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(1)

MEDICAID TODAY: THE STATES’
PERSPECTIVE

WEDNESDAY, MARCH 12, 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, Barton, Upton,
Deal, Burr, Whitfield, Norwood, Wilson, Buyer, Fletcher, Rogers,
Tauzin (ex officio), Brown, Waxman, Towns, Pallone, Stupak,
Green, Strickland, DeGette, John, and Dingell (ex officio).

Also present: Representatives Stearns, Davis, and Schakowsky.
Staff present: Chuck Capton, majority counsel; Steve Tilton,

health policy coordinator; Eugenia Edwards, legislative clerk; Pat-
rick Morrisey, deputy staff director; Bridgett Taylor, minority pro-
fessional staff; Amy Hall, minority professional staff; and Nicole
Kenner, minority staff assistant.

Mr. BILIRAKIS. The committee will come to order. Without objec-
tion, the committee will proceed to Committee Rule 4(e). That rule
specifies that for purposes of opening statements, the Chair and
ranking minority member of a hearing have 5 minutes each, and
all other members receive 3 minutes. In response to members’ con-
cerns regarding the period for opening statements, any member,
when recognized for an opening statement, may completely defer
his or her 3-minute opening statement and instead use those 3
minutes during the initial round of witness questioning. Without
objection, so ordered.

The Chair recognizes himself for an opening statement. Good
morning. I am very pleased to welcome our distinguished guests
here today. I would like to extend a special thank you, of course,
to my home State Governor, Jeb Bush, and also to the other two
Governors here with whom I have had the pride and pleasure of
having served with here in the Congress, John Rowland and Bill—
as I call him ‘‘Billy’’—Richardson. I know they have taken a very
keen interest in the topic of Medicaid, and I appreciate your will-
ingness to work time into your busy schedule to be here with us
today.

Clearly, each of you gentlemen has tremendous struggles in deal-
ing with your budget crisis, implementing plans for homeland secu-
rity, and dealing with the real risks of bioterrorism. These issues
alone must occupy a great deal of your time.
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I know that a large contributing factor to your budget woes is
spending related to the Medicaid program. Therefore, it is critical
for us to examine issues related to this program that has not seen
any fundamental changes since its inception in 1965.

Medicaid is growing at astronomical rates, and Congressional
Budget Office projections estimate total Federal spending on Med-
icaid to double—to double—over the next 10 years to $360 billion.
This is an average growth rate of 8 percent, clearly outpacing infla-
tion.

The Federal Government cannot sustain this rate of growth nor
can State governments, and I hope that each of you will be able
to address the impact of this kind of growth, coupled with already
existing deficits, might have on each of your States.

Unfortunately, we have not done a very good job in policing this
program the last few years. Today, I am announcing that this will
be changing. Over the next several weeks and months, if need be,
I plan to hold a number of hearings that will explore the entire
Medicaid program. These hearings will help us determine where
and how to focus our limited Medicaid resources. I would also like
to state that this effort is not an attempt to erode the safety net,
it is an attempt to strengthen it and ensure that it will remain
firmly in place for future generations.

I am sure that each of you has been exploring alternatives to the
problems you are facing in Medicaid. I know in some instances
Governors have scaled back eligibility and coverage for some peo-
ple. I know in other instances you have used the Section 1115
waiver process to address your unique concerns. I am hopeful that
each of you will expand on some of the ideas that you have tried
in your States to address your spending concerns. In particular, I
am anxious to hear how flexible the Medicaid program is in allow-
ing you to meet the needs of your State populations.

These issues of flexibility in coverage are ones that we need to
discuss. I would like to say at the outset that I do not have—I do
not have—any preconceived notions about the answers to these
questions. I plan on exploring a variety of ideas—and I hope I
speak for the entire committee when I say we don’t have any pre-
conceived notions. We plan on exploring a variety of ideas that will
express our concerns with burgeoning Medicaid costs.

Last, I would like to commend the President for recognizing the
need for Medicaid reform. He has requested $3.2 billion in new
money—in new money—in his budget to help with the State fiscal
crises and reform Medicaid. This is a very positive step and we will
look critically at the President’s proposal, but this hearing is not
about the President’s proposal—and I emphasize that, it is not
about the President’s proposal. This is an opportunity to hear from
people on the front lines administering this program what they
need from us to make it work better and more efficiently.

Again, thank you all for being willing to testify today, and I will
recognize my good friend from Ohio, Mr. Brown.

Mr. BROWN. Thank you, Mr. Chairman. Thanks to the three Gov-
ernors that are joining us. I want to acknowledge four individuals
in our audience who are currently enrolled in Medicaid—Carolyn
Chavan, Donna Lucero, Rose Spears, and Jeannette Morrisette
Johnson.
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The President’s Block Grant would freeze Federal funding for op-
tional coverage and benefit placing the health of millions of Ameri-
cans at risk. Thank you all for joining us.

To truly appreciate the impact of the President’s Block Grant
proposal, we will obviously need to hear from those who will be di-
rectly affected by it. I would ask, Mr. Chairman, you schedule a
hearing that features current Medicaid beneficiaries and providers
who serve the program.

This is ‘‘Cover the Uninsured Week,’’ an initiative sponsored by
the Chamber of Commerce and Families, U.S.A. Their message is
simple: 41 million Americans are uninsured. It hurts working fami-
lies, the public health, and the economy. I am assuming it was
similar logic that prompted the President, during his State of the
Union Address, to name health care for all Americans as one of his
top three domestic policy goals.

Our mantra when it comes to the uninsured should reflect the
oath that all doctors take—‘‘First, do no harm.’’ That means pre-
serving the advances made by Medicaid, Medicare, and the State
Children’s Health Insurance Program. Together, these programs
serve 90 million Americans, one-third of our population. We can’t
build a solid structure if we allow the foundation that is Medicaid,
Medicare and SCHIP to crumble.

Medicare, Medicaid and SCHIP typically cover individuals who
are disenfranchised from the health insurance system. They either
live in poverty and can’t afford insurance, or they are medically un-
insurable, which means insurers refuse to cover them. Before Medi-
care, 50 percent of seniors had no health insurance. Before Med-
icaid, virtually every low-income child and every low-income dis-
abled American lacked coverage.

Medicare, Medicaid, and SCHIP have helped lift millions of sen-
iors out of poverty and have given children a fighting chance at a
healthy, productive life. If we forsake these commitments, the num-
ber of uninsured inevitably swell.

In regard to Medicaid, the President’s Block Grant—excuse me—
Block Loan approach is premised on the notion ‘‘a little fiscal dis-
cipline and a dose of flexibility will put the brakes on Medicaid
spending.’’ The problem is Medicaid costs are not rising because
Medicaid is inefficient or inflexible. The myth that public programs
like Medicare and Medicaid are less efficient than private insur-
ance, is just that. It is a myth.

According to a study released yesterday, Medicare costs have
been growing more slowly than that of private insurance for the
last 30 years. Medicaid costs for children and non-elderly adults
are growing at half the pace of private health insurance premiums.
Put another way, private health insurance plans would have to cut
their annual premium increases by half to rival Medicaid growth
rates. Pretty good for an entitlement without responsibility, to bor-
row one of the terms of endearment our friends Governor Bush and
Governor Rowland used in referring to Medicaid. It would be dif-
ficult to accuse State Medicaid programs of profligate spending on
children and non-elderly adults. The same holds true for spending
on the elderly and the disabled.
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I understand Governor Rowland is cracking down on long-term
care eligibility abuses, but I am sure even he would agree these
abuses have a relatively small impact overall.

If anyone can produce evidence that elderly and disabled Med-
icaid beneficiaries are systematically receiving care they don’t need,
or the States are paying providers too much for that care, I would
like to see the evidence. What beneficiaries are getting too much
coverage? What benefits should we not be providing? Tell us.

And while I think we can certainly find common ground when it
comes to Medicaid flexibility, increased flexibility is not going to
enable States to reduce Medicaid spending appreciably. Medicaid
costs are increasing because our population is aging and because
health care costs, particularly drug prices, are rising in both the
public and the private sector. Medicaid costs should grow because
Medicaid fulfills a societal need that is growing. If we abandon
Medicaid beneficiaries when actual and projected costs don’t line
up perfectly, then we will be fully responsible for increasing the
number of uninsured. So much for the President’s coverage goal.

There are responsible steps we can take to ease the pressure on
State budgets and protect beneficiaries. We can adopt the adminis-
tration’s proposal to increase the Medicaid rebates required from
drug makers. We can pass a meaningful prescription benefit. We
can Federalize the qualified Medicaid beneficiary program. But our
top priority must be to help State Medicaid programs weather the
current budget crisis so that beneficiaries don’t lose coverage.

Peter King, Republican from New York, and I have introduced
legislation to provide a temporary increase in Federal matching
funds. The bill would provide $70 million to Connecticut, $217 mil-
lion to Florida—not in form of a loan tied to a Federal funding cap
jeopardizing the future of Medicaid, but through direct assistance
to protect coverage for current beneficiaries. I understand Gov-
ernors Rowland and Bush oppose this legislation. Apparently they
don’t need help weathering enrollment increases associated with
economic downturn and the unanticipated explosion in prescription
drug costs.

Governor Rowland just cut 23,000 low-income adults from Med-
icaid. Governor Bush plans to cut 20,000 elderly and disabled indi-
viduals from Medicaid next year. I guess some are more entitled,
Mr. Chairman, to public dollars than others. You can’t eliminate a
societal need by ignoring it. Medicaid is too important for that.

Mr. BILIRAKIS. The Chair thanks the gentleman. Under our rule,
I would appreciate it if members would defer their opening state-
ments as much as possible. Governor Bush, I know, has another
appointment at something like 12:30. He has to leave between 12
and 12:30. It is just important that we all have an opportunity to
question him. But in any case, I will recognize the members for 3
minutes, and hope that many of you will defer, and now recognize
Dr. Norwood for 3 minutes.

Mr. NORWOOD. Mr. Chairman, I will defer my opening statement
in order to gain my 10 minutes worth of questioning.

Mr. BILIRAKIS. Eight minutes worth of questions.
Mr. Pallone.
Mr. PALLONE. Thank you, Mr. Chairman. Mr. Chairman, time

and time again, President Bush proclaims that our goal is high
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quality, affordable health care for all Americans, and time and time
again, Mr. Chairman, our President and the Republican leadership
did not follow up their words with actions.

In this hearing today, I am sure we are going to hear that the
President’s Medicaid proposal expands access to health care, how-
ever, in reality this is a proposal that blackmails States into block
granting Medicaid. By undermining access to care for the poor, the
sick, and the disabled, the President’s proposal weakens the health
care safety net and, in my opinion, adds to the widening credibility
gap that is putting him and the Republican leadership that support
his proposal further out of touch with the American people.

By block granting a large portion of the Medicaid program, this
proposal simply passes the buck on to hard-pressed States like my
own, New Jersey. By shifting fiscal responsibility to States, the
Medicaid Block Grant encourages States to limit their liability by
capping enrollment, cutting benefits, and increasing cost-sharing
for millions of low-income people.

Mr. Chairman, I think we need to strengthen not undermine the
Medicaid program by supporting an increase in the Federal Med-
icaid contribution. Mr. Brown mentioned the legislation that he
sponsored, that I have co-sponsored. That bill would provide a di-
rect infusion to States of over $9 billion in 2003 alone. And I know
States are always amenable to flexibility, but this kind of legisla-
tion is the type of Medicaid relief States desire, not a budget neu-
tral block grant.

Now, I know it was mentioned that this is Cover the Uninsured
Week, and it is very sad to me to see what has been going on. In
the time of the Clinton Administration, we recognized the fact that
there were a significant number of uninsured. We tried to establish
new programs, expand Medicaid, establish the SCHIP program, do
additional things through Medicare, and we even had additional
proposals to try to bring more and more people through money in-
fusion to the States, to try to reduce the number of uninsured.

The opposite is happening now under this administration. The
number of uninsured goes up, and that is because in many cases
the States don’t have the money to continue with SCHIP, to cover
not only the children but the adults, their parents, or even to ex-
pand it to include single adults. And I am afraid that what we are
seeing today is the continuation of the Bush Administration policy
that would simply say, ‘‘Look, we are not going to do anything,’’ or
‘‘We can’t do that much for the States, we have a budget problem,
and so you are just on your own. We will give you a little more
flexibility, but we are not going to give you the money so that you
can expand and cover more of the uninsured.’’ And it is very unfor-
tunate. The States cannot handle this. In my own State of New
Jersey, because of the budget crisis, there are going to be more and
more people that are uninsured.

The only way that we are going to reverse this is for the States
to give more money to the Federal Government, not to provide
some flexibility that ultimately is nothing more than a block grant.
The numbers show it. The facts show it. The number of uninsured
are going up. They were going down before this administration took
office. Thank you, Mr. Chairman.
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Mr. BILIRAKIS. The gentleman’s time has expired. The gentlelady
from New Mexico, Ms. Wilson.

Mrs. WILSON. Thank you, Mr. Chairman. I wanted to welcome all
three of you here today, particularly Governor Richardson from
New Mexico. You deal with now some of the things that I had to
deal with in a previous life in dealing with children who are abused
and neglected and in the custody of the State.

In New Mexico, we have one of the highest rates of uninsured
of any other State in the Nation, and 70 percent of the people en-
rolled in Medicaid in New Mexico are children, many of them in
the custody of the State, often physically healthy and emotionally
a wreck. And the way Medicaid deals with those children is terribly
important to our future and their access to health care.

I wanted to highlight the importance of some inter-relationships
here between Medicare and Medicaid and the SCHIP program. The
Federal Government sets the reimbursement rates for Medicare,
and most States and private insurance companies tie what they
pay to what Medicare pays, which is all set by the Federal Govern-
ment, and New Mexico and a handful of other States get the short
end of the stick because the Federal Government pays less in
Bernlillo County, or Torrance County, or Sandoval County, than
they do in Cook County or in Staten Island. We don’t pay into
Medicare based on where we live, and we shouldn’t be denied ac-
cess to health care because of where we live.

