avoid this situation, anyone who had existing employer-spon-
sored health coverage was not eligible. As a result, there were many state employ-
ees who were paying much more for their coverage than those on the CHIPS pro-
gram; even though they had the same income. This seems to me to be inequitable
and becomes a disincentive for citizens.

As the cost of healthcare/coverage continues to rise, increasing numbers of em-
ployers are finding it harder to continue to provide health insurance for their em-
ployees. Co-pays and the employee contribution of premiums are increasing and
both employers and employees find themselves in a difficult situation. For those in-
dividuals who have taken advantage of the CHIPS program and who are working
off of welfare, it becomes harder and harder to find health insurance affordable or
even available through the workplace other than Medicaid. Therefore, there is no
incentive to take those jobs with employer sponsored coverage. As long as individ-
uals do not incur the costs of health care there is no incentive to seek jobs with
employer-sponsored coverage.

Another situation has occurred over the years. Those individuals struggling with
severe mental illness or with multiple disabilities who are receiving disability may
want to work. Because of the earnings limitation requirement, they do not work for
fear of losing disability health benefits. I know several who did exceed their earn-
ings limitation and received fines with the payback to the extent that it was so over-
whelming that relapse occurred. One young woman told me that it is to hard and
discouraging to break out of the cycle—it is easier to be sick. The Federal program
will be help for these individuals as we implement a pilot in Maryland.

I hope my thoughts are helpful. If I can be of further assistance please call my
office 1-410-221-6561.

Sincerely,
ADDIE C. ECKARDT

Maryland State Representative

RESPONSE FOR THE RECORD FROM DIANE ROWLAND, SC.D., EXECUTIVE VICE
PRESIDENT, HEALTH POLICY, KAISER FAMILY FOUNDATION

Representative Towns’ Question. ‘‘Can you share with the Committee some specific
examples of how the ‘culture of dependence’ has kept families on Medicaid when and
where they have had comparable and affordable insurance coverage in the private
market?’’

Diane Rowland’s Answer. The population Medicaid covers are many of the poorest
and most vulnerable Americans.

With employer-sponsored insurance premiums experiencing annual double-digit
growth; the average family premium costing over $9,000, of which the employee
pays on average $2,400 annually; and premiums on the individual market being
even higher, private health insurance coverage is financially out of reach for fami-
lies whose incomes are low enough to qualify for Medicaid. Further, data show that
low-wage workers are not likely to be offered health insurance through their em-
ployer. Therefore, low-income families on Medicaid generally do not have access to
affordable comprehensive coverage in the private marketplace.

The 13 million elderly and disabled individuals who rely on Medicaid are even
less likely to have an opportunity to secure coverage through private plans. They
often have severe chronic conditions that make them largely uninsurable through
the private market. Medicaid thus serves as the insurer of last resort for many of
these individuals who otherwise would simply go without any coverage.

In addition, for the low-income elderly, long-term care coverage is not available
or affordable at their age. Even for Medicare beneficiaries, Medicaid currently helps
with drugs for which private plans are not available or prohibitive in cost.

PREPARED STATEMENT OF THE ALZHEIMER’S ASSOCIATION

Decisions about Medicaid policy are among the most important decisions Members
of Congress make that affect the lives of Alzheimer families. Medicaid is the single
largest public payer for long term care services in the United States, and a last re-
sort for persons with Alzheimer’s who have no other way to pay for the help they
need. Many Medicare beneficiaries with Alzheimer’s also receive Medicaid to help
pay for long term care, prescription drugs and other medical care.
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Medicaid is a critical program for people with Alzheimer’s because it helps to
cover the cost of nursing home care for persons who are poor or who ‘‘spend down’’
their resources on long term care. It also covers home and community based services
for low income persons requiring nursing facility levels of care. Medicaid is the only
‘‘safety net’’ for long term care.

Medicaid also provides basic protections that Congress has carefully written into
the law—including nursing home quality standards and protections against spousal
impoverishment. These are also essential elements of the current Medicaid program.

Medicaid is close to the breaking point in many states—called upon to do too
much, for too many people, with too little money. It is not so different for Alzheimer
families, and when Alzheimer families reach their breaking point, Medicaid is the
only place they can turn for needed assistance.

The following stories about Alzheimer families illustrate why the Medicaid pro-
gram is so critical to the people we represent:
Mavis Gilpin

Mavis Gilpin is 86 and she lives with her daughter, Yvonne Ager, age 61, in Geor-
gia. She has lived with her daughter for about 10 years. Since her mother’s diagnosis
of Alzheimer’s Ms. Ager states that her ‘‘life has been a disaster,’’ especially now that
her mother is invalid. Her mother requires 24-hour supervision. Ms. Ager is unable
to cope with full-time employment because of her caregiving responsibilities. Prior to
her mother qualifying for Medicaid, Ms. Ager had to take personal loans to pay for
medical bills.

