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[START RECORDING]

ED HOWARD: Good afternoon. Thank you for coming. I°m
Ed Howard with the Alliance for Health Reform. On behalf of
Senator Jay Rockefeller, our Chairman, Senator Bill Frist,
our Vice-Chairman and the members of the Board of the
Alliance, I want to welcome you to this session to look at
how Congress might approach healthcare issues in the 109*%"
Congress, which 1s just a few weeks away. My partner in
today’s program is the Kaiser Family Foundation whose good
work on a whole range of policy issues i1s well known to most
of you. We’re grateful for their support, and we’re pleased
to have with us the Executive Vice-President of the
Foundation, Diane Rowland, from whom you will hear i1n a
moment.

We”ve just come through a campaign in which
healthcare was an important i1ssue, ranking behind the war,
terrorism, that bundle of issues, and the general state of
the economy, at least i1n the Presidential race. There was a
good deal of evidence, and we heard some of it in a program
we ran last week featuring some Democratic and Republican
pollsters that healthcare was ever more important and
occasionally even decisive in many of the congressional and
gubernatorial and state legislative races.

Now, in real life, as opposed to politics, healthcare
concerns are pretty easy to find, In America, because as

Congress prepares to reconvene in January, healthcare news 1is
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just everywhere. You’ve got healthcare costs going up two or
three times as fast as other prices and that is labeled as
good news, because that’s a lesser rate of increase than
we’ve experienced over the last couple of years. You see
legislators and governors i1In places like Maine and
Massachusetts looking at ways to extend coverage to their
uninsured residents and Tennessee, struggling to put a brake
on the spending In their program for their uninsured iIn ways
that do as little harm as possible. You’ve got a new Medicare
Drug Law, enacted just about a year ago to go into full
effect just about a year from now, and a lot of people who
could sign up for the benefit don”’t even know it exists yet,
sSo we’ve got to see how that’s going to play out. And just as
a final context setting note, the number and proportion of
Americans with no coverage at all is going up again and the
cost Increases that we noted are promising to make the
situation even worse. So, today’s session, | guess, Is a
timely one. Lots of concerns, lots of problems, and the
question 1s what are we going to do about 1t?

Before we get to the substance of the program, let me
just deal with a couple of logistical items. You’ll find a
lot of background information In your packets, including, 1
hope, green question cards and blue evaluation cards. ITf you
don’t have those, you can hold your hand up, and we’ll get
you one. There were some kits that somehow escaped that

particular stuffing. By the end of today, you’ll be able to
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view a webcast of this event on www.kaisernetwork.org, where
you can also find the various materials that are 1n your
kits, and within a couple of days that you can consult to
make sure that that incredibly insightful thing that was said
was said the way that you copied i1t down In your notes. Let
me just take that mention of kaisernetwork.org and turn it
into the perfect opportunity to turn to Kaiser’s Executive
Vice-President, Diane Rowland, your cohost here today, and in
her own right, one of America’s leading health policy
analysts. Diane?

DIANE ROWLAND: Thank you Ed, and thank you all for
coming, and especially to our panelists for being with us
today, and willing to share their i1nsights 1nto what the
likely health agenda will be in the coming year. 1 think Ed’s
given you quite an impressive list of issues that could be
dealt with, and we know that healthcare i1s always on the
minds of the American public, and what we do about 1t matters
greatly to millions of Americans, so as we look at the
budget, as we look at the Medicare and Medicaid programs, at
our public health programs and where we’re going, 1°m very
pleased that we’ve got such a great panel to share with you
their insights from both the House and the Senate, and look
forward to both of your questions to them so that we can
really begin to talk about what’s going to happen in the
109" Congress, so thank you all for coming.

ED HOWARD: Thank you, Diane. As Diane said, we truly
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have an excellent lineup of speakers to help us to peer iInto
this new session. We have senior congressional staff an each
side of the aisle In each house. We’ll hear brief
presentations from our congressional experts and then get to
your questions. Ultimately there was no Administration
willing to intrude on priorities in this area, so | guess you
can expect no interference In a setting of this agenda over
the course of the next two years. We’ll see how that works
out. And some of you may remember that Dean Rosen’s name was
included as a panelist on this original announcement. Dean
has decided to, 1n the face of some conflicting obligations
that he had, to defer to the Finance Committee Staff, which
he says does all the hard work, anyway.