We need to add a prescription drug benefit to Medicare, and that
will help you, as State Governors, with your budgets because, if we
model it on the lines that we did a couple of years ago—in New
Mexico, for example—by adding a prescription drug benefit, $87
million worth of pressure comes off of the State Medicaid program
that is trying to cover prescription drugs for low-income seniors.

We also need to address the disproportionate share hospital
issue, and I hope that we will address that this year. There are
pockets of poverty and areas of hopelessness that we need to ad-
dress. We need to reform this system, and I look forward to work-
ing with you and with this committee to do so. Thank you, Mr.
Chairman.

Mr. BILIRAKIS. The Chair thanks the gentlelady. If he is still
there—Mr. Dingell, are you there—you are recognized.

Mr. DINGELL. Good morning, Mr. Chairman. Thank you. I would
like to welcome our three Governors. Governor Bush, welcome.
Governor Rowland, welcome. And to our old friend, Governor Rich-
ardson, a former member of this committee, welcome. It is good to
see you back in this room. We have missed you.

I am delighted, Mr. Chairman, to have this hearing. I think that
this is only the beginning of the inquiry that must be made by this
committee into the business that we discuss this morning. I note
that as we are sitting here, the Budget Committee is preparing in-
structions to this committee to cut $110 billion out of Medicare and
Medicaid. I think we ought to see this proposal before us with an
appreciation of what it means not just to this committee, but to
others.

I am delighted that we have the Governors here. I think it would
be splendid if we were to be hearing from witnesses who are recipi-
ents of Medicare and Medicaid so that we can understand what
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these proposals mean to us. It would be very useful if we could
hear from witnesses on behalf of the administration. I would note
that this committee is hearing this matter with a bag on our head.
We haven’t got the vaguest idea, nor do the three Governors sitting
here before us have the least idea of what this legislation means
because it has not been submitted to them or to the Congress. In
a word, we don’t know what is going on here.

I would note that I would normally counsel my friends, the Gov-
ernors, to read the fine print because I think we have at hand here
a situation which might best be described as a kind of legislative
‘‘bait-and-switch.’’ I hope that that is not the case, but I think that
we are looking at a situation where we are going to see block
grants, and I would warn the Governors that block grants have a
way of being cut over time, and that the money which would nor-
mally appear to be available may start out to appear to be avail-
able, but when we are done it ‘‘ain’t’’ there.

Having said that, I think that the proposals that I have seen and
the description I have seen of them coming from President Bush
are not reform but, rather, a frontal assault on the health insur-
ance safety net of this country. Under the guise of helping States
with fiscal relief, the President has proposed capping Federal as-
sistance to the States, ultimately shifting more, not less, of the bur-
den to the State. And this is going to be sweated out of the hides
of the recipients of Medicare and Medicaid.

Some say the proposal is optional, so what is the harm? Simple
fact of the matter is it is not optional, and it is not optional to those
who have needs. I believe we need a dialog on this matter.

I would note that the optional populations are an interesting
group. Illness knows no such designation as optional nor should
we. An elderly widow living on Social Security benefits, a mother
of two diagnosed with breast cancer through a CDC screening pro-
gram, or a 7-year-old with cerebral palsy living in a rural farm
area, these people may be optional by the letter of the law, but by
the great horn spoon they are not optional when we look at their
health needs and the concerns which they feel and the sheer terror
with which they confront their health problems.

I am particularly interested to hear today how our Governors
think this will affect the long-term benefits and others to their resi-
dents in their respective States. How will this proposal benefit
working families who rely on Medicaid to care for a disabled child
or a frail elderly parent, for example?

And I would note to you that most of the people who lack health
insurance in this country are working families and not parasites
who do not seek to work or to carry their end of the log.

There are a lot of needs here. The States need help to address
the problems of a growing—indeed, a burgeoning—low-income
Medicare and Medicaid population. The Bush proposal provides no
such relief.

States need assistance to deal with the cost of prescription drugs.
There is little, if anything, of that sort to be discerned here. The
Bush proposal provides, again, no such relief.

States need assistance with the cost of long-term health care.
There is no sign of that being here. I would note that, indeed, we
could probably expect that there will be cuts in these things, with
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consequences not just to patients, but consequences to providers—
to doctors, to nurses, to nursing homes, and the hospitals—all of
which are in significant peril or, indeed, may kindly be described
as being in desperate straits.

For more than 35 years, the Federal Government has been a
partner in this program. It has been a great program and it has
helped the people of this country.

I think I should close with a little advice to all concerned. I
would tell our Governors ‘‘read the fine print,’’ but there ain’t no
fine print here before us today, so we have no way of knowing ex-
actly what the administration proposes except to know that shortly
this committee will be receiving instructions to cut some $110 bil-
lion out of this program.

I thank you for your recognition, Mr. Chairman. I ask unanimous
consent to revise and extend my remarks.

Mr. BILIRAKIS. Without objection, the opening statements of all
members will be made a part of the record. The gentleman’s time
has expired.

I would remind all of the members of the subcommittee that I
was very pleased to see $3.2 billion in new money in the Presi-
dent’s budget. That does not connote a cut in Medicare services to
me. It basically says to us, improve it. We have additional money
here for those improvements.

And now the Chair would recognize Dr. Fletcher for an opening
statement.

Mr. FLETCHER. I will defer to the question period.
Mr. BILIRAKIS. The Chair thanks the gentleman. Mr. Upton.
Mr. UPTON. Thank you, Mr. Chairman. I am going to put my full

statement in the record and maybe take just a minute. I would like
to welcome our guests, and note that Governor Richardson looks a
little more wide awake than he did on the Today Show the other
day, but I figure that was 3:30 in New Mexico and you got up for
that show. Governor Rowland, it is good to have you back week
after week. And, Governor Bush, welcome.

I would just say I just came from the Republican Conference
where we talked a lot about the Republican budget, the Nussle
budget, that is likely to be on the floor next week. We were re-
minded that Medicaid has gone up to the States—Medicaid pay-
ments to the States—reimbursements have gone up by 78 percent
since Republicans took charge in 1995. However, the Nussle budget
apparently cuts 1 percent from the baseline for Medicaid, which is
a 2.5 percent reduction from the President’s request. And since the
Governors are on the front line of Medicaid and leading the States
to see who is eligible and the services that are provided, I will be
most anxious to hear from you three in terms of what will happen
if you look at a 2.5 percent reduction from the President’s request.
I yield back my time.

Mr. BILIRAKIS. The Chair thanks the gentleman. Mr. Waxman.
Mr. WAXMAN. Mr. Chairman, I am going to make no opening

statement, and reserve the time for my question period.
Mr. BILIRAKIS. The Chair thanks the gentleman. Mr. Stupak.
Mr. STUPAK. Mr. Chairman, I will reserve the time for my ques-

tioning.
Mr. BILIRAKIS. Mr. Green.
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Mr. GREEN. Thank you, Mr. Chairman, and I won’t take the full
3 minutes, but I would like to just make an opening statement be-
cause I know the timeframe that we have.

I was in the Legislature for many years in Texas and welcome
Governor Richardson. We obviously miss you on our committee.
And I know what my legislators in Texas are going through right
now, just like in Florida and other States.

And the concern I have is our solution is to block grant it and
provide flexibility. The problem is both on the Federal level and the
local level, we are seeing so much—I am worried we are getting
into the quality of the program in particularly States like Texas
who would not have a rich Medicaid program. That is the concern
I have, and so many people, particularly in urban areas and some
of our rural areas, are dependent so much on it. I do think we are
seeing maybe ultimately the demise of the Medicaid program, al-
though I can tell you right now the proposal that is on the table,
if States can borrow against 10 years from now under Medicaid, we
would do it because, again, we have a balanced budget requirement
in our State, like most States have, and we will do it now to pay
it back later, but I think the program will be hurt, and that is the
concern I have, Mr. Chairman.

Again, I am glad you are going to have a continuing series of
hearings not just from our Chief Executive of our States, but also
for providers, for recipients, for everyone else, because I think this
is too important for us not to delve into. Thank you.

Mr. BILIRAKIS. The Chair thanks the gentleman. Mr. Barton.
Mr. BARTON. Mr. Chairman, I will defer. I do just want to wel-

come my classmate from 1984, Mr. Rowland, and my nemesis on
the baseball field, Governor Richardson, and our good friend, Gov-
ernor Bush, from Florida. We appreciate you Governors being here.

Mr. BILIRAKIS. The Chair thanks the gentleman. Mr. Burr for an
opening statement.

Mr. BURR. Thank you, Mr. Chairman. Clearly, Mr. Barton has
aged at a much faster pace than his classmates.

Let me also take this opportunity to welcome Governor Bush,
Governor Rowland, and our good friend, Bill Richardson. And let
me stand up for the three of you in your defense. There are some
of us that believe that Governors do care about the people that live
in their State; that when you are sworn into office it is not to serve
as the leader of your State for some people and not for others; that
when you are in charge of a budget—in many cases like North
Carolina where ours is mandatory to balance—that getting control
of a Medicaid problem is an important budgetary item, but it is
also a great responsibility to make sure that those people at-risk
are covered in some way, shape or form.

There are some in this town that believe that great ideas only
come from here and, in many cases, whether you call something a
block grant or a gift or a stipend, if we send along with that money
the regulations as to how you have to spend it, it does you no good.
The fact is that each one of the States that are represented here
today—and I believe any other Governors that we could invite up—
have different challenges in their States as to how to design their
systems if they want them to rely on the strength of the health
care delivery system in that given State.

VerDate 11-MAY-2000 09:56 Aug 11, 2003 Jkt 000000 PO 00000 Frm 00013 Fmt 6633 Sfmt 6633 86054.TXT HCOM1 PsN: HCOM1



10

My hope—and I believe the President is right—to allow more
money up front, to allow you to make the structural changes that
you need to make to fix the health care delivery in your State, that
it not come with a set of mandates out of this institution or this
town, that it come with suggestions if we believe we have some
that are worthwhile, but ultimately we leave it up to you. I thank
the Chair.

Mr. BARTON. The gentleman’s time has expired. The gentleman,
Congressman Davis, do you wish to make an opening statement?

Mr. DAVIS. I do, thank you, Mr. Chairman, very briefly. I want
to welcome my Governor, Governor Bush, as well as the other Gov-
ernors, and briefly state that I understand why Governor Bush is
here today to promote the flexibility. Governor Bush has done some
very positive things for the State of Florida using flexibility, par-
ticularly with the developmental disability program, that I think
are a model for the rest of the country, and he is building upon a
tradition that Laughton Childs seized in using flexibility in the
Medicaid program.

But I think the key point to highlight here, that I am hopeful
Governor Bush will address, as well as the other Governors, in
States like Florida where the rate of aging in the population is be-
ginning to skyrocket, it is not truly reflected yet in the Medicaid
budget. By taking the flexibility and the additional funds, I am ter-
ribly concerned that Florida and other States are giving up the ad-
ditional Federal funds it will need in the years ahead as the popu-
lation grows and ages remarkably because, if you study the fine
print that Mr. Dingell referred to, each of the States that accepts
this program are being locked-in to a percentage rate of growth off
your 2002 fiscal year baseline. It does not take into account popu-
lation increase, does not take into account fully the rate of increase
in aging and the additional mental cost that poses. And I am ter-
ribly concerned about the long-term implications of that to the resi-
dents of all of our States.

I want to close by saying that one of the documents that has
been presented to this committee in support of the administration’s
recommendation are OMB numbers that show that ultimately the
goal here behind the President’s proposal is to reduce the cost of
the program and save money to the Federal Government. The key
question is how is that going to affect the folks at home, particu-
larly in States that are growing rapidly and aging rapidly. Thank
you, Mr. Chairman.

Mr. BARTON. Does the gentleman from New York wish to make
an opening statement?

Mr. TOWNS. I won’t use the entire 3 minutes, Mr. Chairman.
Mr. BARTON. The gentleman is recognized.
Mr. TOWNS. First of all, let me take the opportunity to welcome

my former colleagues to the committee, and also to thank Governor
Bush for coming.

My concern is Medicaid has been able to respond to the change
in treatment therapies for AIDS patients because there was no cap
or block grant of the program. When the cost of new innovative
therapies increased, Federal Medicaid dollars were available to as-
sist States with those rising costs. So I am concerned now as to
how States will be able to provide new therapies to people with
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chronic illnesses like HIV infection if this administration’s proposal
actually goes through.

So, I would hope that in your comments that you would address
this because I think this is a very important issue. And on that
note, Mr. Chairman, I yield back.

Mr. BARTON. The Chair thanks the gentleman. Does the
gentlelady from Colorado with to make an opening statement?

Ms. DEGETTE. Thank you, Mr. Chairman. I would like to join my
colleagues in welcoming our distinguished guests, and particularly
my Governor, the friend to the South, whose seat I took on this
committee when I was elected to Congress. This is a very impor-
tant hearing. I am looking forward to all of your testimony.

I would like to talk about Medicaid in general, but in particular
a couple of the programs. I have read the testimony, and there is
one point on which Governor Bush and I agree, and that is that
the Medicaid program which was adopted in 1965 was created at
a different time for a different population. It was established for
people who were not in general employed. But contrary to popular
belief, today most of the people in this country who are uninsured
are working. They are the working poor. Nearly 4 out of 5, or 78
percent, of those without health insurance in 2001 and 2002 were
employed. And Medicaid, in 1965, never factored in this population
or the challenges they face. And, similarly, Medicaid never factored
in our elderly population who is in need of these services.