Ms. Ager says the services provided by Medicaid are ‘‘priceless and appreciated.’’
Her mother receives medical and pharmaceutical benefits, as well as a home health
aide. Ms. Ager stated that any reduction in her mother’s Medicaid services would be
‘‘disastrous.’’ She is unable to transfer her mom without assistance. If the home
health aide services were reduced or stopped, her mother’s basic care would be com-
promised. Ms. Ager believes that the Medicaid prescription drug benefit has helped
to keep her mom out of both the doctor’s office and the hospital.
Margaret and George Isaac

Margaret Isaac is 65 and provides care for her husband, George, who is 72 and
diagnosed with Alzheimer’s disease. He was diagnosed in 1999. Although he is still
at home, over the years, Mrs. Isaac has watched the disease rob her husband of ev-
erything, and has seen her own caregiving responsibilities increase. Today, George
‘‘doesn’t understand anything more or less’’ when she speaks with him. Mrs. Isaac
assists him daily with his self-care and toileting. He requires constant supervision
because of his cognitive impairment and confusion.

The Isaacs rely on the monetary and program services provided by Medicaid.
SOURCE, a Medicaid program in Georgia, sends a caseworker to their home. Mr.
Isaac is able to attend adult day care, and receive home care and light housekeeping
as part of his Medicaid services. The Isaacs also rely on Medicaid for their transpor-
tation to medical appointments and his participation in the adult day program. Mrs.
Isaac believes that without the assistance from Medicaid that they ‘‘wouldn’t be able
to afford to do anything’’. They are in the process of selling their home and moving
into HUD housing.

There are many more stories of Alzheimer families who have exhausted their re-
sources and turned to Medicaid as a last resort. And until researchers find a way
to prevent or delay the onset of this disease, there will be many more such families
in the future. A recent study published in the Archives of Neurology predicts the
prevalence of Alzheimer’s disease will increase 27% by 2020, an astonishing 70% by
2030, and nearly 300% by 2050, unless science finds a way to slow the progression
of the disease or prevent it.

As the Committee works to improve the Medicaid program, the Alzheimer’s Asso-
ciation urges you to maintain the Medicaid long term care safety net that is so im-
portant to people with Alzheimer’s and their families.

PREPARED STATEMENT OF THE AMERICAN HEALTH CARE ASSOCIATION

The American Health Care Association is a non-profit federation of state long term
care associations, together representing nearly 12,000 non-profit and for-profit nurs-
ing facility, assisted living, developmentally-disabled and sub acute care providers
that care for 1.5 million elderly and individuals with disabilities nationwide.

As the nation’s largest publicly funded health care program, Medicaid now ac-
counts for 16 percent of federal spending on health care. The program provides
health and long term care coverage to 51 million low-income Americans, and fills
in Medicare coverage gaps—primarily to meet seniors’ prescription drug and long-
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term care needs. In 1989, Medicaid became the largest payer of long-term care. In
2001, of the $98.9 billion spent on nursing home care, Medicaid accounts for $47
billion of those dollars. Approximately two-thirds of nursing home patients rely on
Medicaid to fund their care.

Unfortunately, however, a ‘‘perfect storm’’ is brewing that threatens the financial
viability of Medicaid and the long term care our less fortunate frail, elderly and dis-
abled depend upon. Demographic changes will soon bring 77 million baby boomers
and their need for care and services into a system policy experts representing all
points of view argue will not be able to handle the exponential increase in demand
for care.

From 2010 to 2030, the number of baby boomers age 65 to 84 will grow by an
estimated 81 percent while the population aged 85 and older will grow by 49 per-
cent. As large numbers of the imminent tidal wave of baby boomers begins to re-
quire long term care, the Medicaid program will not be prepared to financially sus-
tain the needs of this cohort—especially if they rely mainly upon Medicaid to pay
for their long term care. In addition, the life spans of individuals with MR/DD have
increased dramatically and while the extra years are welcome and wonderful, the
additional expense of this costly population is not addressed under the current Med-
icaid budgets.

Seniors are often forced to rely on Medicaid for coverage of nursing home care be-
cause Medicare provides only a very limited long-term care benefit. Medicare’s cov-
erage of skilled nursing facility services is limited to 100 days following a three-day
hospital stay. The average beneficiary stays 23 days in the nursing home and then
returns home while others have needs requiring skilled nursing care beyond their
100 day Medicare benefit. Others may lose their Medicare eligibility due to a change
in their acuity—yet still require facility care. These Medicare beneficiaries are then
responsible for the costs of their care, which can exceed $50,000 annually. Many
apply for Medicaid benefits at this time.

Because Medicaid is a means-tested entitlement program, they must meet Medic-
aid’s resource requirements. Often this group has more resources than Medicaid al-
lows, and must qualify for coverage by ‘‘spending down,’’—thus impoverishing them-
selves to the point where they finally ‘‘qualify’’ for Medicaid coverage. In a typical
U.S. nursing home, 67 percent of patients now rely on Medicaid for their care.