And that brings us to our fTirst speaker, Mark Hayes,
who 1s the Health Policy Director for the Senate Finance
Committee Majority Staff under Chuck Grassley. His
fingerprints are all over that Medicare Modernization Act
that I mentioned, especially the managed care and the
prescription drug benefits. That’s not surprising, It
actually 1t’s quite comforting, given his professional
background, which is that of a pharmacist by training. He’s
also worked for several other Republican senators, and the
Senate Health, Education and Labor Pensions Committee, and we
are delighted to have him lead off our discussion panel.
Mark?

MARK HAYES: Thank you very much. Thank you for the
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opportunity to be here, and 1711 remember to thank Dean later
for the endorsement. | appreciate that very much. Well, we
have a very challenging year ahead of us, it certainly seems
like, and this packet that has been assembled for you iIs an
excellent one. In just looking through 1t, I would commend
one article in particular to you, and that was one written by
Sarah Leek, on December 3'¢ in the Wall Street Journal,
entitled, U.S. Health Plans Catch Fiscal Hawks” Eye. It’s an
excellent overview of the whole situation, and pretty much
tracks with a lot of what 1°m about to say, so Sarah, you
could just read her article, | think.

The budget 1s going to be a real backdrop to next
year, as you might already expect, and I’m just going to
start really quickly and provide context to some other things
that I’m going to say by outlining the budget situation a
little bit, and then 1’11 go through a few things after that.

When we look at the budget situation, we have growing
Medicare and Medicaid spending, and we have a return to
fiscal discipline, 1 think, beginning to occur. And i1f you
watched, and 1f you were conscious 1n the last few months,
listening to the Presidential campaign, you heard a lot of
candidates talking about reducing the deficit by half over
the next five years, and | want to just give you an i1dea what
that means.

IT you were to do that, at our current deficit, you

assume the tax cut policies, and you assume indexing the AMT,
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the Alternative Minimum Tax, which 1s tax policy—-not my
realm; I°m not even going to go into-but 1f you assume that
the savings you’d need to achieve come proportionally from
Medicare and Medicaid, proportional from their spending iIn
the federal budget, over five years, you would need to reduce
Medicare spending by $55 billion, and you would need to
reduce Medicaid spending by $27 billion, so that’s $82
billion over five years.

A comparable ten-year number is hard to get to, but
let’s say i1If you continued that proportional policy all the
way out, you would be at $239 billion over ten years, in
total. That’s a really rough assumption and there are a lot
of caveats behind that, but just to give you a ballpark i1dea
of the magnitude of dollars that we’re talking about, $82
billion over five years is a lot of money. When we put that
Iin context of the other i1tems that are on the plate for next
year, we have a physician formula problem that was
temporarily addressed i1n the Medicare Modernization Act, but
that temporary fTix expires at the end of 2005. Now, fixing
that problem costs tens of billions of dollars. For example,
the CBO estimates that if you scrap one, the problematic part
of the formula, and you replace it with an index update
according to medical spending inflation, that costs $90
billion over ten years to implement. That’s $25 billion over
five years. So now you add that on top of the $82, now we’re

to $107 billion, because I’m assuming you’d want to pay for
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the $25 billion physician payment fix, just to get back to a
neutral starting point.

So 1f we’re at $107 billion, there are also a couple
of problems out there that need addressing. The S-Chip
program. Maybe you all may have followed that there was $1.1
billion In spending that reverted back to the US Treasury out
of the S-Chip program at the end of this last fiscal year,
and there was a bipartisan effort to try to recapture those
dollars and get them back Into the S-Chip program. Well, that
was unsuccessful, so that’s still on our plates to get done
next year. That alone has a cost of about half a billion
dollars over the next ten years, you know, cheap by
comparison with the physician payment fix, to be sure, but on
top of that, we have a growing number of states beginning in
06 and “07 that are running out of money just to run their
current programs, and maybe as many as 18 states by *07 that
are running out of money. We also have a whole bunch of
states that have more than twice the amount of money that
they need to run their programs, so there needs to be a hard
look at the S-Chip program. It’s been a great success. We
want to get more Kkids covered, but that’s another challenge
that awaits us that i1s something that will cost some money to
fix, to Ffulfill shortfalls, to put the $1.1 billion back in
the program, and by the way, we’d like to cover more Kids, so
you’re probably north of a billion dollars to look at that.