In Colorado, 1.2 million people, almost 1-in-3 in Colorado under
the age of 65 do not have health insurance, and many States, be-
cause of their fiscal crises, are considering plans to cut funding for
Medicaid coverage. For example, the Colorado General Assembly
recently passed and my Governor, Bill Owens, signed a bill which
eliminates Medicaid coverage to legal immigrants. This is going to
affect, we estimate, maybe 17,000 people in Colorado. Now, this af-
fects people like 85-year-old women who have immigrated from the
former Soviet Union with promises that they would be taken care
of in the Land of Freedom. It affects young Latino children in my
district whose mothers are working several jobs, but whose employ-
ers do not offer health insurance. This is going to be devastating
to these populations.

Our Nation’s public hospitals are also suffering because of Med-
icaid and disproportionate share hospital or DSH cuts. Denver
Health, for example, is having a huge number of increasing people
coming in without insurance, but yet in the 1997 Balanced Budget
Act, Congress froze the disproportionate share funds.

The President’s proposal is silent on how the funding for these
providers is going to be treated. It doesn’t have a separate funding
stream, as near as I can see, to deal with these folks or to deal
with the many millions of children for whom SCHIP has been such
a benefit in the last 2 years. I am interested to hear in the testi-
mony how this will work.

And, finally, Mr. Chairman, I have a letter in my hand dated
January 16, and it is from Governor Bush, my Governor, Governor
Owens, and Governor Rowland, who is here, to President Bush and
Secretary Thompson about Medicaid. I would ask unanimous con-
sent that this be placed in the record.

Mr. BARTON. Without objection, so ordered.
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Ms. DEGETTE. And the point I want to make about——
Mr. BARTON. The gentlelady’s time has expired.
Ms. DEGETTE. If I may just finish my sentence.
Mr. BARTON. Finish your sentence.
Ms. DEGETTE. Thank you, Mr. Chairman. The point I would like

to make is that all of the Colorado programs that I know of in this
letter could continue without any fundamental changes to the Med-
icaid program. Thank you, Mr. Chairman.

Mr. BARTON. Thank you. And thank you for talking in complete
sentences, that was excellent.

Ms. DEGETTE. Always glad to help, Mr. Chairman.
Mr. BARTON. Does the gentleman from Louisiana wish to make

an opening statement?
Mr. JOHN. Yield.
Mr. BARTON. Does the gentleman from Michigan, Mr. Rogers,

wish to make an opening statement?
Mr. ROGERS. Not at this time.
Mr. BARTON. The Chair would recognize Mr. Stearns of Florida

to personally welcome his Governor, and ask Mr. Upton to take the
Chair.

Mr. STEARNS. Thank you, Mr. Chairman. I just want to welcome
the great Governor from Florida, Mr. Bush, and our colleagues
from the House, Mr. Rowland and Mr. Richardson. These are great
individuals who served with distinction here in the House, and so
it is always a pleasure to welcome our colleagues back.

For Governor Bush, I have touted his consumer directed care on
the House floor, and also talked about his preference for home and
community based care over institutionalizing our disabled. So I
think he is to be commended, Mr. Chairman, for his initiatives
here, and I thank all of them for coming on the floor.

And thank you, Mr. Chairman. I just want to make my opening
statement a part of the record.

Mr. UPTON [presiding]. Mr. Deal, would you like to make an
opening statement?

Mr. DEAL. Pass.
[Additional statement submitted for the record follows:]

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

Today we will hear from several of the Nation’s Governors on the current state
of Medicaid, and their views on what can be done to make the program work better
in serving the 47 million vulnerable Americans who depend on it.

This hearing occurs against a backdrop of extremely difficult fiscal times for our
States, and an clear need for increased Federal assistance to help maintain Med-
icaid services during this economic downturn. And obviously, this hearing is held
against the backdrop of a proposal from the Administration which would take the
first steps toward block granting the Medicaid program, removing vital protections
for beneficiaries, and capping the Federal commitment to bear its fair share of the
cost of the program.

Let’s be clear: the Bush Administration’s proposal is very bad news for the vulner-
able people who depend on help from the Medicaid program—
—most of the people in nursing homes—in fact nearly 5 of every 6 of this vulnerable

population,
—the wives and husbands left alone in the community who need enough money to

live on when their spouses have to go into a nursing home so that they can
avoid impoverishment,

—at least one-quarter of the disabled people covered by Medicaid, including severely
disabled people who need help in order to stay in the work force,
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—many of the children now covered in the program, as well as many of the preg-
nant women,

—people with AIDS who depend on Medicaid help for their life-saving drug thera-
pies,

the list goes on and on. In fact, there is hardly a current beneficiary who is not at
risk under the Administration proposal because of the simple fact that this proposal
caps the Federal financial commitment and severs the link between Federal support
and the cost and eligible population growth in any given State.

Instead of giving States the fiscal relief they need to maintain their Medicaid pro-
grams, the Bush proposal is an outrageous attempt to use the current fiscal crisis
to entice States to give up their open-ended access to Federal funds and to agree
to block grant the program.

There had been a great deal of attention to the carrot the Bush Administration
has put on the table to bribe States to give up the long-term Federal support that
under current law is inherently part of Medicaid. The Administration promises a
short-term loan of some $3.25 billion next year, and a total of some $12.7 billion
over the next several years—all of which has to be paid back through reduced Fed-
eral funding in the following three years—to States which agree to the block grant.
Not only is this increased funding clearly insufficient, not only does it have to be
returned out of future budgets—but it masks the real long-term fiscal threat to any
State that takes up the offer: a cap on future matching payments. It is unconscion-
able that the extra assistance has to be paid back. But even if it didn’t, closing the
end on the Federal share of the program—determining it by formula unrelated to
a State’s expenditures, is the real dagger pointed at the heart of Medicaid.

This Administration has made the calculation that Governors, understandably
desperate for fiscal relief now, will ignore the long-term fiscal plight in which they
will place their States if they agree to a cap on Federal support for Medicaid. I think
this demeans the Governors, and is a cynical attempt to deny fiscal help now to
States that stand up for their future rights and refuse to accept a future cap on
Federal funds.

Over a long history of block grant programs, we know that once an artificial cap
on Federal funds is in place, ultimately significantly less Federal funds will be avail-
able. The fact that the Administration has proposed an increase factor, based on a
nationwide formula, does not change that fact one wit. Once an artificial limitation
is in place, future increases in need, cost, and demand will no longer be the Federal
government’s problem.

This is particularly ironic and troublesome given the aging of the population and
the critical role Medicaid plays in providing nursing home and community care serv-
ices.

The very area States have identified as the one that should ultimately be a Fed-
eral responsibility is one for which the Federal government is capping its contribu-
tion.

All of us are willing to consider views of the Governors and of the beneficiaries
Medicaid serves to see what legislative changes would improve the program. We
know that immediate help in the form of an enhanced Federal match is critical. And
adjustments to make the program work more efficiently and effectively should of
course be considered.

But asking Governors to pick short-term fiscal relief over long-term Medicaid sup-
port is wrong. It is bad for the States’ ability to provide coverage to their needy citi-
zens. And the ultimate losers will be the people who depend on the program.

The Administration has tried to mask the effect of their proposal by claiming that
‘‘mandatory’’ populations will be protected. The implication is that the poorest will
be protected. That is wrong. It implies that this population will be unaffected. That
is wrong. Match for critical services like prescription drugs would face limited fund-
ing through the block grant. Further, there has been no assurance that growth in
payments for the population that still gets the regular Federal match would not fur-
ther reduce the block grant funds available.

This Administration has made no secret of its desire to get out of the open-ended
financial obligation that they have with the current Medicaid program. They know
that the population is aging, that services for baby boomers are on the horizon, that
expenditures for prescription drugs are increasing at double digit rates, that as the
technology to deal with severe disabilities increases costs do as well. They want to
insulate themselves from these fiscal problems and leave them in the lap of the
States.

This is the Administration that refused to support the bipartisan Senate bill that
passed overwhelmingly that would give an immediate increase in Federal matching
funds to all the States.
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This is the Administration that let funds lapse under the SCHIP program to pro-
vide health care coverage for low-income children.

This is the Administration that puts tax breaks for high-income people way above
any help for low and middle income people.

Make no mistake: if the Congress passes this proposal, it will mean more unin-
sured people, more vulnerable people who will not be able to get the services they
need, more tragedies for America’s families trying to care for aging parents, disabled
children, and kids with special needs.

It would mean a tremendous shift of responsibility to the States without adequate
Federal help.

It would mean the end of Medicaid, and a loss of its protections for the nearly
47 million Americans that depend on it.

Mr. UPTON. That concludes the opening statements. Governors,
welcome to the full committee, particularly Governor Bush, we ap-
preciated the welcome you gave to my Wolverines in the Orange
Bowl on January 1. Governor Bush, we will start with you. Your
statements are all part of the record, and if you would limit your
remarks to about 5 minutes or so—I know they are expecting votes
close to 11 o’clock for us. So, Governor Bush, welcome.

STATEMENTS OF HON. JEB BUSH, GOVERNOR, STATE OF
FLORIDA; HON. JOHN G. ROWLAND, GOVERNOR, STATE OF
CONNECTICUT; AND HON. BILL RICHARDSON, GOVERNOR,
STATE OF NEW MEXICO

Governor BUSH. Thank you, Congressman Upton, and I want to
thank Congressmen Stearns and Bilirakis and Davis for being
great Floridians and representing us so well up here in Wash-
ington. I was going to say something nice about Congressman Din-
gell. My dad told me to do that. It doesn’t help much, but it is a
joy to be with him and I appreciate the fact that he came to this
subcommittee meeting.

Rather than read what I was going to read, I want to respond
to some of the concerns. First of all, I am not here and I don’t be-
lieve that my fellow Governors are here to defend a concept that
hopefully will be thoroughly discussed—Congressman Brown and
others that have expressed—we don’t know what the fine print is,
but yet you all seem to have defined the fine print in your own
terms. I don’t know what the fine print is either, but I do know—
I do know—any proposal that does not deal with reforming the sys-
tem will create significant problems for all State governments. If
we do nothing, we almost assure that there is going to be reduction
in the number of people that are receiving care from Medicaid. I
believe that 48 or 49 of the States have either proposed cuts in this
year’s upcoming budget in terms of the number of people eligible,
or have already done so.

Reform is essential for many reasons, but one of them is to pro-
tect the people that are already receiving Medicaid because it is
such an important insurance benefit for so many people.

I think by providing flexibility, that we can embark on a period
of time where reform is the norm, where new ideas and innovations
are the norm rather than the exception. I appreciate the fact that
Washington has allowed us to take advantage of Medicaid waiver
requests and they have come faster than before, and we are very
appreciative of that. But managing the waivers is a complicated
process, and a cumbersome one at best.
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So, I would hope that the National Governors Association, in a
bipartisan fashion, working with Congress and the administration,
could come up with meaningful reform that gives us flexibility, that
allows us to protect the growing Medicaid populations that we
have—Congressman Davis, I concur with your assessment com-
pletely, that if we are locking into a budget allocation over a 10-
year period without having any recognition of the fact that some
States grow faster than others, then that would be a difficult—we
couldn’t participate in that both because of the aging of our popu-
lation as well as just the ongoing growth. We have 250,000 children
brought into the world each year in our State. Roughly 45 percent
of them are financed by Medicaid. We have a growing population
of the developmentally disabled. We have provided care over the
last 4 years. We have added 25,000 new people on those rolls
through a Medicaid waiver program, and those numbers are grow-
ing. So any reform has to recognize that there is a baseline growth
that is different for every State.

Having said that, an 8 to 9 percent increase in the Medicaid
budget, which is about where we are today—in the State of Florida,
that is $1 billion a year—will mean that in 12 years our State
budget will be completely—the budget we have today, the $52 bil-
lion budget, that is the size of our Medicaid budget in 12 years’
time. That is not a sustainable amount. No matter how generous
Washington wants to be to provide support for the States, we can-
not sustain that type of growth. There needs to be significant re-
form so that we focus more on prevention to lessen the cost of
health care, that we are creative in providing benefits that Med-
icaid beneficiaries want—and I will give you one example, and I
will conclude.

The SCHIP program is a great example of how, in partnership
together, Washington and States have provided health care insur-
ance for moderate and lower-income Floridians and Americans. It
is a great program. Medicaid beneficiaries would opt into that pro-
gram if they were given that chance because it has higher a quality
set of providers, a more expansive list of providers. It has the kinds
of options that families need. It is not as demeaning in many cases
as it is, sadly, for many of the Medicaid beneficiaries in terms of
their access to health care. It requires a co-payment. It requires
deductibles. But it is a wildly successful program. And because of
that, now 94 percent of all the children that are eligible for Med-
icaid or KidCare are receiving it. It is the vehicle by which we have
attracted many lower-income Floridians’ families to be able to re-
ceive the Medicaid insurance policy that they are qualified to re-
ceive. Were it not for that KidCare or SCHIP program, we would
have lagged behind. And so that, to me, is one of the models that
we should emulate. I guess that’s a block grant, I don’t know, but
it is incredibly successful, and our State is the third largest pro-
vider of SCHIP insurance in the country because people have em-
braced it. And that is, to me, the type of thing that working to-
gether we can achieve.

And I will conclude by urging the Congress to work with the
Governors. We hope to have a group under the leadership of Gov-
ernor Patton and Kemfor—we hope to have a group prepared to ne-
gotiate to take the best practices that we have used in a wide vari-
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ety of different areas, in curbing costs and expanding benefits, to
work with Congress and the administration to build a Medicaid
system that won’t be forced to cut people off over the long haul.
Thank you very much, Mr. Chairman.

[The prepared statement of Hon. Jeb Bush follows:]

PREPARED STATEMENT OF HON. JEB BUSH, GOVERNOR, STATE OF FLORIDA

Chairman Tauzin, Chairman Bilirakis, Congressman Dingell, Congressman
Brown, and Members of the Committee, good morning. Thank you for the oppor-
tunity to speak to you today about Medicaid—the nation’s health program for lower
income Americans.