Prior to 1997, states were required to pay rates that were ‘‘. . . reasonable and ade-
quate to meet the costs which must be incurred by efficiently and economically oper-
ated facilities in order to provide care and services in conformity with applicable
state and federal laws . . .’’ as required by the so-called Boren Amendment. States
were successful in repealing Boren by arguing they should have maximum flexibility
to design coverage parameters and set provider reimbursement rates. Yet, if govern-
ment has the responsibility to set care standards, then it logically must have the
obligation to pay for them. This places long-term care providers in an impossible co-
nundrum: they are held accountable to federal standards while the state sets the
provider reimbursement rate. As is increasingly the case, states simply do not keep
up with the costs required to meet federal standards—and the problem becomes
worse annually.

At the same time, governors and state legislators face growing political pressures
to expand their programs and cover more uninsured populations—especially during
challenging economic times. States will also continue to face increasing costs in
their Medicaid budgets as more people require nursing home care and as states ex-
pand home and community-based care options. States have struggled and will con-
tinue to struggle to identify more dollars for their Medicaid programs. In many
states, governors, state legislatures and state Medicaid agencies have worked with
the long-term care profession to pursue Medicaid maximization proposals. The
American Health Care Association (AHCA) believes strongly that there must be ade-
quate dollars for quality care. In some states, economic times have been grave
enough that states have faced a tough choice between resorting to cuts to eligibility,
reimbursement rates or benefits and therefore, placing care for seniors and people
with disabilities in danger or pursuing such programs as upper payment limits in-
volving intergovernmental transfers. AHCA recognizes that if it were not for states
pursuing all possible funding avenues, long term care in many states would have
seen more desperate cuts and seniors and people with disabilities may have lost
their access to care.
States Will Continue to Face Medicaid Funding Challenges

At a time when our nation should be preparing for the coming retirement tidal
wave, states are, instead, struggling to fund services for current beneficiaries. The
most recent Kaiser Commission survey found that for many states, FY2004 marked
the third consecutive year they were forced to take new actions to reduce spending
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growth in their Medicaid programs. This has resulted in provider reimbursement
freezes and new coverage limitations on vulnerable populations.

In May, Congress passed and the President signed legislation that provided $20
billion in temporary fiscal relief to the states. Of that amount, $10 billion was ear-
marked for state Medicaid programs. AHCA strongly supports this legislation as
temporary relief as states are continuing to see Medicaid cost growth and popu-
lations increase.

According to Kaiser, states have also exhausted many one-time measures they
have used to balance their budgets, and Medicaid budget shortfalls are likely in a
majority of states for FY 2004. Continued expectations of low revenue growth as the
economy remains sluggish combined with the growth in demand for Medicaid serv-
ices means that states will continue to look for ways to cut programs, and limit cov-
erage and benefits.
Kaiser Report Does Not Reflect True Picture of Rate Adequacy

Results from the Kaiser survey show that reimbursement rates for nursing home
care in fiscal year 2003 were cut or frozen in 17 states. For FY 2004, 19 states ei-
ther cut or froze rates for nursing home care; 33 states were able to increase rates
for nursing home care in FY 2003; 29 states were able to do so in FY 2004. It is
important to note, however, that the increase or decrease of reimbursement rates
is not a true barometer of whether Medicaid is effectively and efficiently paying for
quality nursing home care; the key is determining whether reimbursement rates are
keeping up with the real costs in the health care marketplace to provide those serv-
ices.

To identify and specifically quantify the shortfall between the Medicaid reim-
bursement rates and allowable costs of nursing homes in individual states, AHCA
has engaged BDO Seidman, LLP, the independent public policy research firm. For
the third consecutive year, BDO has reviewed the extent to which reimbursement
rates have kept pace with the costs to provide care. Using a database of Medicaid
rates and cost report information, comparisons of Medicaid rates and allowable costs
from 2001 (the most recent audited or desk-reviewed cost report data available)
were derived for 34 states—representing 70 percent of all Medicaid patient days in
the country.

While preliminary, indications are consistent with past studies and show that na-
tionwide, the average shortfall in Medicaid reimbursement has grown to $10.39 per
day for every Medicaid patient. In 2001, un-reimbursed Medicaid-allowable costs ex-
ceeded $2.5 billion for these 34 states, and exceeded $3.7 billion when the results
are extrapolated to all 50 states. Rate increases in fiscal 2003 were, in many states,
far less than the higher costs of providing quality care. In still other states, rates
were either frozen or reduced—falling even farther below costs. The picture in fiscal
2004 does not improve.
The Necessity of Long Term Care Financing Reform

AHCA praises the Bush Administration and the House Energy and Commerce
Committee for recognizing that the Medicaid program needs reform, and for initi-
ating a much-needed policy discussion. We are concerned, however, that the Admin-
istration’s Medicaid Modernization Proposal alters the program to the detriment of
our most vulnerable senior population and Americans with disabilities.

The Administration’s proposal establishes an annual funding allotment—in effect,
a cap—to fund services for optional Medicaid populations. As an estimated 85 per-
cent of Medicaid beneficiaries in nursing homes have optional Medicaid eligibility,
they would be directly threatened by a plan that locks-in existing under funding and
further forces states to ratchet down services and benefits. All residents of ICFs/MR,
our most vulnerable Americans, would be under threat as the ICF/MR program is
only an optional program under Medicaid. It is neither fair nor good public policy
to force states to make care decisions based on economics—not what is best for the
patient.