There’s also [1naudible] reauthorization that is
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still on our plates, and that has a cost associated with 1t.
So let’s say for argument’s sake we’re at $107 billion over
five years in my happy little scenario. Just to give you some
other comparisons, this i1s all out of the 2003 CBO Budget
Options Book, which we all lovingly refer to as the Cookbook,
so 1If you want to know where I got these from, you can go to
the CBO Website, www.cbo.gov, and you can download this book
full of creative i1deas. You can, according to CBO, block
grant the Medicaild program and that would save you $64
billion over 5 years. You could just block grand Medicaid
dish payments and not the whole program, and that only saves
you $10 billion over 5 years, or you could reduce payments to
teaching hospitals and save 16 billion over five years.

My point is, that all these things are really
difficult things for Congress to pass, and none of them get
anywhere close to $107 in five years. So, that iIs just to
share with you the kind of budget situation juxtaposed to
some really big challenges that are on the health policy
plate. Now, will we be able to do a permanent fix of the
physician payment system as a result of 1ts high price tag?
Will Congress need to look at a temporary fix, and that makes
the problem worse for fixing it down the road. All those
questions have to be answered.

1’1l just mention a few more things before 1 run out
of time, and that i1s, we have a really bipartisan desire

here, too, to revisit and look at the problem of the
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uninsured, and that i1s going to get a lot more attention next
year, and of course, by the way, also another spending item,
just to keep that clear. But, a lot of importance attached to
that. We have to look at how S-Chip and Medicaid fit in with
that. We need to examine ways to help people afford health
insurance. You know, there are tax credit i1deas out there for
purchasing healthcare insurance, and we’ll be looking at
those again.

Healthcare quality, 1 want to mention really quickly,
in closing, too. There are a number of really good ideas on
the sort of “bucket” of things around healthcare quality.
There 1s a lot of work that Medpac and Leapfrog, Bridges to
Excellence, private sector efforts to tie payments to
quality, and of all the research that’s being done on
outcomes research, for years and years and years, and how
long have we been talking about outcomes research? And the
private sector is really leading the way here. It really
looks like 1t’s beginning to be an i1dea whose time has come,
to figure out how can we tilt the system in Medicare so that
It rewards quality providers, because many times our payment
systems today are neutral to quality, or even can reward bad
quality, which i1s obviously not helpful to our whole
healthcare system and the quality that we expect to get as
patients. We also, besides pay-for-performance, have
healthcare 1T proposals that fit in with that. We have

nursing home quality that we’re going to be taking a look at,
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and we have the joint commission, which has been a joint
interest of Senator Grassley and Congressman Stark to look at
JACO’s role here in i1ts relationship with CMS. 1°m sure in
Q&A we’re going to get to many more things. We haven’t even
touched on drug Importation or prescription drug costs, or
the MMA, and 1’11 leave to my other colleagues.

ED HOWARD: That’s a great jumping-off point, Mark.
Thank you very much. Now let’s hear from Alice Weiss,
healthcare counsel for the Finance Committee Democrats. She’s
responsible for Medicaid, the Children’s Health lnsurance
Program, implementing MMA, private insurance-that’s quite a
portfolio, Alice!-and as her title would indicate, she holds
a law degree. She’s one of those rarest of species of person
who understands ARISA [misspelled?], so if she’s talking iIn
tongues, you’ll know that it has to do with her prior
experience. Alice, thank you for joining us.

ALICE WEISS: Thank you, and thanks for the
introduction. 1 appreciate it. 1 often felt when 1 was
speaking ARISA, especially on the Hill that 1t had the effect
of glazing eyes over. | used to call 1t the glazed donut
effect. But I’m glad to be here, and 1 thank you and Diane
for inviting me, and the Alliance and Kaiser, for sponsoring
this 1mportant forum.