The Medicaid program has now surpassed Medicare as the single largest health
insurance program in the nation. As the nation’s major health insurer of low-income
families, the elderly and the disabled, Medicaid spending nationally exceeded $250
billion in fiscal year 2002. The program consumes more than 20 percent of state
budgets and represents a growing and significant portion of the federal budget.
Medicaid enrollment is growing at annual rates of more than 6 percent, and spend-
ing is increasing nationally at a rate in excess of 13 percent.

Two weeks ago, the Nation’s governors met here in Washington and agreed that
the reform of Medicaid was an urgent priority. Secretary Tommy Thompson re-
quested that the National Governors’ Association form a Medicaid Reform Task
Force to work with the Administration and Congress NGA is formulating the Task
Force and expects to soon have a formal announcement. I have already agreed to
participate.

Prior to the NGA winter meeting, Connecticut Governor John Rowland, Colorado
Governor Bill Owens and I wrote to President Bush and Secretary Thompson. In
our January 16th letter, we provided a profile of today’s Medicaid beneficiaries,
shared our thoughts and concerns about the program, and offered suggestions and
support for reforming Medicaid. We must resolve not merely to tweak an old system.
We must seize the opportunity to create a new system that honors the original vi-
sion of Medicaid while also recognizing that our society and health care system have
changed dramatically over the 38 years since its inception.

I believe Florida can serve as a model for discussing Medicaid reform. On the one
hand, we are the very picture of the future of the United States, given our popu-
lation growth, our cultural diversity and our large number of seniors. On the other
hand, while we have implemented several programs designed to improve access to
appropriate services, those programs have also helped us to highlight the barriers
to a more flexible, responsive system. My hope is that this hearing will set in motion
a national discussion on Medicaid reform.

FLORIDA’S MEDICAID PROGRAM

Let me begin by reviewing how Medicaid serves Floridians.
Medicaid currently provides health insurance for more than 2 million Floridians,

or over one-eighth of our population—and finances more than $11 billion of our
state’s health care expenditures.

Medicaid provides health care coverage to our most vulnerable populations—chil-
dren in lower income homes, the aged and the disabled. For these Floridians, Med-
icaid has enhanced their access to care, improved their health, and contributed to
their quality of life.

The program currently serves more than 45 percent of the state’s pregnant
women, provides care for more than 1.2 million children, offers acute and chronic
care for 330,000 disabled individuals, supplements Medicare coverage for 288,000
seniors, provides coverage for more than 20,000 of our AIDS victims, and pays for
60 percent of nursing home days for approximately 47,000 seniors.

THE CHALLENGES

Florida’s experience also demonstrates that the Medicaid system has endemic
problems—problems that cannot be fixed by a growing economy or by one-time ad-
justments in the federal matching formula. Many of these problems are due to the
vast changes that have occurred in our society over the past several decades—
changes that could not have been anticipated by the original designers.

I’d like to outline briefly five challenges we face in Florida—population changes,
disease prevention, diminishing provider networks, red tape, and unpredictable pro-
gram costs.
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POPULATION CHANGES

Medicaid was adopted in 1965—at a different time, for a different population, to
finance a different health care system. Nevertheless, Medicaid today is largely un-
changed from what it was nearly four decades ago. It is tethered to an outmoded
insurance model that does not fully accommodate the changes in the marketplace
or reflect the new faces of our Medicaid populations.

The dramatic population shifts across the nation are especially visible in Florida.
The table below illustrates just some of the demographic changes that have occurred
in our state since Medicaid was created.

Florida—1965 Compared to 2000

Characteristic 1965 2000

Total Population ...................................................................................................... 5,954,000 .............. 15,982,378
% Elderly ................................................................................................................. 11.2% (1960) ........ 17.5%
Ages 5-17 ................................................................................................................ 23.7% .................... 16.9%
National Rank Population ....................................................................................... 10th (1960) ........... 4th
Foreign Born ............................................................................................................ 272,000 ................. 2,400,000

Percent of Total Population ................................................................................ 4.6% ...................... 15%
Life Expectancy ....................................................................................................... 69.7 (1960) ........... 76.9
Per Capita Income .................................................................................................. $2,498 ................... $27,764
% Below Poverty ..................................................................................................... 26.5% .................... 12.5%
High School Degree ................................................................................................. 41.1% (1960) ........ 84.0%

* Note: Data are from 1965 and 2000 unless indicated.

Medicaid was originally created to provide benefits to those receiving public as-
sistance and having exceedingly low incomes. Today, many beneficiaries work and
have incomes above the poverty level and a substantial percentage no longer receive
publicly financed economic assistance. Typical health care needs have changed from
acute care to chronic and long-term needs; and Medicaid increasingly serves as a
supplement to Medicare. We see more beneficiaries entering our program who have
worked and have had positive experiences with commercial insurance plans. They
come into the Medicaid program with an expectation and desire to be treated as ac-
tive participants in their own health care decisions.

The current Medicaid system, however, has not adapted to any of these changes.
For example, 47,000 Floridians are potentially eligible for consumer-directed care,
but only 1,500 participants are permitted under the federal cap on Florida’s waiver.
As a result, a 38-year old quadriplegic living in Key Largo without consumer-di-
rected care must go to bed at 5:00 pm every night, because the assistance he needs
is only available through agency health providers until that hour. Without the abil-
ity to direct his own care and choose his own providers, he has lost his independence
and dignity in choosing his bedtime.

A mother with two children contacted us to say that her two children—ages 10
and 5—had been members of the S-CHIP, Florida Healthy Kids. She appreciated
its affordability and the coverage it offered her family. In May 2002, she lost her
job, and needed to apply for food stamps. While she was not informed, Medicaid
rules required that her youngest daughter move out of the Healthy Kids program
and into Medicaid. After finding work three months later, the mother requested that
her daughter be re-enrolled in Healthy Kids, but was told that the child had to re-
main in Medicaid for another 9 months. At this time, her 10 year old was also re-
moved from the S-CHIP program and enrolled in Medicaid

The current Medicaid system is increasingly isolating beneficiaries from personal
choice and common sense answers to today’s health care dilemmas.

LACK OF FOCUS ON PREVENTION

Despite the billions devoted to Medicaid in Florida there is substantial dissatisfac-
tion with the program. Beneficiaries have trouble finding doctors who will accept
Medicaid. Specialists and continuity of care are particular problems. Patients strug-
gle with chronic diseases and their long-term effects. Medicaid focuses on treatment
and allows very little for prevention.

In order to design a system that focuses on prevention, it would be necessary to
provide incentives to those we contract to run our delivery systems (HMOs, EPOs),
using prevention to improve the health of our beneficiaries and lower short-and
long-term costs. It would also be important to reimburse health care providers using
a fee schedule that places value on prevention. The system permits payments to
treat and rehabilitate a stroke victim, but does little to encourage preventing the
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stroke in the first place through blood pressure control, education and counseling.
By focusing on treatment rather than prevention, the current Medicaid system has
its priorities reversed.

HEALTH CARE PROVIDERS ARE LEAVING THE MEDICAID SYSTEM

Frustrations are spilling over from our patients to our providers. Federally man-
dated services and the burdensome costs of administering a disjointed system leave
very little room in Florida’s Medicaid budget to adequately compensate doctors, hos-
pitals, and other health care providers. Many of our health care providers are no
longer willing to participate in the Medicaid program due to the rules and regula-
tions that have become more complex, and have compromised their ability to provide
the best care.

Consider that a child with cerebral palsy living in Volusia County must travel to
Hillsborough County—a five-hour round trip—to see a neurologist and orthopedic
surgeon to treat chronic back pain. Lack of local providers willing to participate in
Medicaid reduces access to health care, and worse, perpetuates an inferior tier of
care. This is only one example of the failures of the Medicaid program, but similar
failures occur daily.

Florida has sought to offer new opportunities for care, but we are limited when
we cannot keep providers in the system. Medicaid patients should not have to rely
on emergency room services, or have to delay receiving care because of limited pro-
viders available for coverage. Last year, non-critical Medicaid visits to Florida’s hos-
pital emergency rooms cost the system more than $40 million.

TOO MUCH RED TAPE

Bureaucracy is also isolating our patients from care. Providers constantly com-
plain about the difficulty of navigating patients through the current system—with
its paperwork and low fees. Patients also must maneuver the system, and are equal-
ly discouraged. There are costs associated with time delays, approvals, needless pa-
perwork, and processes for monitoring each individual component of our state pro-
gram. Current inefficiencies and bureaucracies also create an atmosphere for fraud
and abuse. These additional costs are burdensome for all, and dilute health care re-
sources.

To provide a more patient-focused system, Florida has implemented waivers to at-
tain some flexibility in meeting the needs of our beneficiaries. We have welcomed
the spirit of cooperation between the Administration, HHS, and the states in ad-
dressing Medicaid issues. We appreciate their effort to grant the states new flexi-
bility and opportunities for innovation through measures like the Health Insurance
Flexibility and Accountability waiver process.

However, managing multiple waiver programs on top of the federally mandated
Medicaid program has become a challenge in and of itself. Florida has seized the
opportunities afforded by federal Medicaid waivers, but a better system would elimi-
nate the need for waivers by building flexibility in as a guiding principle.

EXPENDITURES

The bottom line is that Medicaid is not serving the needs of those it is meant to
serve. If that isn’t frustrating enough, the program costs are unpredictable and
growing rapidly.

Virtually all states are facing unsustainable growth in Medicaid costs, and the na-
tion’s Medicaid price tag now surpasses that of Medicare. Florida ranks 4th nation-
ally in beneficiaries and 6th in spending. Our state spending is now increasing by
an average of $1 billion annually. Spending has nearly doubled in just six years.
Florida Medicaid now represents more than 22 percent of the state’s budget.

The number of Florida Medicaid patients is growing by more than 8 percent per
year. One in eight Floridians are covered by Medicaid. One in three Floridians get
their health insurance coverage through either Medicare or Medicaid. In just 12
years, at current growth rates, Florida’s Medicaid costs will equal today’s entire
state budget.

These are only five of our daily challenges. Populations continue to change, needs
are shifting, providers are dwindling, red tape is growing, and costs are spiraling.
Medicaid beneficiaries deserve a better system of care. The size of our joint federal
and state investment demands reform.
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CONFRONTING THE CHALLENGES

While we believe that a new Medicaid system is a necessity, that belief has not
stopped us from implementing reforms to make the old Medicaid system work bet-
ter.

Let me highlight what we have done in Florida to enhance Medicaid services for
beneficiaries.
• In the early 80s, Florida implemented home and community-based services for our

citizens who are disabled and elders. We participated in a demonstration to test
consumer directed care, allowing beneficiaries more discretion in planning for
and buying their services. Expanding this effort of choice and control for other
beneficiaries requires further permission through waiver approval—a timely
process that delays and limits access.

• We have expanded drug coverage for our seniors, while implementing a com-
prehensive prescription drug cost management program—one that preserves
benefits but uses aggressive utilization monitoring measures, oversees pre-
scribing and benefit use, secures supplemental rebates from manufacturers, and
promotes the use of preferred products. These efforts to serve this Medicare
population have been important to maintaining the health of those seniors who
qualify. Until a Medicare prescription drug benefit is enacted, there are still
many who do not have coverage.

• Recognizing that 50 percent of our spending is devoted to 5 percent of the popu-
lation, we implemented a large disease management program. We’ve developed
partnerships with drug manufacturers to prevent disease, engage and educate
our beneficiaries and encourage healthy lifestyles.

• This includes our groundbreaking public-private partnership with Pfizer, Inc. and
10 of the state’s largest hospital-based health care systems to help more than
80,000 patients diagnosed with asthma, hypertension, heart failure or diabetes
to manage these chronic diseases and their health. With Pfizer, we have also
launched a large-scale Health Literacy program. Knowledge is power. Literacy
and understanding are the keys to self-sufficiency, and the ability to participate
fully in the care of one’s health. As successful as these initiatives are in main-
taining good health and avoiding costly treatment alternatives, expanding it
into the mainstream can only be achieved through the flexibility of reform.

• Fraud and abuse are problems facing all payers and states. In Florida, we are
working to minimize the problem. We have done this by quantifying the extent
and nature of the issue, and where it is occurring. This effort has led to the
utilization of new software in order to develop better profiles of potential fraud
and abuse. We are limiting provider networks, using more sanctions, expanding
investigations, and increasing background checks. We will continue this effort
to safeguard our limited health care resources.

• We’ve greatly expanded the percentage of our population receiving managed care,
not just through health maintenance organizations (HMOs), but through new
provider owned and operated networks, minority physician networks, exclusive
provider organizations (EPOs), and emergency department diversion programs.
These are examples of meeting the distinct needs of the people in Florida. Tak-
ing ideas from the drawing board to reality requires a lengthy process of ap-
proval and limitations that hinder progress.

• In working with the state legislature, one of my highest priorities has been to pro-
vide a better system of care for Floridians with disabilities. Funding for the de-
velopmentally disabled population has increased by more than 100% during my
administration. The state provides our disabled citizens a meaningful choice of
home and community-based supports, rather than institutional care. Medicaid
reform will offer more flexibility for consumers and their families, and done
properly, will enable the state to manage the costs more effectively by targeting
the appropriate services for the individuals’ needs.

• Florida is also financing new residential programs for emotionally disturbed chil-
dren, nursing home diversion programs, and has implemented breast and cer-
vical cancer coverage statewide. Florida would like to do more in these emerg-
ing areas and others, but is constrained by the inflexibility of the Medicaid pro-
gram. For example, we have been working for the past six months on federal
waiver approval to implement a demonstration adult day health care program.
However, the waiver is focused in a two-county area for only 100 daily place-
ments. Despite sound reasons for seeking federal waivers, and successful dem-
onstrations in other states, federal regulations do not guarantee waiver ap-
proval even after a lengthy process.