The real need is to reform the long-term care financing system in a manner that
brings about necessary funding stability and that ensures the supply of care meets
a certain, growing demand. This nation’s current system for financing long term
care consists of an unstable patchwork of federal and state programs, with little pri-
vate insurance participation and few meaningful incentives for individuals to take
personal responsibility for their own long term care planning.

While no available policy option can reduce the growing need for long-term care
services and public spending, relative to current law, there are decisions that can
be made regarding how public and private resources can be more effectively utilized.

We are encouraged Congress and the Administration are exploring legislation that
will provide an ‘‘above-the-line’’ deduction (S. 1335 and H.R. 2096) of the premium
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costs for long-term care insurance. Research shows this deduction will encourage the
purchase of private long term care insurance—from about 10% today to about 25%
in five years—and help reduce government spending on Medicaid long term care
services. AHCA supports enactment of the above-the-line deduction

The costs of implementing an above-the-line deduction, though, can be quite high.
At a time when government’s discretionary dollars are tight, AHCA would propose
an incremental expansion of tax incentives for private long term care insurance be-
ginning with the introduction and passage of a refundable tax credit targeted to-
ward low-income individuals. This refundable tax credit offers the greatest potential
for achieving savings to the Medicaid program because it could be targeted at those
individuals who are most likely to become dependent on Medicaid for their long
term care needs. Because the refundable tax credit is progressive ( meaning that
it can provide increased premium support when an individual’s income declines be-
cause of retirement, disability or loss of employment ( it has the effect of creating
a ‘‘financial safety-net’’ to prevent the lapsing of those policies purchased under ex-
isting law without a substantial increase in current government spending. By ensur-
ing that those policies purchased under current law remain in force, the ‘‘financial
safety-net’’ created by the refundable tax credit, further enhances consumer choice
and the individual’s ability to control where and how their care needs will be met
in the future.

Conclusion
As their exists a substantial federal and profession-wide effort to improve the

quality of care in our nation’s nursing homes and homes for persons with MR/DD,
AHCA believes quality improvement is an ongoing, permanent mission that nec-
essarily requires adequate, reliable investment from the federal and state govern-
ment.

AHCA supports Medicaid reform that maximizes patient choice in the health care
marketplace while concurrently providing and paying for high quality care. The sta-
tus quo of subjecting seniors to a process forcing them to impoverish themselves to
‘‘qualify’’ for nursing home care is not sustainable; neither is it good public policy.

We look forward to working with this Committee, and this Administration, to con-
tinue improving the quality of care in America’s long term care facilities, and to
maintain a collaborative dialogue that puts the special care needs of our frail, elder-
ly and disabled always first.

PREPARED STATEMENT OF THE NATIONAL ASSOCIATION OF COMMUNITY HEALTH
CENTERS

The National Association of Community Health Centers (NACHC) appreciates the
opportunity to submit the following statement for the record on the important rela-
tionship between community health centers and the Medicaid program. NACHC is
the advocate voice for our nation’s over 1000 Community, Migrant, and Homeless
Health Centers and Public Housing Primary Care Centers, and the patients and
communities served by them.

For almost 40 years, health centers, alongside public hospitals, public health de-
partments and free clinics, have been providing high quality, cost-effective, primary
and preventive health care to millions of people living in medically underserved
communities regardless of their ability to pay.

The reality is that community health centers play a critical role in building
bridges to better care and serve as an intricate part of the health care safety net,
in place to catch those who fall through the cracks. In fact, today, health centers
serve as the family doctor and health care home for 14 million Americans in over
4,000 urban and rural communities across the country.

One in nine Medicaid recipients, one in six low-income children, one in eight unin-
sured individuals, and one in ten rural Americans benefit from health centers
(known in Medicaid law as Federal Qualified Health Centers, or FQHCs). Among
the millions of people served by health centers:
• 40% depend on coverage through Medicaid or SCHIP, the State Children’s Health

Insurance program;
• 40% lack health insurance coverage; and
• 86% are living in families with incomes at or below 200% of the Federal Poverty

Level (FPL).
As critical as they are for the health care they provide, health centers are much

more to their communities:
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• They are a major source of jobs and meaningful employment—most of the 60,000+
employees of health centers are community residents—and in many of their
neighborhoods or towns, they are often the largest employer.

• They are engines of economic development for their communities, spending nearly
$6 billion a year, with combined payrolls exceeding $4 billion, and they generate
more than $20 billion in economic output for low-income communities across
America.

• Health centers also serve as critical ‘‘anchors’’ in their communities, helping to at-
tract or retain other businesses, including other physicians, pharmacies or diag-
nostic services—even local hospitals, but also other local businesses, and play-
ing a pivotal role in sustaining a sense of community, giving residents a feeling
of pride and helping to revitalize communities.

Additionally, many health centers are involved in special initiatives to monitor
and address community-specific health problems, such as diabetes, asthma and can-
cer management, boosting infant immunization rates, keeping patients’ blood pres-
sure under control, and reducing the number of low birth-weight babies.