You know, the weather outside if foggy, and 1 think
that’s fairly appropriate for this sort of conversation at

this point in the year. You never really know what’s coming
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ahead. I always appreciate the opportunity to talk more and
clear up the fog. Also, 1 think the potential threat for the
incoming storm may be an appropriate metaphor for this sort
of conversation, because, as 1 think Mark has indicated, 1
think we are looking at a storm ahead, looking at the
financing of important healthcare programs, and how they will
be funded and structured i1n the years ahead.

So, | just want to offer a brief overview of some of
the i1ssues that will likely be coming up before the Finance
Committee and in the Senate. 1 think the first issue 1 was
going to touch on, 1 think Mark has done a great job of
touching on already, which 1s the issue of deficit reduction
and the role 1t will play. 1’1l just briefly mention that it
sets the context for all of our discussions, any health
program conversation necessarily involves funding in this
environment and the President has promised to cut the deficit
in half. I think we all have to be concerned about where
those cuts are going to come from.

The President is also putting some very expensive
programs on the table, potentially too, and there’s not a
whole lot of information about how those programs are going
to be paid for. You know, tax cuts, | believe there was an
article 1n the paper today about how there would be no new
tax Increases to offset those, and I think there are lots of
questions about whether or not these new programs are going

to be paid for on the backs of Medicaid and Medicare, and
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what impact that would have on those programs. That situation
creates pressure on those programs, so we need to take a look
at that. But if we’re talking about a situation for Medicaid
reform next year, | think 1t’s clear that Senator Baucus and
the Democrats are already gearing up for a fight, i1In that
there i1s no support for any sort of movement towards block
grant or even consideration to major cuts to the programs
this time. There’s a letter already circulating and hopefully
already on 1ts way to the Administration sometime soon that
was signed by 48 Democratic Senators, basically stating their
opposition to any sort of block grant proposal, and to the
extent that the Administration or the leadership wants to go
down this road, I think 1ts going to be a pretty messy and a
difficult fight. We know that the provider groups and the
advocates are also gearing up for a major fight on this, and
that 1t won’t be easy, and that it will be fTairly
controversial. In addition, you know the states, you know,
some of the last go-rounds and discussions around block
grants have been supportive of the i1dea, are now looking
again at that proposal and are starting to raise some serious
concerns about whether they would support block grants. You
know, another piece of this that’s important i1s, you know,
when you look at the agenda for the committee of
jurisdiction, which would be the Finance Committee iIn the
Senate, the Finance Committee conveniently enough has some of

the other top priorities for the President, Social Security
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Reform, Tax reform, looking at Medicare implementation, and
SO 1It’s going to be a busy time for the Finance committee,
and it’s going to be that there is a serious issue as to
whether or not major reforms could be achieved, In part
because there may not be enough time to do that.

But, in terms of talking about Medicaid reform, 1
guess 1°d want to take a step back and provide a little bit
of context. You know, Medicaid is the program that 1 think
Allen Wilde said was “loved by few, denigrated by many and
misunderstood by most.” Whether you love or hate the program,
It certainly i1s the workhorse of our healthcare system, and
provides a critical [inaudible] amount of coverage for our
populations in need and is really the backbone of our
healthcare system at this point. In terms of what it does and
Its great successes iIn serving the vulnerable populations, 1t
covers more than 50 million of the most needy individuals,
pregnant women, kids and parents, elderly and disabled
individuals. 1t covers one out of four children iIn our
country—1 don”’t think many people realize that-and i1t’s a
significant source of coverage, obviously for the elderly and
disabled, but 1t also has a major economic impact on our
health system, if you think about the fact that one out of
every six healthcare dollars and personal spending i1s paid
for by Medicaid, or the fact that one out of every 6
prescription drug dollars is paid for by Medicaid, or the

fact that 50 cents of every dollar 1in long term care costs 1is
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paid by Medicaid. So any changes to the Medicaid program are
necessarily going to have an impact, not only on access to
care, but on economic livelihood of the providers who serve
all of our population in terms of our healthcare needs, and
that’s something that needs to be looked at.