• We have the third largest State Children’s Health Insurance Program (S-CHIP)
in the nation that together with Medicaid is reaching 80 percent of those eligi-
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ble. S-CHIP has been good for our children and stands out as a model federal/
state partnership.

We have implemented these initiatives in Florida while reducing the growth in
Medicaid spending by $1.3 billion from 1999-2002—without major changes in eligi-
bility or benefit coverages.

I have no doubt that other states have implemented Medicaid reforms that also
provide a glimpse of what a more flexible Medicaid program might look like. But
please make no mistake. None of Florida’s innovative programs represent com-
prehensive reform. While these ‘‘band-aids’’ make an outdated system work better,
they do not create a new system.

REFORM PRINCIPLES

In our January 16 letter, Governors Rowland, Owens and I suggested that it is
time to fundamentally rewrite the nation’s Medicaid law. In order to modernize this
program, we need to reaffirm its purpose, assure its long-term viability and estab-
lish a set of guiding principles.

We have the opportunity to restructure the program to increase access for the un-
insured, improve treatment outcomes, promote private sector coverage, and lower
future-year costs. Our goal should be to create a program that is grounded in pa-
tient access, preserves the dignity of the patient, and is predictable in terms of cost.

PATIENT FOCUS

I believe that the Medicaid program should be modified to encourage beneficiaries
to be active participants, make informed choices, and direct their own care. The sys-
tem should assist a family in identifying their specific needs and choosing the right
plan for those health concerns. Emphasizing current screening components of the
Medicaid program, we can determine patient needs and establish a medical relation-
ship that addresses their personal requirements, and is seamless to Medicaid pro-
viders.

This focus is critical to families who participate in the current program—about
50 percent of Medicaid beneficiaries in a 2000 nationwide study by George Wash-
ington University reported at least one stigma-related problem with receipt of Med-
icaid. They suggested that the application process is humiliating, with unfair per-
sonal questions, and they felt that they were treated unequally by physicians. They
felt badly about themselves, and believed that others had a misperception that the
Medicaid program is only for those receiving welfare. These problems can often
times lead to a delay in primary care until a beneficiary’s health becomes critical.

This dissatisfaction has been shared with us through feedback from our Florida
beneficiaries. Family after family has indicated that they would trade their Med-
icaid for S-CHIP like coverage and pay for it, but states are prevented from allowing
these choices. Like S-CHIP, beneficiaries could contribute to the cost of their care
through policies that use incentives for good preventive care, appropriate utilization,
and sound decision-making regarding their family’s needs.

When used properly, beneficiary cost sharing can improve health care. For exam-
ple, if states were able to use meaningful but affordable co-payments for the non-
emergency use of emergency rooms, patients would have an incentive to see their
physician more regularly for care. The result would be better treatment and preven-
tive care, with more emphasis on total well-being.

FLEXIBILITY

Medicaid is today largely what it was in 1965. Unlike other public programs, it
has not been modernized. It still has many of the original eligibility and benefit
mandates, discourages personal responsibility, encourages dependency, and limits
cost sharing. The program emphasizes treatment rather than prevention, and does
not reflect the new health care marketplace, the changing demographics of Medicaid
beneficiaries, and new options tested by the states through waivers.

Extensive state plan and waiver standards and processing requirements are un-
wieldy and time-consuming. Although states have served as laboratories to test in-
novations in health care, we are constrained under the current outdated Medicaid
model. State flexibility will create economies, lead to further innovation, and facili-
tate the spread of best practices between states. Flexibility will allow a state to tai-
lor its program to fit its unique needs, even community by community. Truly, one
size does not fit all. States should have the additional flexibility to partner in inno-
vative ways with cities and counties in providing health care through locally de-
signed networks.
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CHOICE OF COMMERCIAL MODELS-PRIVATE OPTIONS

The nation’s most recent work in designing a health insurance program was with
S-CHIP in 1997. I commend Congress and the Governors for this outstanding effort,
and for the legacy it is creating. It required states to use commercial coverage as
the benefit standard, and providers and consumers alike have given high marks to
the results. I believe the development of an S-CHIP-like model could be a roadmap
for Medicaid reform.

Across the country, we applaud our private health insurance system, but that sys-
tem is increasingly a public one. One of four Americans gets their health care
through Medicare, Medicaid, and S-CHIP. As encouraged by the S-CHIP statute,
through buy-ins and subsidies, we can promote private coverage.

SIMPLIFIED ADMINISTRATION

Many potential beneficiaries delay Medicaid participation to avoid the difficult,
and often humiliating administrative process. New flexibility will encourage earlier
access to health care, and healthier patients.

Medicaid beneficiaries have extensive application hurdles. Provider billing is com-
plicated and medical record requirements are extensive. Simplification through
HIPAA will help, but I think there are many other things we can do to simplify the
administration of the program.

In Florida, we are trying to further limit administrative costs and reduce burdens
on our beneficiaries by out-posting eligibility workers, shortening and streamlining
eligibility applications, using passive eligibility re-determinations, using presump-
tive eligibility, coordinating eligibility between public programs, expanding provider
electronic billing and remittance, and limiting attachments to claims. These efforts
help maintain the dignity of those in the program, and control costs. Flexibility will
allow us to eliminate many of these barriers.

AFFORDABILITY

If we reform Medicaid by emphasizing the first four principles, we will also realize
our final principle, and that is affordability. We simply must get a handle on the
exploding costs of this program.

The Medicaid program has now surpassed Medicare as the single largest health
insurance program in the nation, covering 44 million Americans. The nation’s gov-
ernors and state legislatures are struggling to balance their budgets, some are fac-
ing billions in deficits, and many have been asking for immediate fiscal relief.

I urge you to recognize that spiraling Medicaid costs are not merely a budget
issue. Any program in which costs spiral out of control—no matter how noble—se-
verely limits our ability to fund other state priorities that also enhance our quality
of life and which our people clearly want to fund.

These are basic principles—patient focus, flexibility, choice, simplification and af-
fordability. With reforms that address these principles, Medicaid should ensure that
we get both good care and good health.

A REFORM AGENDA

While Congress has updated the Medicare program several times since its enact-
ment, there have been few attempts to reform the Medicaid program. No matter
how successful states have been in stretching the muscles of the Medicaid program
to compensate for the lack of meaningful reform—these efforts will only take us part
of the way.

As a first step to reform, I would like to offer the following specific suggestions:
• Tailor a program to meet the needs of different populations. Medicaid could have

many parts providing different coverages for different populations to meet dif-
ferent needs. It might include a core package of benefits, a long-term care pack-
age, and a supplemental package for lower income individuals with specific
chronic health conditions.

• Recognizing S-CHIP as an example of how comprehensive, affordable packages
can be crafted, we should consider state proposals to design benefit packages
that look more like commercial models.

• Encourage Medicaid beneficiaries to be active participants in the program by
making informed choices, directing their own care, sharing in the cost of their
care, and helping to control program costs.

• States should be provided with greater flexibility in determining their Medicaid
program designs and addressing the needs of their unique populations.

• Recognize state and federal funding limits. We want to provide care for those in
need and seek their active participation in managing their health. We rec-
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ommend moving away from entitlement without responsibility and encourage
the recognition of the capabilities of beneficiaries.

• Reverse recent trends and encourage choice through private health insurance, and
supplementing costs when necessary.

• Promote better integration and collaboration between Medicare and Medicaid pro-
grams for common populations and break down the distinct walls between acute
and long-term care.

• Modernizing Medicare, including a prescription drug benefit, would provide an es-
sential step in advancing Medicare reform and assist state Medicaid programs.

• Focus on healthy lifestyles and promote personal responsibility.
• Consider mental health reform as an important component of any Medicaid re-

structuring.

THE FUTURE OF MEDICAID

The current Medicaid system simply cannot be the best system possible. Across
the nation, patients feel stigmatized and families have inferior access to care, pro-
viders are abandoning the system and costs are exploding. Florida does not have
all the answers to these problems, but our experience does suggest that a better
model for a new Medicaid program is not unrealistic.

I believe that this Congress has the courage and the vision to see what is working
in the Sunshine State and in other states. I believe that this Congress can craft a
new program for the nation that will serve our people better. I believe that this Con-
gress has its work cut out for it, but we all must proceed as if lives depend on our
very actions. They surely do.

Mr. UPTON. Thank you, Governor Bush.
Welcome, Governor Rowland.

STATEMENT OF HON. JOHN G. ROWLAND

Governor ROWLAND. Thank you, Mr. Chairman. First, we would
like to thank you for the opportunity to present some of our ideas
and some of the suggestions we have for what we think is a work-
in-progress.

I certainly appreciate the comments made by the members, and
what I would like to also do is respond to some of the comments.
Congressman Dingell came to the NGA meeting a few weeks ago
and made some of the similar comments, and talked about reading
the fine print. And at that time, I responded by saying that the
Governors of this Nation would like to help write the fine print.
And we fully recognize that we have the most to lose or gain, that
the Congress is very busy. You have numerous issues to direct your
attention to, and when all is said and done, this is a plan that al-
lows Governors, Republican and Democrat, to better manage their
budgets but, more importantly, to better serve our constituents.

So I wanted to respond to some of the comments I have even
read in the papers from Members of the Congress that have said,
‘‘Well, we can’t possibly allow this reform to go back to the States
because the Governors and the Legislatures, they don’t really care
as much about the constituencies as we do.’’ And I would like to
add that we do this for a living, all of us and, believe it or not, the
days of Governors coming to Washington just asking for more
money are over. Of course, we would all love to have more re-
sources and increases in every budgetary line item, but the new
day, the Governors that you see in the modern era, are here to say
we are willing to try to reform the systems that we are managing
back home each and every day of our lives.

And as I listen to some of the comments on both sides of the
aisle, I can’t help but look back in a sense of deja vous that I am
sure that the welfare reform discussions of years ago were very
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similar to these discussions, that if we reform the welfare system
people will go hungry, and so forth and so on. Probably the best
thing we have ever done in government was to reform that welfare
system. In my State, 40,000 people now off of welfare and working
and getting educated and having a much better quality of life.

The reality, as Governor Bush pointed out, there are probably 42,
43, 50 States, in some way, shape or form, that are making
changes, negative changes to Medicaid. We have 45 States that are
facing deficits. We have growing populations. You know all the
issues and I know the issues as well. But I want to add that during
the good economic times of the last six or 7 years, many of our
States, the majority of our States, added to the Medicaid program,
added options, increased the populations, increased the poverty lev-
els. We are up to, in what we call our HUSKY plan, which is our
uninsured program for children and parents, we increased that for
children up to 300 percent of the poverty level. So we had working
families making $54,000 a year that were eligible to put their chil-
dren on the State-run HUSKY plan, which is a darn good plan.

And so Governors and legislatures, in the good times, have des-
perately tried to increase the poverty levels and increase the popu-
lation served and increase the benefits across-the-board. So we do
recognize the tougher economic times, and I want to just review a
couple of the facts, and the facts are all going north. All of our pop-
ulations are increasing. Health care costs, the percentages of our
budgets, the Medicaid population costs certainly are 20 to 25 per-
cent of our budgets. If you take in all health care costs, easily 40
percent of all of our State budgets. So this is something that Gov-
ernors have laser-like focus on.

And during our National Governors meetings and discussions, we
recognized and realized that we have an opportunity, and we recog-
nize it is our opportunity, and it is a defining moment and a win-
dow of opportunity that we could lose if we do not engage with the
Congress and tell you all how we think the program can work.

Now, some will say, ‘‘Well, it is not broken and it doesn’t need
fixing.’’ I have heard those arguments and read those arguments
over the last several weeks. We are not saying that it is totally bro-
ken. What we are saying is we need the flexibility. Most of us who
have been Governors for a period of time have spent most of our
time seeking waivers to expand Medicaid, and seeking waivers to
do more resourceful things.

And in my testimony I have an example of three working fami-
lies that can take part in a variety of different programs offered by
the State of Connecticut. A family making $40,000, working, can of
course use their insurance plan at work, and those costs are in-
creasing by 15 or 20 percent per year, and their co-pays are in-
creasing. We have another plan that allows working families to put
just their children into the uninsured health care plan, and that is
a great program, but those co-payments and those changes are tak-
ing place, as well. And then, of course, a third family with a lower
income, both the father, mother and the children can go into the
plan.

The reality, however, is that with our budget constraints we will
be taking away that benefit to the parents. And so now the ques-
tion becomes ‘‘How do we take care of that uninsured person?’’ And
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Governor Richardson will talk about the huge percentage of unin-
sured people he has in his State. I will tell you that we do a great
job insuring our people because we have great benefits and a fairly
wealthy population. But because of the budget situation, I now
have to think creatively of how to help that person who had the
HUSKY plan for adults last year, who on April 1 will no longer
have that plan. Give me the flexibility to help—and in my presen-
tation I have a hypothetical presentation to help my friend Tony
be able to pay for the plan at work.

The other key issue is long-term health care. We try to get most
of our residents to move to Florida, to retire in Florida, and to be
on the Medicaid rolls in Florida, and we are very, very successful.
But for those that choose to stay, I need flexibility. Our health care
costs and our nursing home costs are through the ceiling.

I did a comparison of the average nursing home cost versus as-
sisted living, for example. You are talking $3,000-4,000 difference
per month. And doesn’t it make more sense to use at-home health
care and assisted living programs and have a whole menu of possi-
bilities ranging from a lot of medical attention to providing meals?
If Governors have that flexibility, we can avoid paying $4,000 or
$5,000 per month to take care of our aging population and allow
our seniors to have some dignity to live at home or to live in as-
sisted living accommodations, and right now we don’t have that
flexibility, and I think that would be a huge, huge savings.