As testament of the success and commitment of health centers in improving ac-
cess to affordable, quality health care to our nation’s medically underserved, Con-
gress has shown broad bipartisan support for a multi-year initiative to expand the
health center program to meet an ever-growing need across the country. In fact,
over the past 5 years, Congress has increased federal investment for health centers
by almost $700 million.

Beyond this, for each of the past three years, President Bush (who pledged to
grow this program during his campaign for office) has requested and received the
largest increases in funding over the program’s entire history. This combined effort
on the part of the Congress and Administration has enabled health centers to reach
out and serve more than 3 million new people, and it will eventually increase or
expand health center access points by 1,200 over five years as well as eventually
double the number of people served. In addition, when Congress established the
Medicaid prospective payment system for health centers in 2000, it reaffirmed the
importance and need of health centers as safety net providers.

All told, however, for the vital mission of community health centers to be sus-
tained, and for the President’s initiative to be ultimately successful, Congress must
recognize, understand and preserve the unique interrelationship between these cen-
ters and Medicaid as it considers reforming the joint federal-state program for the
poor.

THE IMPORTANCE OF HEALTH CENTERS AND MEDICAID

Health centers are a major provider of primary and preventive care services to
nearly 5 million Medicaid recipients. In fact, Medicaid is currently the single largest
beneficiary of health center services, as well as health centers’ single largest source
of financing. Keenly recognizing the importance of health center services to Med-
icaid beneficiaries, Congress in 1989 required that the services of a FQHC be a
guaranteed Medicaid benefit offered to beneficiaries in every State Medicaid pro-
gram. Most important, Congress recognized and acknowledged that Medicaid reim-
bursement to FQHCs must be sufficient to assure that health centers were paid
their full reasonable costs for serving Medicaid patients (so that they would not
have to use their Public Health Service Act grant funds to subsidize low Medicaid
payments). Two years ago, under the leadership of Congressmen Richard Burr and
Edolphus Towns, and with the support of the overwhelming majority of the Energy
and Commerce Committee, Congress reaffirmed the continued importance of ade-
quate Medicaid reimbursement to health centers by creating a prospective payment
system (PPS) for FQHCs that (1) assures continued access to care for Medicaid pa-
tients, (2) protects Federal grant funds to provide care for the uninsured, and (3)
gives state Medicaid agencies greater flexibility in designing their Medicaid pro-
grams and predictability in the cost of payments to health centers.

MEDICAID AS A SIGNIFICANT SOURCE OF INSURANCE

Health center patients are more much more likely than the general US population
to have Medicaid or be uninsured. Nationally, 11% of the population has Medicaid
and another 15% is uninsured. In 2002, 36% of all health center users had Medicaid
while 39% were uninsured. This disproportion stems from the fact that health cen-
ter users are overwhelmingly at less than 200% of poverty; two-thirds of users are
under 100% FPL. To be sure, Medicaid coverage and uninsurance varies by age
group. Children under age 20 are much more likely to have Medicaid and less likely
to be uninsured than adults age 20 and over. This is due to eligibility rules that
are more favorable to children. In fact, over half or 54.6% of all health center chil-

VerDate 11-MAY-2000 10:47 Mar 02, 2004 Jkt 000000 PO 00000 Frm 00221 Fmt 6633 Sfmt 6621 89961.TXT HCOM1 PsN: HCOM1



218

dren have Medicaid while less than a quarter or 23.4% of adults are covered under
the program.

MEDICAID AS AN IMPORTANT SOURCE OF REVENUE

By ensuring adequate Medicaid reimbursement to FQHCs, the Congress clearly
recognized the potential impact of low Medicaid payments on health centers’ ability
to care for uninsured patients. In the 14 years since enactment of this payment sys-
tem, health centers have increased their capacity for uninsured care by 2.5 million
people—double the number of uninsured patients served in 1990, a rate of growth
that is more than twice that for the nation’s uninsured population. Currently, Med-
icaid represents 35% of total revenue for health centers—the largest of any single
source and noticeably higher than the second largest source, federal grants revenue
(25%). Indeed, Medicaid makes up 63% of all patient-related revenue, significantly
larger than any other insurance source.

HEALTH CENTER PARTICIPATION IN MEDICAID

Health centers are unique in the health care system because, as part of their
grant requirements, they must be located in areas of high need and be open to all
patients seeking care. This explains Medicaid’s other role with regard to health cen-
ters: just as health centers rely on Medicaid revenues, Medicaid beneficiaries rely
on health centers for their care. To illustrate this point, consider that although more
than a third of all health center patients have Medicaid, Medicaid represents only
9% of private, office-based physician visits. It is also important to consider that only
half of physicians are willing to accept all new Medicaid patients, and the propor-
tion of private physicians willing to provide charity care has declined, according to
one recent study. Thus, health centers are a significant provider of primary care to
Medicaid beneficiaries, and tend to provide specialty care and enabling services that
go beyond the care provided at office-based physician settings. In fact, according to
a recent report by the Kaiser Family Foundation, the number of Medicaid patients
served by health centers nearly tripled, from 1.3 million to 3.6million persons in the
years between 1980 and 2001, compared to 50 percent growth in total Medicaid en-
rollment in this period. Moreover, 99% of patients reported in 2001 that they were
satisfied with the care they receive at health centers.