The other piece of this i1s, you know, Medicaid in the
past few years, during the economic downturn, has provided an
incredible-1 don”’t know, 1 keep using the term safety net,
but there’s probably no better term for 1t-for the
populations that have become uninsured because employers are
dropping coverage, so Medicaid and S-CHIP have been picking
up uninsured individuals, and provide a critical protection
against uninsurance, and that’s one of the reasons why the
cost trends have been increasing. So any changes to the
program have to keep that in mind and make sure that that
flexibility and ability to respond will continue.

But obviously, Medicaid also faces some significant
challenges, and I’m not going to be here and say that the
program is perfect and doesn’t need any changes. Obviously
there are concerns about potential fraud in the system, and
the need for change. Looking at the funding of the program,
Iin states” budgets 1t’s the top 1tem now and has surpassed
education for spending. And in federal spending, the combined
state and federal spending now surpasses Medicare from a
funding perspective, so | think that’s something significant.

IT reforms are needed for the program, Senator
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Baucus, and I believe other Democrats will feel that the
program needs to be talked about in the proper legislative
context. It shouldn’t be reformed through an administrative
waiver process and 1t shouldn’t be reformed through the
budget process. It really deserves an appropriate debate and
discussion. We would be supportive of looking at that, and
certainly 1°d be happy to talk more in the Q&A about what
types of i1ssues we think could be constructive iIn looking at
the program.

The other key issue | wanted to talk about is the
implementation of the new Medicare law. Now, this i1s of
serious concern to us. Senator Baucus and the Finance
Committee held a hearing several months ago looking at the
proposed rules and how the bill was being implemented
administratively, and I think there are a number of concerns
based on the proposed rules, and Senator Baucus said at that
hearing, and 1 think he’s reiterated a number of times that
while he supported the bill and was a great advocate of the
bill as the right alternative to provide prescription drugs
to the elderly and disabled, but to the extent that the law
wasn’t implemented iIn accordance with Congressional intent,
he would have very strong concerns about it and would
withdraw his support. In terms of the problems that we see
coming from the proposed ruling that may be coming up, there
iIs significant problems with respect to the dual-eligible

individuals and how they will transition to new coverage. As
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many of you may know, the dual-eligible individuals,
individuals who are both eligible for Medicare and Medicaid
will lose Medicaid coverage as of January 1, 2006 and
transition to the new plans. And there are lots of logistical
Issues about how you’re going to take that 6.6 million
individuals and transition them within a six-week period to
new coverage. A lot of unknowns about how i1t would work and
great opportunities for problems, and when you’re talking
about a vulnerable population that’s medically needy or
disabled, you really do need to create a situation where they
are going to have a smooth transition and that you’re going
to have a fallback plan to provide them access to coverage 1if
there’s a problem.

The second i1ssue has to do with the subsidy and the
planned enrollments of the low-income populations. Right now,
under the proposed rule there 1s no automatic enrollment for
this population and there are lots of concerns about whether
or not these folks are going to get enrolled. The recent
experience with the drug card provides a very telling example
of how difficult it can be to reach out and find these folks
and get them enrolled, even when you make i1t really easy. 1
think the Administration sent out mailings with a card where
all the individual had to do was call the number and sign up,
enroll and get the transitional assistance of $600 and they
basically sent it out to 1 million individuals and only

100,000 individuals signed up, and that’s of serious concern.
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And there are also issues about outreach enrollment and
education. And certainly I think when you’re looking at this
population and how needy i1t is, you really want to make sure
you get 1t right, so we’re going to certainly encourage the
Administration to do the right thing and do everything i1t can
within its administrative authority to try to address these
problems through the process.

Finally, 1711 just talk a little bit about S-CHIP.
Certainly, 1 think Mark rightly said that we were very
concerned and interested iIn trying to find a deal on
extending the availability of the 1.1 billion that expired 1in
the fall. We’re certainly hopeful that that work can
continue, and think certainly that 1t’s best to try to look
at a fix that takes care of this problem in the context of
the existing program. Trying to take on a restructuring of
the S-CHIP program, especially 1n the context of any
discussions about Medicaid reform would be a white-hot
controversial i1ssue and something | think we’d probably want
to avoid. And finally I think on the uninsured, 1 think Mark
mentioned opportunities for finding common ground, and
certainly we see those as well. It seems as though, from a
variety of perspectives, ranging from the President to
Majority Leader Frist, to Senator Kerry as a candidate,
everyone has been proposing looking at the low-income folks

first, looking at low-income kids and parents, and childless

adults, and certainly we would be supportive of moving
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forward on that front. With respect to a tax-credits
approach, 1 certainly would caution those looking at that to
take a page out of the book that we’re now reading on the
experience with the TAA bill, and some of the problems that
have been had, both 1n terms of implementation and iIn terms
of the costs of providing insurance coverage through an
individual tax credit.