Now, someone will say that we are going to run out of money in
7 years. The truth is that what you see from the proposal is a $12
billion up-front investment. And then I think the job becomes the
States’. Can we, with that up-front investment of $12 billion over
the next 7 years, can we creatively the options and the savings and
the programs that serve our populations?

And I said this to some congressmen earlier today, I am a firm
believer that if we fail miserably—if we fail miserably—seven years
from now—and I don’t think we will—I am sure the Congress is
not going to walk away from that population. So this window of op-
portunity allows the Governors of this great country to provide the
flexibility, the resources, the ingenuity, and the capabilities to
change the status quo because the status quo is not working. The
status quo is a budget-buster. We are not saying it is totally bro-
ken, we are just saying, my gosh, we need to do something about
it because, if we don’t do anything, I will guarantee you one thing,
you will continue to see the Medicaid population decline in terms
of who we serve.

Mr. Brown mentioned Connecticut and how many Medicaid re-
cipients we have taken off, and in Florida, and I would also point
out, in California, the Governor there wants to cut 543,000 people
off the Medicaid rolls. And in Michigan they are cutting 52,000 pa-
tients. Missouri, it is 20,000. Nebraska, it is 22,000. Tennessee,
160,000. So what we do know is that will continue to decline in our
services and our capability. And I have the optimism and I believe
that with the work of the legislatures and the Governors, we can
fix this problem before it gets any worse.

So I would end by saying that I know that many things in Wash-
ington end up being somewhat of a partisan nature, as welfare re-
form was a handful of years ago, the States can provide the safe-
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guards, we can provide the flexibility, if you give us the oppor-
tunity. And I guarantee you that we will not let the citizens of this
country down.

I know that there are many interest groups that will protect the
status quo, and I am saying to you that, hey, we can work with
everybody, and I believe with the Congress, in assuring that we put
a proposal together that everyone can be happy with, with the ap-
propriate safeguards to make sure that at the end of the day we
can take care of those that we serve and those that we care so
much about.

So, I thank you for the opportunity. I am looking forward to your
questions. And as Governor Bush said, the National Governors As-
sociation is in the process of putting together a committee which
now sounds like of 12—which is a frightening number—but we rec-
ognize the sense of urgency in working with all of you. And tomor-
row morning when you are all talking about Iraq and tax policy
and other issues, the Governors of this country will be home at
work doing what we do best, and that is trying to take care of our
citizenry, and we just need your help and your support and your
trust. And it is not a leap of faith, we truly believe that this is a
partnership that can work very effectively.

[The prepared statement of Hon. John G. Rowland follows:]

PREPARED STATEMENT OF HON. JOHN G. ROWLAND, GOVERNOR, STATE OF
CONNECTICUT

Chairman Tauzin, Chairman Bilirakis, members of the subcommittee, and distin-
guished guests. Good morning. Thank you for the opportunity to appear before you
today to testify in support of the President’s proposal to reform the Medicaid pro-
gram. If there is one message that you take away from speakers that you will hear
today, it is that these reforms are necessary if the states are going to able to sustain
a health care safety net for working families during the hard economic times that
the states now confront. The status quo based on outdated concept of the same indi-
vidual entitlement for all covered populations is not an option.

Let me begin by describing a theoretical conversation between three workers em-
ployed by a light manufacturing company in my hometown of Waterbury, Con-
necticut. The first worker, we’ll call him ‘‘Joe’’, is the head of a household of four
persons, including his wife and two children. ‘‘Joe’’ earns over $40,000 a year. He
is the only wage earner in his family. He has provided health insurance to his fam-
ily for the past ten years through the group health plan provided by his employer.
During the last three years he has seen his contribution towards coverage for his
dependents increase by 15% per year. He pays a $20 co-payment each time a mem-
ber of his family sees the doctor. He pays a co-payment of $10, $15, or $35 for each
prescription depending on whether the prescription is for a generic drug, a legend
drug, or a drug, which is not covered by the formulary, offered by his health plan.
All of his covered benefits are subject to defined limits on amount and duration. His
employer plan is self-insured, and is therefore protected from state or federal regu-
lation by ERISA. His appeal rights for any denials of service are limited to those
defined by his employer. He has no coverage for dental care, vision care, or home
care and only limited coverage for behavioral health and rehabilitation services.

The second worker is ‘‘Maria’’, a single mother of three. She earns just under
$40,000 a year. She has declined coverage for her dependents and has enrolled her
children in Connecticut’s SCHIP program known as HUSKY B. For her three chil-
dren she pays a maximum premium of $50 a month. Her children have no drug for-
mulary. She pays a $3 co-payment for generic drugs and a $6 co-payment for legend
drugs. Her co-pay for office visits for her children is only $5. Her children enjoy full
coverage for dental, vision, and behavioral health services. If a service is denied, she
can appeal that decision at no cost through the State Department of Insurance.

Finally, there is ‘‘Tony’’. As a new employee with less seniority than either ‘‘Joe’’
or ‘‘Maria’’, ‘‘Tony’’ earns $27,000 a year. With an household income under 150% of
the federal poverty limit (FPL) for his family of four, ‘‘Tony’’ has enrolled himself,
his wife and his two children in Medicaid managed care, known in Connecticut as
HUSKY A. ‘‘Tony’’ pays no monthly premium for any member of his family. He pays
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no co-pays for any service, including prescription drugs. His family is not subject
to any absolute limits on services. The Managed Care Organization (MCO) in which
he is enrolled does require prior authorization for certain prescription drugs, but he
can obtain a 30 day temporary supply even if prior authorization is denied if his
physician certifies that there is an urgent need for the medication. If any member
of his family is denied a service, he must be informed in writing. If the denial is
for a service that has been ongoing, he can continue to receive the service pending
the outcome of an appeal to his MCO or a Fair Hearing with the Department of
Social Services. His family enjoys full coverage for all the services covered under the
Medicaid State Plan. His children may be eligible to receive services beyond those
covered in the State Plan under the EPSDT (Early and Periodic, Screening, Diag-
nosis, and Treatment) benefit if the services are deemed to be either medically nec-
essary or medically appropriate.

The topic of their conversation today is the reductions in benefits faced by these
three workers on April 1. ‘‘Joe’’ is anticipating another increase of 10 to 15% in his
contribution towards the cost of covering his dependents in the year ahead. He may
have to consider a plan for his family with a higher deductible or increased co-pay-
ments. ‘‘Maria’’ will see her monthly premium for her children enrolled in HUSKY
B increase more moderately from $50 to $75 a month. Some of their ancillary bene-
fits will be eliminated, but she is looking forward to new in-home behavioral serv-
ices for her son under the Behavioral Health Partnership involving the Departments
of Social Services, Mental Health, and Children and Families.

For ‘‘Tony’’, the future is more uncertain. Due to the rising cost of health care and
the sharp decline in state revenues, his wife will lose coverage under Medicaid on
April 1. The family will no longer be able to receive coverage through the same
health plan. Although his children will be able to retain their coverage, ‘‘Tony’’ may
find himself uninsured if he is unable to pay the cost of his own rising employee
contribution at work. He is hopeful that the State will be able to provide a subsidy
towards the cost of family coverage at work, but he knows that it is dependent on
federal approval for a waiver that may take many months to obtain.

It is a cruel irony in this situation that the working family that recently benefited
from the expansions in Medicaid eligibility during the economic boom now find
themselves in the most precarious position. The entitlement that was supposed to
protect them has caused some members of the family to lose their coverage all to-
gether due the costly benefits and administrative requirements that are unique to
the Medicaid program. In 22 states, including my own, Medicaid eligibility has been
reduced. Medicaid benefits have been reduced in 22 states, and many others are
seeking to implement premiums, co-payments, preferred drug lists, and other tech-
niques routinely applied in the private sector to contain health care costs. Faced
with the startling rich benefit package and cumbersome administrative require-
ments adopted in Medicaid to protect the most vulnerable, states find themselves
forced to withdraw coverage from working families.

Now, you might ask, why don’t the states move expeditiously to implement cost
containment measures? The answer is, we have and we will. States have a great
deal of experience in managing a health care delivery system that goes far beyond
the mandates of the current Medicaid statute.

However, that capability is eroding. Prescription drug costs continue to rise at 15
to 20% per year. Legal challenges and regulatory requirements have made it in-
creasingly difficult for the states to maintain a managed care network to control
costs. Amendments to waivers and State Plans are slow and subject to challenge in
the courts. We need the flexibility to adapt the coverage that we offer to all of the
Joes, and Marias, and Tonys to fit the times we live in, coverage that makes sense,
maintains equity and personal responsibility, and is sustainable.

The President’s proposal offers the states a realistic chance to do just that. But
there is another face to the Medicaid program. It is the face of thousands of individ-
uals living with disabilities, of the elderly in long term care, of the families receiving
benefits under the Temporary Assistance to Needy Families (TANF) program. We
will never turn away from the obligation that we have to provide Medicaid benefits
to these mandatory populations and federal funding should continue for these
groups as it is today. The flexibility that we seek through the President’s reform
proposal will only enhance our existing efforts to provide services to these popu-
lations with dignity and in the least restrictive environment.

In Connecticut we have provided state funded assistance to these populations that
pushes the boundaries of Medicaid coverage for prescription drugs, home care, and
assisted living. Often times these programs have been state funded, simply because
we cannot wait for Washington to do the right things to forestall the onset of the
looming crisis in providing affordable long term care for the aging baby boom gen-
eration. Make no mistake about it, if the states cannot develop a comprehensive net-
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work of care that includes alternatives to nursing home care for this population, our
resources will be consumed by this issue, leaving little to provide for the uninsured.
That is why we are pursuing a waiver of the current rules on the penalty period
for illegal asset transfers; Long Term Care Insurance; Medicaid reimbursement for
assisted living; a spend down option for persons who receive home care to address
the institutional bias in Medicaid eligibility; and a host of other strategies to contain
the costs of lifelong care. These strategies are every bit as dependent for their suc-
cess on the kind of flexibility offered by the President’s proposal as those directed
at providing coverage for working families.

President Bush has taken an important step towards addressing this problem
with his proposal for prescription drug coverage under Medicare. There are a host
of other issues concerning the dual eligibles, those individuals who are covered by
both Medicare and Medicaid, that that are of great concern to the states. States
must be given the ability to manage the care of those Medicare beneficiaries whose
premiums they pay for and whose benefits they supplement through the Medicaid
program or that financial relationship must also be revisited.

This proposal provides a forum for that conversation, meaningful conversation, to
take place. I ask that you support it, and that you help us provide sustainable cov-
erage that can address the challenges of the new century. Thank you. I would be
happy to answer any questions that you might have.

Mr. UPTON. Thank you very much, Governor Rowland.
Welcome back, Governor Richardson.

STATEMENT OF HON. BILL RICHARDSON
Governor RICHARDSON. Thank you very much, Mr. Chairman.

First, let me say how great it is to be back in this room with my
old colleagues. Fifteen years I spent on this what used to be the
most exciting committee in the Congress. I take it it still is. And
I want to just thank all of you for the nice comments, and it is
great to be with my colleagues from the National Governors Asso-
ciation.

Mr. Chairman, I want to make four basic points and then per-
haps suggest some ways we can work out some of these very seri-
ous problems that we are having with Medicaid in our country. I
think we have to look in the larger context that this is a time of
an economic downtown, a serious economic downturn in our coun-
try. People are hurting. We may be going to war soon. There is a
lot of economic uncertainty. And the four basic points I want to
make are obvious, but I think they need to be made.

First, Medicaid plays an essential role in the health care delivery
system and economies of all the States. It is a key program. Forty-
seven million Americans use this Medicaid program. In my State,
two-thirds of Medicaid enrollees are children. I think what also
needs to be noted is Medicaid also plays a key role in the econo-
mies, in the economic health of our communities, $3.4 million in
business activity for every $1 million spent.

The second point I want to make is Medicaid costs are rising de-
spite the best efforts of Governors trying to control those costs, and
there are several reasons for those increases. First, prescription
drug costs—I know you are going to try to deal with that—$7 bil-
lion per year growing at a rate of about 20 percent per year. The
second is enrollment increases. In my State of New Mexico, 10 per-
cent will increase next year just by normal activity—10 percent
more enrollees—and it will increase by 3 million in this country
since 2000.

Long-term care of our aging society, that is another reason for
the increases. Medicaid cost growth is causing serious State budget
problems. State revenues have plummeted with 16 States actually
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experiencing negative growth in 2002. Medicaid’s aggregate cost
grew by 13 percent in the year 2002, the fastest growth in a decade
just this last year.

Third, Medicaid’s historic Federal/State partnership is critical
and has to be preserved. We have to find ways to keep that part-
nership strong and alive. The Federal side has always participated
proportionately in the Medicaid program.

Fourth, and my fourth point, Mr. Chairman, is in this year that
you are going to deal with Medicare and Medicaid, it is critically
important that the Congress act to strengthen Medicare and Med-
icaid and make some of these programs more responsive to States
and more responsive to beneficiary needs.

What we need to do is also find ways that States get some kind
of fiscal relief and we put in some kind of adequate cost-contain-
ment that already have broadbased national support. We also have
to look at Medicare, and I know you are going to be doing that.
Medicare reform is as key as Medicaid reform. We have got to do
them together, and we have got to do them now because what is
happening is the State share of Medicare enrollees’ health care cost
has increased from 30 to 40 percent and expected to reach 45 per-
cent by the year 2012.

Now, Mr. Chairman, I think what is also important is that we
be concerned about some of the reports that are coming out about
plans that are going to be considered, perhaps the administration
plan. Capping the Federal portion of Medicaid spending leaves the
States with most of the risk. This new proposal, if it happens—and
I admit that details are still sketchy, that it is going to be formu-
lated, that we are discussing it—that increased flexibility is always
great, but what does that mean for a Governor? Does that mean
that I can now make easier decisions on who to take off the rolls?
I think we have to be very careful that that is not the flexibility
that we are talking about.