DELIVERING MEDICAID SAVINGS THROUGH QUALITY CARE

Health centers deliver savings to all payers, especially Medicaid. They control
health care costs by providing primary and preventive services, reducing the need
for more costly hospital care down the road. According to one recent study, commu-
nities served by health centers had 5.8 fewer preventable hospitalizations per 1,000
people over three years than other medically underserved communities not served
by a health center. Another study found that Medicaid beneficiaries who seek care
at health centers were 22 percent less likely to be hospitalized for potentially avoid-
able conditions than beneficiaries who obtained care elsewhere. Moreover, these pa-
tients were 16 percent more likely to have outpatient visits for such conditions. Sev-
eral studies over the years have found that health centers save the Medicaid pro-
gram at least 30 percent in annual spending for health center beneficiaries due to
reduced specialty care referrals and fewer hospital admissions. Based on that data,
it is estimated that health centers already save almost $3 billion annually in com-
bined federal and state Medicaid expenditures—$1.8 billion in federal spending
alone. That amount is greater than the total of all Medicaid payments to health cen-
ters last year.

GROWING DEMAND AND DIMINISHING RESOURCES

Current budget shortfalls threaten state and local financial support of health cen-
ters, even though their cost of care is among the lowest of all providers. Reductions
in Medicaid eligibility, benefits, and other areas potentially jeopardize the ability of
health centers to continue to provide care to all patients, including Medicaid pa-
tients. Initiatives from the Bush Administration and Congress to boost health center
funding cannot compensate for reductions in state Medicaid programs or in direct
State health center grant support. A recent state-by-state survey revealed that at
least 20 states have enacted or are considering significant cuts in dedicated state
funding for Health Centers. The sum of those cuts exceeds $40 million annually, or
nearly 14% of all state funding Health Centers received last year. Loss of support
in any form exacerbates the already strained financial condition of health centers,
and will result in their inability to serve new patients or even many of their current
patients. Compounding this problem is an increased patient load—nearly 800,000
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new uninsured patients in the last three years have turned to health centers for
care.

CHALLENGES FOR THE FUTURE

Medicaid plays an important role at health centers by providing patients access
to comprehensive services beyond those available at health centers. Time and time
again, these centers have demonstrated their ability to provide effective care—re-
ducing infant mortality, decreasing hospital admissions and lengths of stay. How-
ever, as the health care needs of low-income individuals continue to grow, so do the
challenges to health centers in sustaining their ability to provide quality care to
Medicaid beneficiaries and other patients.

As Congress moves forward on considering ways in which to reform Medicaid, it
is critical that it keep in mind the important role health centers play in their com-
munities and the unique relationship between these centers and the Medicaid pro-
gram. Indeed, as the Kaiser Family Foundation points out, ‘‘[t]he fundamental inter-
relationship between Medicaid and health centers . . . suggests, by extension, that dy-
namics in one domain are bound to have important impacts in the other.’’ It is
therefore imperative that lawmakers working on Medicaid reform consider the fol-
lowing significant issues for FQHCs:
The Burden of Medicaid Cutbacks on FQHCs

To further increase the accessibility of primary and preventive health services for
low-income people living in medically underserved areas, Congress created the Med-
icaid prospective payment system for FQHCs. By creating this system, Congress
helped to provide stability and assure access to FQHCs by ensuring that grant dol-
lars intended for providing care to the uninsured were protected.

Yet according to reports filed by health centers for 2001, 19 states cut their Med-
icaid payments for care provided to enrolled individuals by an average of about 9
percent from the previous year. Overall, Medicaid payments to health centers grew
by less than 1 percent per Medicaid patient, well below the 4.6% growth in the cost
of care for each patient served, producing a net loss of more than $60 million for
the year. Beyond this, there has already been great shift of discretion to the states
in the operation of their Medicaid programs through HHS’ issuance of Section 1115
waivers—under which State Medicaid agencies are permitted to reduce benefits, in-
crease cost sharing requirements, and adjust reimbursement rules.

Health centers have already experienced the impact of this increased state flexi-
bility in some 15 states during the 1990s. In most cases, the ability of health centers
to care for both their Medicaid and their uninsured patients was impacted nega-
tively when their Medicaid payments were reduced to in some case significantly
below the cost of providing care. In many of those states, other providers decided
not to participate or limited their care to only a few Medicaid patients, leaving
health centers as one of the few remaining sources of primary and preventive care
to this population. Given this experience, health centers urge Congress to keep in
mind the important role that safety net providers have in their communities as they
move forward on considering Medicaid reform proposals, and to assure that the cur-
rent federal FQHC Medicaid payment system is not eroded in the process.
The Safety Net for the Safety Net

Potential cutbacks in State Medicaid payments to health centers are only a por-
tion of the issue. Cutbacks in Medicaid eligibility levels or benefits, caps in enroll-
ment, or forgone expansion plans also have presented significant difficulties for
FQHCs. These actions are occurring at the same time as employers have been forced
to either shift more of the rising cost of health insurance onto their workers or to
drop the coverage altogether, and as other health care providers have begun cutting
back on the uncompensated or charity care they provide. The result is that health
centers are serving an ever-increasing number of uninsured individuals who pre-
viously were covered under Medicaid or through their employers. While these and
other dramatic changes in the health care system have put a tremendous strain on
the overall health center program, health centers remained committed to providing
access to care for everyone that walks through their doors, regardless of their health
status, insurance coverage, or ability to pay for services. Put simply, health centers
provide care for those whom other providers cannot or will not serve.