So finally, 1 just want to close and thank you very
much for the Invitation to speak, and I hope that this
conversation and the Question and Answer session, especially,
can provide a beacon in our fogs going forward. Thank you.

ED HOWARD: Thank you, Alice. Chuck Clapton’s the
Chief Health Policy Counsel for the House Energy and Commerce
Committee for the Republican Staff under Chairman Joe Barton.
While he’s been at the Committee he’s done a lot of work on
the Medicare Modernization Act, including the new drug
benefit, and on how Medicare pays for existing Part B
prescription drug coverage. He’s been the lead majority
staffer looking at possible changes in the Medicaid program,
as well, so we may hear a little more about that, and before
that he’d worked on fraud and abuse issues for the Committee.
He also happens to be one of those pesky lawyers, so we’ll
see how he handles ARISA-speak or Medicare-speak. Chuck,
thank you for being with us.

CHARLES CLAPTON: Thanks Ed, thank you Diane. 1

guess, probably, let me start with a disclaimer. As Ed
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mentioned, 1°m the Chief Health Counsel at Energy and
Commerce. It’s a great job. I enjoy 1t a lot and 1 really
hope to be able to retain the position, so what 1 would ask
Is that everyone keep In mind that any remarks 1 may make
today are strictly speaking on behalf of myself, not as the
representative of the Energy and Commerce Committee or
Senator Joe Barton.

Unfortunately, 1 have to start at the same place Mark
did, which i1s talking about the overall picture fiscally,
with budgets and deficits. Given where we are right now with
regard to deficits, | think 1t 1s likely that we will be
talking budget reconciliation next year. Let me take a step
back from that. Right now the Administration i1s working to
develop their internal budget that will eventually be
released as the President’s budget for sometime next year. At
the same time, both the House and Senate Budget Committees
are going through, looking at the numbers and preparing for
next year and preparing for what very well could be a
reconciliation package.

Now, Ffor those of you who have not been around for
the past few years, 1f past is every prologue, 1 think 1t
would be fair to expect that the committees of jurisdiction
in the House Energy and Commerce, and Ways and Means in the
Senate Finance, could very well be facing significant
reconciliation [inaudible] next year to have to reduce

entitlement spending, principally. And unfortunately for
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those of you who have been following the Medpac meetings 1iIn
town this week, the news 1s not particularly good. Typically
when Congress has been called upon to reduce entitlement
spending, one of the first places historically we’ve always
looked has been hospitals. What the Medpac Commissioners
heard yesterday was that there’s a great deal of instability
currently with regard to hospital Medicare margins. As
recently as two to three years ago margins were positive 1In
the order of magnitude about four percent. They’ve been
decreasing. It’s been projected they’re going to be negative
for this year. For 2005 Medpac estimates that they will be
negative 1.5. In that context 1 think 1t will be extremely
difficult both from a policy and a political perspective to
advocate reductions i1n hospital payments. Similarly, Mark had
talked about physicians. I think this is one of the more
stark examples of exactly how bleak the budget picture 1s
that we’re going to have to face next year. Mark had
described some of the options for fixing the problem but 1
want to go into a little greater detail to talk about the
problem 1tself. As Mark mentioned, we fixed the problem for
physicians for this year and next, however starting in 2006
physicians are facing a cut of 5.2 percent. For the next five
years thereafter they are looking at similar cuts of equal
size and magnitude. | think everyone agrees that that is
unsustainable in the long run. That’s not going to be able to

guarantee Medicare beneficiaries access to high quality
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physician care and 1t needs to be fTixed. The difficulty, as
Mark described, however i1s that there are no cheap easy
fixes. The range of proposals we’ve seen has ranged anywhere
from 90 billion up to 115 billion, and that’s off the
baseline. That’s not putting new money into this-or sorry-to
make those changes will require new money. If nothing else
were to happen, the physicians will take those cuts, and if
we don’t — iIn order to fix them we’re going to have to put iIn
somewhere in the order of $100 billion over the next ten
years to fix that.