I think it is also important that we not have a choice between
limited new resources—and I admit that the early funds that we
get in the Medicaid proposal perhaps the first 3 years are good, but
then in the outyears as you get into the seventh, eighth and ninth
year, the resources dwindle dramatically and there is a cap, and
that is going to be a problem for many States.

What do we do about this, Mr. Chairman? I think, first of all,
let us do no harm. One of the concerns that we have is that at this
point, as I have said, we have potentially millions of Americans
whose coverage is at risk as a result of the State fiscal crises and
the economic downturn. We should act quickly to provide some
kind of State fiscal relief to preserve coverage for families, and I
am talking about now, at this time, before your plan and your con-
sideration is given in the next year to changes in Medicaid and
Medicare.

Second, let us remember that Medicaid is the lifeline of our most
vulnerable citizens. I don’t think that capping Federal assistance is
going to improve access, and I hope that you seriously consider
that.

Third, I think we can provide States with fiscal relief and new
flexibility without block granting the program. You did this, the
Congress did this, in 1997. Congress provided States with many
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new flexibilities without capping a Federal program. The health
care needs of our people aren’t going to go away. Capping is just
going to shift the burden down to the States and down to families,
but capping the program shifts the burden, and I don’t think we
should do that.

My last point, Mr. Chairman, we need to continue the State/Fed-
eral partnership, not weaken it. And my hope is that through the
Governors Association and through working with this committee
and the other body, we can come up with a plan that is truly bipar-
tisan, that truly reflects the needs of our citizens. I want to echo
what Governor Rowland said, we are not here to ask for handouts,
we are not here to ask for just give us money and let us decide ev-
erything, I think we are ready to see a viable Medicaid program.
The status quo is not working. Thank you.

[The prepared statement of Hon. Bill Richardson follows:]

PREPARED STATEMENT OF HON. BILL RICHARDSON, GOVERNOR, STATE OF NEW
MEXICO

Mr. Chairman, former Chairman and Ranking Democrat Dingell, Subcommittee
Chairman Bilirakis, Ranking Democrat Brown, Congressman Waxman and Mem-
bers and friends of the House Energy and Commerce Committee, it is privilege and
a pleasure to be before you in my new capacity as Governor of New Mexico. As a
former Member of this distinguished Committee, it is also an honor to be asked to
testify about the essential role Medicaid plays in our health care delivery system,
the many challenges and opportunities that confront it, and the competing visions
for this important program’s future that are now before you.

As a Governor and a former Member of this Committee, I have had the oppor-
tunity to work on Medicaid policy from different perspectives. From my new vantage
point, I can tell you that the costs of this program can and do produce great chal-
lenges for my State and all States. There is no question that we need some changes
to ensure that this program will be able to continue to serve as the critical safety
net it has for almost 40 years. Having said this, we must also make certain than
any change that is contemplated does not do more harm than good. We can never
forget what a vulnerable population Medicaid serves. Its 47 million enrollees include
over 23 million children, 5 million seniors and 8 million adults with disabilities. As
such, we should strive to improve—and not undermine—the program’s Federal-
State financing and delivery partnership.

OVERVIEW

Today, I would like to make four basic points.
First, Medicaid plays an essential role in our health care delivery system, assuring

affordable, meaningful insurance coverage for seniors, children, and disabled indi-
viduals. As the second largest proportion of State governments’ budgets and the
fastest growing part of our budgets, it also plays a critical role in the economic
health of our communities, representing $3.4 million in business activity for every
$1 million spent.

Second, Medicaid costs are rising in spite of the best efforts of Governors to control
them. The major cost challenges Medicaid faces—recession-driven enrollment in-
creases, pharmaceutical cost increases, and the aging of America—are largely out-
side the Governors’ control. Almost every state has had to consider and implement
cuts in services, covered populations, and/or provider rates. Clearly, States need the
Federal government to act now to assume its fair share of responsibility for financ-
ing and managing these growing costs.

Third, Medicaid’s historical federal/state partnership is a critical element and
must be preserved. The Federal government has always participated proportionately
in the rising costs of the Medicaid program. Now, while States are in desperate need
of Federal assistance with increasing healthcare costs, the policy offered by the cur-
rent Administration is simply to cap Federal cost increases and shift to the States
the tough decisions about whether to cut people or services. States would be given
a choice to accept short-term fiscal relief that is insufficient and will end in a few
years, in order to obtain additional flexibility to design the program to meet each
State’s needs. Federal responsibility must increase as uninsured populations in-
crease.
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And fourth, Congress should act to strengthen Medicaid and make the program
more responsive to States’ and beneficiaries’ needs. Democratic Governors have and
will continue to advocate for Federal policies that provide for increasing flexibility,
immediate fiscal relief and long-term cost containment and that have already re-
ceived broad-based support—amongst Governors and the Congress alike. We also
welcome a serious, well thought-out discussion about even broader, more long-term
Medicare and Medicaid reforms that seriously address flexibility issues and appro-
priate Federal and State divisions of coverage, delivery and financing responsibility.
We call for a truly equitable prescription drug program for Medicare recipients, not
one that forces seniors into managed care in order to obtain assistance with increas-
ing drug costs. And we call on Congress to adopt legislation to cover the acute and
long-term care costs of elderly and disabled beneficiaries so that States can focus
on building a true safety net for children, seniors and disabled Americans not cov-
ered by Medicare.

I. MEDICAID ROLE IN THE HEALTH AND ECONOMIES OF THE STATES

Medicaid is a lifeline for millions of the most vulnerable Americans. Fully two-
thirds of the nation’s nursing home residents are covered by the program. Medicaid
assures affordable, meaningful insurance coverage for over one in five of all Amer-
ican children. In my home state of New Mexico, 44 percent of our children are en-
rolled in the Medicaid program. The majority of our nation’s people with severe dis-
abilities, including most people with HIV/AIDS, get their insurance through Med-
icaid. Until the recent round of State cuts to populations and benefits, this program
was also helping States begin to address the issue of individuals who are unable
to purchase or become insured. Because it helps low-income families, Medicaid is
the only health insurance program in the nation whose enrollment increases during
economic downturns, when States face lowered revenues and deficits. New Mexico
is anticipating a 10 percent growth in enrollment in the next fiscal year, even with-
out increased outreach efforts. It is worth noting, Mr. Chairman, that without Med-
icaid’s enrollment increases in recent years, it is virtually certain that the nation
would have at least 2 million more uninsured Americans, causing individual finan-
cial hardship and increases in uncompensated care in the healthcare industry.

Medicaid represents a major source of reimbursement to our nation’s health care
providers and health plans, including 17 percent of hospital payments and nearly
50 percent of nursing home payments. Not surprisingly, the impact of Medicaid’s
contribution to the economy is significant. A recent report found that every million
dollars spent on Medicaid creates another $3.4 million in business activity, sup-
porting jobs and related businesses, especially in rural areas. In 2001, New Mexico
saw the second highest rate of return of all the states with $5.76 in new state busi-
ness activity per dollar of Medicaid spending. State Medicaid spending throughout
the country generated almost 3 million jobs with wages in excess of $100 billion in
FY 2001. New Mexico will have the second highest number of jobs generated per
$1 million in State Medicaid spending. In fact, as bad as it is, the current recession
would be much worse without the actual growth of jobs in the health care sector.
In short, the positive role Medicaid has played for both our nation’s health care and
its economy cannot be overstated.

Unfortunately, the challenges the program faces are at least as great as its suc-
cesses. Medicaid cost growth is causing serious State budget problems. State reve-
nues have plummeted, with 16 States actually experiencing negative growth in
2002. Coupled with greater demands on services due to the economic slowdown,
States’ year-end balances in 2002 were 70 percent below where they were in 2000.
Medicaid is the largest single growth area for State budgets and has clearly contrib-
uted to this imbalance. The program’s aggregate costs grew by 13 percent in 2002,
the fastest growth in a decade. In New Mexico, we are fortunate to have a modicum
of new revenues and reserves upon which to draw. However, over 55 percent of the
growth in our State expenditures for FY 2004 will be for Medicaid, leaving little for
teacher pay increases or non-Medicaid social services.

To find a solution to this rapid cost growth in Medicaid, it is important to under-
stand the problem. A recent survey of States found that the top three reasons for
Medicaid cost growth were prescription drug costs, enrollment increases (largely
driven by the downturn in the economy), and long-term care. What is remarkable
about these cost drivers is their reflection of the challenges in the larger health sys-
tem. These factors are not just driving Medicaid costs but are affecting Medicare,
private insurance, and out-of-pocket spending on health care. They also are similar
in that comprehensive responses to them require more than action by State Gov-
ernors who by law cannot spend more than the revenues they can generate in any
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given year, and who have little control over these factors most associated with Med-
icaid cost growth.

Prescription drug costs: States spend about $7 billion per year on Medicaid-cov-
ered prescription drugs, and that amount has grown in recent years at a rate of 20
percent per year. New Mexico’s expenditures for prescription drugs in its fee-for-
service Medicaid program have grown from $46 million in FY 2000 to $79 million
in FY 2003, an increase of 73 percent. These expenditures represent about 8 percent
of the entire Medicaid program costs in New Mexico.

I am working with New Mexico’s legislature to develop a Medicaid prescription
drug program for seniors, with the non-federal costs born in part by State funds and
in part by out-of-pocket costs to seniors. A significant proportion of this spending
is for Medicare beneficiaries who should have had a prescription drug benefit years
ago. Since its inception, Medicaid has been forced to fill the major coverage gap in
Medicare’s benefits for seniors with very low income or high health care costs. The
Congressional Budget Office estimated last year that, from 2005 to 2012, States will
spend about $120 billion on prescription drugs for Medicare beneficiaries. Moreover,
the payment system for prescription drugs is largely set in law at the Federal level.
States that have tried to extend rebates or extract additional discounts have fre-
quently encountered political and legal challenges. In New Mexico, I am working
with our State Legislative Medicaid Reform Committee to develop voluntary rebate
programs, a preferred drug list, and pooling of resources to increase our pharma-
ceutical buying power to help contain these rising costs.

Enrollment: Enrollment in Medicaid, the second cost factor named by States, has
increased in large part due to the economic downturn—the worse fiscal crisis facing
the States since World War II. The surge in unemployment has caused millions of
families to lose their jobs and health insurance. For these families, Medicaid and
SCHIP are the only affordable health insurance options. Since the year 2000, Med-
icaid enrollment has increased by 3 million, at a rate of 10 percent in most States.
In New Mexico, enrollment has tripled since 1991, providing coverage for one of
every five people in New Mexico and, as indicated above, 44 percent of my State’s
children. Without further changes to the program and without additional outreach
efforts, we are anticipating a more-than-10 percent increase in enrollment in FY
2004. While some States have shouldered the cost of this enrollment increase, this
cost increase has occurred at the same time that State revenues have plummeted
and, for most States, the Federal contribution to Medicaid has declined. For many
States, eliminating optional populations is the only solution to control this enroll-
ment increase, leaving many children and adults uninsured.

Long-term care: Third, long-term care costs have been rising rapidly, and this rate
will only accelerate as the baby boom generation ages and needs this service. Within
the next 27 years, the population age 65 years and older will increase by 60 percent
over 2000 levels and one in five adults will be 65 or over. Neither private health
insurance nor Medicare insures against the catastrophic costs of nursing home and
other long-term care needs. Additionally, few insurers provide supportive services
to enable people with disabilities to live at home. States, through Medicaid, have
filled this gap, providing innovative and high-quality long-term care to citizens who
need it. Eighty-two percent of the projected growth in Medicaid expenditures be-
tween 2002 and 2004 is attributable to increased costs for elderly and disabled indi-
viduals. Yet, because many of these people are also covered by Medicare, not only
are there care-coordination and coordination of benefits (COB) problems between
these two disparate programs, but there is cost shifting from Medicare to Medicaid
and States. This will only worsen as the elderly population doubles by 2030 with
the retirement of the baby boomers. Today, while seniors represent about 5 percent
of New Mexico’s Medicaid enrollees, costs associated with the healthcare for seniors
represent 19 percent of New Mexico’s Medicaid budget. Almost all the seniors en-
rolled in Medicaid are also eligible for Medicare. This is yet another example of the
importance of integrating Medicare into any serious Medicaid reform debate.

II. MEDICAID’S STATE/FEDERAL PARTNERSHIP

Medicaid was created as a partnership between the Federal and State govern-
ments. The Federal government requires certain mandated populations be served
and identified mandated basic benefits be offered. States are provided considerable
freedom to design a program that adds populations or benefits and defines services
within certain parameters to meet the unique needs of each State. The Federal gov-
ernment provides oversight and assurance that basic access, quality and account-
ability requirements are achieved. When the costs of the program go up, these gov-
ernmental partners share in the burden; when costs go down, they share in the sav-
ings. This sharing of financial risk creates a dynamic that allows States the flexi-
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bility to expand and contract coverage while maintaining core support for the poor-
est and sickest people that they cover.

This federal/state partnership is particularly critical when there is an economic
downturn. The Federal government’s lack of a balanced budget requirement with
which the States contend means that the Federal government is more able to absorb
the increasing costs of healthcare for an increasing number of otherwise uninsured
citizens. Any proposal that would put a limit on the growth in the Federal govern-
ment’s share of these costs while shifting the difficult decisions about coverage and
benefits to the States would be an abdication of this historical partnership and the
Federal government’s role in assuring the health of our nation.

All the Governors want more flexibility to meet their changing needs and the
changing face of healthcare service delivery. However, flexibility should not mean
having to cut people from the rolls, reducing coverage, or watching children and sen-
iors suffer, or even die, due to lack of healthcare. And, all the Governors need imme-
diate fiscal relief. But receiving new federal monies now to address immediate
issues should not be coupled with acceptance today of a future drop in these funds
when we know that healthcare costs are going to continue to rise.