As Congress begins to consider possible reforms to Medicaid, we urge that any
flexibility extended to states to alter their Medicaid and SCHIP programs:
• Include the resources and standards to assure that such flexibility is used to ex-

pand the number of people receiving health insurance coverage under those pro-
grams without reducing the scope of essential services that are covered today,
and
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1 House Report No. 101-881, at 104
2 Sara Rosenbaum et al, ‘‘Initial Findings from a Nationwide Study of Outstationed Medicaid

Enrollment Programs at Federally Qualified Health Centers.’’ Center for Health Services Re-
search and Policy, George Washington University Medical Center, February 1998; and U.S. De-
partment of Health and Human Services, Office of the Inspector General. ‘‘Federally Funded
Health Centers and Low Income Children’s Health Care: Improving SCHIP enrollment and
Adapting to Managed Care.’’ December 2000. (OEI-06-98-00321).

• Clearly recognize the key role of health centers and other core safety net pro-
viders who care for significant numbers of Medicaid and SCHIP recipients and
those who remain uninsured, and ensure that these providers are adequately
paid for the reasonable costs of health care they provide to enrollees.

Failure to address these principles could inevitably increase the number of the un-
insured as well as impact the very safety net providers whose mission is to serve
them.
Reaching out to Those Who are Eligible but not Enrolled Today

Even as the numbers of uninsured Americans rises to unprecedented levels, mil-
lions of those individuals are eligible for coverage under the Medicaid and SCHIP
programs, yet remain unenrolled. In greatest part, this is due a lack of action in
the part of several States to use all available tools available to improve enrollment.
For example, in 1990, Congress amended the Medicaid statute to require that, as
a condition of program participation, States provide for the initial receipt and proc-
essing of applications for low-income pregnant women, infants, and children at out-
reach locations other than welfare or government offices, including FQHCs and Dis-
proportionate Share (DSH) Hospitals. Congress specifically named FQHCs as re-
quired outstationing sites because ‘‘they are, by definition, providers that serve large
substantial numbers of low-income women, infants, and children.’’ 1 Some States
were quick to implement the provisions of the new law and have been in full compli-
ance with its requirements. However, many more States have not complied with the
Federal Medicaid outstationing law either in whole or part. Indeed, two separate
evaluations of state outstationed enrollment programs during the 1990s found that
only 57 to 61 percent of all FQHCs operated outstationed programs.2 Health centers
reported that the availability of State support was the most important factor in
their decision to set up or expand outstationing activities. Of those FQHCs with en-
rollment workers, more than one-quarter found it necessary to pay for the position
themselves, with no funding assistance from the State.

Recent Center’s for Medicare and Medicaid Services’ guidance to State Medicaid
programs has clarified the States’ responsibilities to place outstationed Medicaid en-
rollment workers at each DSH hospital and each FQHC participating in the State’s
Medicaid program. CMS also makes clear that ‘‘[s]taffing and resource limitations
do not relieve States of the obligation to comply with and pay for the outstationing
requirements of the law and regulations.’’ However, more than 3 years after that
this guidance, a survey of states by NACHC revealed that only 7 States are fully
compliant with the law’s requirements; these States have placed outstationed enroll-
ment workers at all FQHC sites and pay all costs associated with the outstationing.
Another 20 States are partially compliant, placing workers at some FQHC sites and
paying at least some of the costs. But 22 States remain completely non-compliant,
placing no State workers at any FQHC sites and failing to cover the costs of health
center workers who are performing the outstationing functions.

Overall, many States continue to not recognize that outstationing at FQHCs and
DSH hospitals is a mandatory part of the Medicaid eligibility process. As a result,
millions of individuals eligible to receive coverage under Medicaid regrettably re-
main unenrolled. Accordingly, we urge the Congress to take the necessary steps to
ensure that people who currently qualify for coverage under either the Medicaid or
SCHIP programs have all available opportunities to enroll in, and receive the bene-
fits of, that coverage.

We thank the Committee for holding this important hearing, and we look forward
to working with Members to assure the enactment of reforms consistent with posi-
tions outlined in this statement.

PREPARED STATEMENT OF VOICE OF THE RETARDED

OPPOSITION TO BLOCK GRANTING THE MEDICAID PROGRAM: WHAT IS REALLY
‘‘OPTIONAL?’’