Looking at other providers where typically reductions
have been proposed, skilled nursing facilities, home health,
certainly have better margins than hospitals, or physicians,
for that matter. But again, on the order of magnitude of
paying for the numbers we might be looking at, doesn’t even
begin to get you close to where you would need to be if
reconciliation instructions are going to $10 billion or more.
Similarly, much of what 1’1l describe as the low-hanging
fruit, those easily fixable problems that produce savings, we
actually have already taken care of. Ed had alluded to the
fact that when 1 was a counsel working with MMA, we tackled
the problems with Medicare physician-administered drugs. We
were able to recoup $15 billion in savings. Similarly, we
made changes to how Medicare pays for durable medical
equipment. All of those were good policies. We tried to get

an appropriate balance of paying for providers and also
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making sure Medicare pays appropriately for these services,
but there aren”’t a whole lot of easy proposals out there to
achieve the savings. Mark went through and described some of
the options that CBO has identified. 1 think all of those we
recognize carry very heavy political cost. That 1s at least
the deficit and the offset scenario that we face. It’s
worthwhile also to get a picture of the larger scene that we
in Congress are going to face 1n the next few years looking
at entitlement spending. 1 think most disturbingly, the most
recent estimates 1°m seeing are that Medicare Part A Trust
Fund-which as an aside, I must mention, 1 have no
jurisdiction over, 1t’s exclusively Cybele, so she can talk
In greater detail about that-but actual expenditures are
expected to exceed revenue this year, which In turn is also
going to lead to the bankruptcy of the Trust Fund that much
sooner. In addition, this year total Medicare spending, close
to $300 million. For the first time, Medicaid, which Alice
spoke at great length about, spending there will actually
exceed, when you look at federal and state spending combined,
Medicaid will now be the largest single medical entitlement
program in the nation. If you take the two programs combined
together over the next ten years, you’re talking about $7
trillion 1n mandatory entitlement expenditures. Given the
difficulties that poses for, I think all of us as a nation,
in terms of where we are with overall entitlement spending,

it will be very difficult for us iIn Congress to come up with
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appropriate policy solutions that balance the need for
providing for the healthcare needs of our sickest, most
vulnerable and elderly populations while at the same time
trying to rein in overall government spending.

I’m going to talk very briefly about a couple of
important topics, the first being Medicaid. By doing that 1°m
going to co-opt one of the phrases that a colleague of mine
has used. We’ve often talked about Medicaid reform. That’s
been seen by many as being very pejorative and having a whole
set of concepts and i1deas that comes with 1t. So, 1’1l give
her credit, Brigitte Taylor, my counterpart on the Energy and
Commerce Staff likes to talk about Medicaid Miracles. And I
don’t mean that facetiously. I think all of us recognize how
important Medicaid is with regarding coverage for the 40
million individuals who currently rely on Medicaid to receive
their healthcare coverage. At the same time, | think that
many of us recognize that Medicaid could be made
significantly better. One of the things that the Energy and
Commerce Committee has spent a lot of time looking at 1s some
of the financing mechanisms that are used by various states
to draw down additional federal dollars. One example | was
looking at this morning, two comparative southern states,
each with approximately equal populations, each with very
close approximations of what the per capita incomes are,
which 1s obviously the basis for Medicaid match rates. One

had total Medicaid expenditures for programs like Dish of
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approximately $115 billion. The other state had $70 billion.
For two states that are so similar, that seems to point out a
basic Inequity that exists within the Medicaid program.
Recognizing | get myself 1n a great deal of trouble by
identifying the states, I’m going to refrain from that, but
for those of us who’ve been around the Medicaid program for a
while, you can probably guess who some of those states are.

At the end of the day, 1 think my Chairman’s
perspective i1s that Medicaid dollars should certainly be used
appropriately to pay for healthcare services for the low-
income beneficiaries. | don”’t think anyone can justify
diverting those dollars for other state expenditures, or even
basically violating the underlying compact that states and
the federal government agreed to when the original Medicaid
match rates were set up. So certainly financing would be
something that can be looked at.

Another topic would certainly be different
populations and having different rules. Currently Medicaid
applies a one-size-fits-all set of rules for all populations.
Many of us, as we’ve started to look at the Medicaird program
have started to realize that a case can be made for why
different rules may be very applicable for various
populations. 1 think cost sharing 1s a very good example.
While 1t may only be appropriate to apply minimal or no cost
sharing for someone who’s at 87 percent of poverty in

Arkansas, | don’t think anyone can say that those same rules
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should apply to someone who’s living at 200 percent of
poverty 1In New Jersey. And of course, the difficulty as 1t’s
been pointed out will be determining what the break point
will be and how you have those differential sets of rules.
But that seems to be a common sense reform that you could
implement that might have significant changes for reforming
Medicaid.

The last thing 1711 talk about is long-term care.
Unfortunately, as | sit here I don’t have an easy proposal or
an easy solution that would take care of long-term care.
Certainly one of the greatest single cost drivers in the
Medicaid program, approximately one-third of the Medicaid
population is i1n long-term care, consuming approximately two-
thirds of overall Medicaid expenditures. That’s something
that has to be tackled, and we’re willing to look at things
like Incenting iInsurance for people to pay for long-term care
and other options to keep people out of long-term care for as
long as possible to allow them to stay in the home, where
they have actually better clinical outcomes and where they
have greater levels of satisfaction.

Mark and Alice also talked extensively about S-CHIP
so 1’11 skip over that. MMA implementation, the one highlight
that’s been a real success, the Medicare prescription drug
card. As of the most recent numbers, we currently have 5.8
million Medicare beneficiaries who are enrolled. We now are

actually getting close to or possibly even exceeding the
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targets the Administration had set for enrollment. | think
most importantly, because all of us, when we were drafting
MMA were most focused on what does this do for low-income
beneficiaries? One point five million low-income
beneficiaries below 135 percent of poverty are currently and
are receiving the $600 transitional assistance. Wrapping up
on the uninsured and other issues, Mark had mentioned
quality, health information technology, will certainly be an
area of great iInterest. It holds both the potential for
lowering costs, but most importantly, reducing medical errors
and improving clinical outcomes, which 1 think Is Important
to all members. On a related note, patient safety.
Unfortunately the conference on that important legislation
was held up in last minute negotiations at the end of this
year. We fully expect that we will back working again at
patient safety for next year, and that’s our hope, that we
can get a patient safety bill passed sometime early in the
New Year.

Additionally, the one point 1’11 wrap up on, looking
at the question of the uninsured, Ed talked about the numbers
that we’re facing. Something very clearly has to be done.
Some of the things that have been i1dentified as issues that
may be raised 1n the next Congress, looking at high risk
pools, that legislation that had passed the Senate,
unfortunately we were unable to get to that by the end of the

session of the House, but 1 expect that that will be
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something that once again will be on the table for next year,
and then also looking at the overall i1nsurance market. What
are the barriers that currently exist for providing
healthcare insurance for populations—it could be low-income
populations who currently aren’t getting access. There have
been a lot of iInnovative i1deas that people have discussed.
Certainly AHPs have been around for a long time, but
additionally there have been proposals for federal charters
providing very clear safeguards and other i1nteresting i1deas
that I expect many members of Congress will want to explore
in the coming year. So again, with that 1 want to wrap up,
but that you for the opportunity to come up this afternoon
and speak to you. I look forward to answering any questions
you might have.

ED HOWARD: Thank you very much, Chuck, and don’t
worry, the folks at C-SPAN have assured me that this entire
session is off the record. [LAUGHTER.] Lastly we’re going to
hear from Cybele Bjorklund, the Democratic Staff Director for
the House Ways and Means Health Subcommittee, chaired by
Congressman Pete Stark. So | guess 1f we’re going to look for
stark examples, this is the place we ought to look. Cybele
was a senior Health Staffer for Senator Tom Daschle 1In a
prior life, and then for Senator Kennedy, and the Health
Committee Democrats. She has 