Voice of the Retarded, an advocacy organization representing thousands of fami-
lies of individuals with mental retardation nationwide, is opposed to any Medicaid
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proposal that would ‘‘block grant’’ or otherwise ‘‘cap’’ services and funding for Med-
icaid eligible individuals.

Block grant proposals to reform Medicaid places the availability of all optional
services at great risk. It does not add any permanent new money to the program.
Over time it will limit the program, resulting in the denial of eligibility for those
most in need. Of great concern is the notion that the Medicaid program should be
a capped block grant that will be incapable of helping our most vulnerable citizens,
including people with mental retardation, in current and future economic crises. Ar-
bitrary growth limits to achieve predictable Medicaid costs would destroy its ability
to help in the times when it is most needed. These reform principles, if enacted,
would permanently undermine the integrity of the Medicaid program.

Medicaid is the primary and largest public source of funding for long term serv-
ices and supports for over 7 million people with disabilities, including people with
mental retardation. 200,000 more people with mental retardation and develop-
mental disabilities are on waiting lists for services.

Most Medicaid services for people with mental retardation are considered ‘‘op-
tional.’’ This list of services includes such basic acute health care benefits as pre-
scribed drugs, clinic services, dental care, physical therapy, prosthetic devices, and
specified medical and remedial care. Longterm care ‘‘optional’’ benefits include home
and communitybased services (HCBS) waiver, personal attendant care, case man-
agement, and Intermediate Care Facilities for the Mentally Retarded (ICFs/MR).

‘‘What the Medicaid program calls ‘optional’ services are, in reality, mandatory
disability services for the children and adults who need them.’’ (Consortium for Citi-
zens with Disabilities, February 14, 2003 letter to President Bush). Policymakers
must consider quality of life. Most people now living in ICFs/MR, for example, expe-
rience severe and profound mental retardation with complex medical conditions and/
or behavioral challenges. Without the essential skilled care they now receive they
might perish. These ‘‘lifeline’’ services are not considered ‘‘optional’’ by recipients
and must not be curtailed.
Solutions

The significant challenges of individuals with mental retardation and develop-
mental disabilities accessing quality medical, dental and other health care services
in the community is well-documented in the media, in publicly funded studies, re-
search by Special Olympics (http://www.specialolympics.org/healthy—athletes/
THE—HEALTH—STATUS.htm) and in scholarly publications, including the recent
report of the Surgeon General, ‘‘Closing the Gap: A National Blueprint to Improve
the Health of Persons with Mental Retardation’’ (February 2002) (http://
www.surgeongeneral.gov/topics/mentalretardation).

In response to this crisis, and in the context of Medicaid reform, VOR urges Con-
gress and the Administration to consider the establishment of university-based
Community Resource Centers (CRCs). This is a cost-effective system which utilizes
the existing service infrastructure to expand the delivery of health care services and
supports to Medicaid eligible individuals with disabilities who receive home and
community-based residential services.

University-based CRCs provide desperately needed quality medical, dental, and
other therapeutic services to Americans with mental retardation and developmental
disability living in communities, who have significant difficulty obtaining these serv-
ices. CRCs also function as universitybased centers of education, training, and re-
search for medical and dental students, residents, externs, fellows, and profes-
sionals.

The CRC model, already implemented in several states, establishes developmental
medicine and dentistry training fellowships in mainstream medical and dental
schools, utilizing preexisting, communitybased primary care clinics, Intermediate
Care Facilities (ICFs) and other private service delivery systems (such as the Spe-
cial Olympics Healthy Athletes program) as education and training sites.

As Congress and the Administration consider Medicaid reform, there will be pres-
sure to eliminate ICFs/MR in a misguided attempt to ‘‘broaden’’ choice and reduce
costs. Eliminating ICFs/MR will not save costs nor increase quality outcomes, and
is counter to real choice. A peer-reviewed study, published in Mental Retardation
(April, 2003), found that transitioning people from large Intermediate Care Facili-
ties for the Mentally Retarded (ICFs/MR) to community based programs was not an
effective strategy for reducing overall costs. Peer reviewed studies, the Surgeon Gen-
eral, state audit reports, and media investigative series have all documented sys-
temic problems relating to the ability to provide safe and high quality care to people
with profound mental retardation who are also medically-fragile. Furthermore,
eliminating ICFs/MR would remove an important existing infrastructure that, as ex-
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plained above, can be utilized to allow for more successful and happy community-
based placements.

Eliminating ICF/MR options is also counter to the landmark Olmstead decision
which clearly establishes the right of individuals with mental retardation and their
families to choose a setting that best meets individual needs, whether in the com-
munity or an ICF/MR. ‘‘We emphasize that nothing in the ADA or its implementing
regulations condones termination of institutional settings for persons unable to han-
dle or benefit from community settings . . . nor is there any federal requirement that
community-based treatment be imposed on patients who do not desire it.’’ Olmstead
v. L.C., 119 S. Ct. 2176, 2187 (1999).

Thank you in advance for respecting choice and embracing the need for a full
array of Medicaid services and supports. VOR looks forward to working with Con-
gress to protect and strengthen the Medicaid program.
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