III. COMPETING REFORM PROPOSALS: WHAT SHOULD CONGRESS DO?

I applaud this Committee, the Congress and the President for taking up the issue
of Medicaid reform. Indeed, my Democratic Governor colleagues and I agree with
many of the sentiments expressed by Secretary Thompson in announcing the Presi-
dent’s proposed Medicaid initiative. However, while we may agree on this program’s
importance and, to some degree, its challenges, we do not believe there are sufficient
details of the Administration’s proposal to determine the true impact at this time.
The apparent solution: to provide State fiscal relief—however limited—only to those
Governors willing to accept a capped, block grant for most Federal Medicaid and
SCHIP funding causes us great concern. The Federal government needs to step up
to the plate, not away from it; if it does not, States will either be overwhelmed by
the new costs and need OR will have to shift an excessive amount of the burden
to populations least able to afford it and to providers already burdened with exten-
sive uncompensated care.

Later this week, the NGA will appoint a bipartisan Medicaid Task Force to review
many different approaches to the financing and delivery challenges facing the Med-
icaid program and the other health systems it supplements. We look forward to
working with all interested parties on this critically important issue and to receiving
the Task Force’s findings and recommendations. Some of our concerns are discussed
below.

The President’s Plan—Capping the federal portion of Medicaid spending leaves
States with all the risk. President Bush’s proposed Medicaid plan would replace the
historical state/federal partnership with a forced choice between limited and capped
new resources and increasing flexibility and the status quo in which costs are rising
beyond States’ ability to control them. The President’s proposal is not well-defined
at this point. As questions are asked by Governors, advocates and media, it is clear
that the proposal’s details are not determined and in fact are changing. Without
those details, it is hard for anyone to determine the exact implications for any par-
ticular State. However you look at it, this plan protects the Federal government’s
budget while shifting difficult decisions and/or exploding costs onto States and their
citizens. The Federal government—despite its lack of a balanced budget require-
ment and broader revenue base—would leave States at full risk for the two-thirds
of Medicaid costs that represent ‘‘optional’’ populations and services. While Federal
financing for ‘‘mandatory’’ populations and services would remain as a Federally-
matched entitlement, Federal financing for the two-thirds of the Medicaid program
that is ‘‘optional’’ populations and services would be set in law, and would grow at
an arbitrary, capped rate. Since 80 percent of spending on the elderly is ‘‘optional,’’
86 percent of nursing home residents are ‘‘optional’’ and 90 percent of long term care
spending is ‘‘optional,’’ and since these costs are the ones rising the quickest, this
cap on ‘‘optional services’’ would be especially devastating for States.

What would this mean if this proposal were applied to New Mexico? The Federal
funding for prescription drug coverage in New Mexico—and all States for that mat-
ter—would be capped. Why? Because prescription drug coverage is an optional ben-
efit. If my State is unable to constrain drug costs, we would be forced to reduce cov-
erage, drop other benefits or limit enrollment. Moreover, because Federal funding
for most of our so-called ‘‘optional’’ nursing home residents would be capped, New
Mexico’s influx of older residents would be made even more vulnerable to coverage
or service cuts should costs exceed what appears to be an arbitrarily-imposed capped
formula. Similarly, spending on mental health would be capped under this proposal.
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Many of the rehabilitative services necessary for adults with serious mental illness
and children with severe emotional disturbance are ‘‘optional.’’ Inevitably, these
caps for various populations and services would eventually force us to make uncon-
scionable decisions between various populations in need, if we take this option in
order to receive fiscal relief.

In addition to these difficult choices, it is important to note that projections of
health care costs are often wrong. The inflexibility of block grants punishes the
States and their citizens for this unpredictability. An unexpected surge in unem-
ployment, a breakthrough in medicine that produces miracles—but at a high cost—
or an epidemic or rise in chronic illness could all create an unexpected demand for
health coverage. Governors would be under immense pressure to be responsive, but
the Federal funding commitment would be limited by the cap on its portion of these
costs. If a Governor did not respond to the demand through Medicaid, his or her
State would likely be on the hook for the cost in any event as it would pay—directly
or indirectly—the costs of uncompensated emergency room use, delays in care that
result in unnecessary hospitalization, and public health problems resulting from un-
immunized people or untreated diseases. In addition, local economies and providers
would suffer from the loss of Federal Medicaid revenue. What is more, a poor deci-
sion by one Governor in one State, would tie his or her successor Governors and
their citizenry to a permanent limitation on Federal support for the foreseeable fu-
ture, or until Congress acts again.

What States Get In Return Is Not Likely to Be Worth the Gamble. In return for
accepting the proposed Federally capped financing structure, States that opt for this
approach would get a portion of the $3.25 billion allocated for 2004 and additional
flexibility to design the Medicaid program as they want. The amount available for
each State would depend in part on the number of States who choose this option.
This amount of funds is actually less than the revenues the States are projected to
lose if the President’s economic stimulus bill is passed. It is one-fourth the amount
of funds that would be made available with the enactment of the bipartisan and
NGA-endorsed Collins, Hutchinson, Rockefeller, Nelson ‘‘State Budget Relief Act of
2003’’. It is less than one-tenth the amount of relief that Democratic Governors are
advocating. And it is three times less than the King, Brown ‘‘State Budget Relief
Act of 2003.’’ Moreover, even if this funding were sufficient to meet today’s needs,
accepting the block grant on most Federal Medicaid funding means that this relief
comes at the cost of coverage for State residents tomorrow. This creates an unten-
able position for future leaders saddled with choices made by their predecessors
without the benefit of hindsight.

In addition, because the vast majority of the ‘‘optional’’ populations have incomes
below poverty (about $9,000 a year), savings achieved by the proposed cost-sharing
flexibility are low. Over half of the elderly covered by Medicaid are considered ‘‘op-
tional’’. They are on Medicaid in the first place because they have been impover-
ished by health care costs. The income line between optional and mandatory cov-
erage for parents is set at an average of 41 percent of the poverty line—about
$3,600 of income for the year. How much cost-sharing can one obtain from these
populations before either reducing access to needed care or shifting all the costs to
health care providers? In New Mexico, a legislative Medicaid Reform Committee
spent several months in 2002 looking at ways Medicaid costs could be controlled.
That Committee found that while cost-sharing was an important component of cost
control and should be implemented, it would only generate minimal savings for the
program.

States do need additional flexibility with regard to delivery system innovations.
Eligibility categories and processes could and should be streamlined. Services that
can be covered should be flexible to keep up with evidence-based practices. And we
should consider adding funding to SCHIP for parents and uninsured adults and en-
suring that benefits and cost sharing for higher income populations make sense.
However, reducing benefits and increasing cost sharing on populations with ex-
tremely limited means or high health care costs would work to shift costs to seniors,
families, and health care providers. Moreover, appropriate and well thought out
flexibility reforms should not only be provided to States that agree to block grant
a major portion of their programs; they need to be considered in the context of broad
and thoughtful Medicare and Medicaid reforms that should and would benefit all
States.

Another vision for Medicaid reform. As my comments have made clear, Democratic
Governors do not favor the status quo. I am unaware of any Democratic Governor
who is anything but strongly supportive of Medicare and Medicaid reforms to be en-
acted this year. Frankly, we believe the sooner the better. We are reserving judg-
ment on any final reform proposal until we understand the details, and until we
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have engaged in a process to determine the best approach for our States and the
individuals they serve.

If we learned anything from all the fights in Washington, D.C. over health reform
in the last decade, we have learned that we must find a way to pursue changes that
can attract bipartisan support. We should start this process by looking at the poli-
cies recommended by the majority of Governors. And, likewise, we should look at
Medicare and Medicaid reforms that have broad, bipartisan support in the Con-
gress.

Both the NGA and the DGA have endorsed the bipartisan State Budget Relief Act
of 2003, which would provide short-term fiscal relief to the States through a tem-
porary Federal Medicaid payment increase. Congress should go further and set the
Federal Medical Assistance Percentage (FMAP) to an on-going formula that is flexi-
ble and that would be responsive to economic downturns to help States maintain
healthcare services and still live within their balanced budget requirements. Con-
gress should also consider increased FMAP for Federal mandates such as trans-
lation services, transportation, emergency services for undocumented immigrants
and EPSDT services for children. Frankly, in my State, some legislators and public
commentators think of Medicaid as offering ‘‘rich benefits’’ because it covers things
employer and commercial insurance often does not. Most of these so-called ‘‘rich
benefits’’ are actually federal requirements for a State’s participation in the pro-
gram. For some of these services that are access mandates, the Federal government
should be higher than the States’ regular FMAP. Finally, Congress should provide
opportunities for increases in disproportionate share hospitals for low DSH states
and utilization of unspent SCHIP funds by those States such as New Mexico that
could use such funds now. Prompt enactment of legislation such as this would pro-
vide the States the ability to avoid senseless and harmful cuts to some of our most
vulnerable seniors and children. Moreover, such an investment is one of the most
effective economic stimulus tools we have.

One of the most important contributions you could make would be the passage
of a meaningful, workable and bipartisan Medicare prescription drug benefit. If
structured properly, such an initiative would rightly reduce States’ prescription drug
liability by finally providing Medicare beneficiaries who are also eligible for Med-
icaid (dual eligibles) the benefits they so desperately need. Governors from both par-
ties want to be constructive players in this debate and have much to offer in terms
of expertise in administering benefits and assisting low-income populations. The re-
lationship between Medicare and Medicaid in funding acute, primary and long-term
care needs of persons who are dually eligible also needs to be considered. When
changes are made to Medicare, such as increased co-payments or premiums, the
States have to pick up a portion of these costs through the Medicaid program. In
fact, as new service mechanisms are developed, the federal government could actu-
ally save money in hospital costs while State costs in pharmaceutical and other
costs could actually increase.

States’ Medicaid programs are paying a larger share of health insurance costs for
older and disabled persons. In 1984, Medicaid paid 30 percent of these costs and
Medicare paid 70 percent. In 1998 this proportion had shifted to 40 percent for
States and by 2012, the States’ share of these costs is expected to be 45 percent.
The Federal government’s responsibility is decreasing for this population, and this
latest proposal will decrease that responsibility further at a time when the popu-
lation’s needs are increasing.

Governors want to work with our Federal partners on ways to reduce costs at
least as much as to encourage them to provide needed and appropriate financial as-
sistance during severe economic downturns. Along these lines, many Governors and
Members on both sides of the aisle have supported ways to constrain pharma-
ceutical costs by reducing barriers to generic competition and, in some cases, sup-
porting ways to increase and expand access to the pharmaceutical rebates and dis-
counts. In New Mexico, we are engaging in a ‘‘Working Smarter’’ initiative to ex-
plore these issues as well as the expansion of disease management approaches to
improve care and decrease rising costs of care for those with chronic illness. We are
also undertaking initiatives to examine ways to utilize existing State dollars as
match and ways to increase our collection of third party benefits and our detection
and prevention of Medicaid fraud.

States should be given more flexibility to cover pregnant women, parents, unin-
surable adults and to expand coverage to children with disabilities. States should
also be given flexibility to change or implement services and cost-sharing ap-
proaches that will encourage community-based cost-effective care, rehabilitation and
supports. In New Mexico, we are exploring ways to create innovative approaches to
addressing the needs of those who are uninsured. And, we are undertaking a Med-
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icaid System Redesign effort this Spring and Summer to determine how best to
structure and define services to meet the needs of New Mexico’s residents.

Finally, while my fellow Governors and I are focused on how to make ends meet
now, we have a responsibility to think about the future of Medicaid, the future of
Medicare, the future of long-term care, and how our health and retirement security
systems are going to respond to the aging of America. The time is now to begin the
discussion and to develop bipartisan solutions. I more than most Governors know
how hard it is to do this in Washington, D.C., but we must take on these challenges.

Medicaid, in particular, faces enormous challenges as both its long-term care costs
increase with the changing demographics, and its basic health insurance role ex-
pands if only because the number of uninsured Americans grows unabated. I urge
you all to rethink the Federal-State partnership. I, for one, believe that if Medicare
were to assume all—or certainly a much greater portion—of the health and long-
term care costs of the elderly, then States could provide a true, nationwide safety
net for all Americans, regardless of family type, illness, immigration status or age.
I think we could build on SCHIP to create a Medicaid safety net for elderly and
disabled Americans, as we have done for children. And I think we could contribute
to a dialogue about how we set the nation on a path to ensure that all Americans
have basic health insurance.

CONCLUSION

In conclusion, I want to emphasize the importance of working across party lines
at both the Federal and State levels to address challenges we all face. We faced a
crossroads in the debate around Medicare and Medicaid in 1995 and 1996. After a
face-off that literally closed down the Government, both parties eventually agreed
to reject block grant approaches and provide more flexibility to the states in admin-
istering the Medicaid program and the establishment of the SCHIP program. Iron-
ically, in 1997, three Governors who have since become members of President
Bush’s cabinet, signed a letter to then President Clinton along with 38 other Gov-
ernors. These three Governors included current HHS Secretary Tommy Thompson
as well as Tom Ridge and Christine Whitman. This letter stated as follows:

We adamantly oppose a cap on federal Medicaid spending in any form. Unilat-
eral caps in federal Medicaid spending will result in cost shifts to states, ena-
bling the federal government to balance its budget at the expense of the
states . . . Under a cap, once the federal spending obligation is fulfilled, states
would become solely responsible for meeting uncontrollable program cost in-
creases . . . Governors must be involved in any budget negotiations related to the
future of Medicaid.

With a Congress and a nation so evenly divided politically, we must again find
ways to govern across political lines. This cause is not served well by proposals that
require states to agree to a block grant for much of the Medicaid population we
serve in order to gain access desirable new flexibility and to short term fiscal re-
lief—however insufficient. Democratic Governors stand ready to participate and con-
tribute to this debate as I hope my comments have made clear. We strongly support
reforms that would stop harsh cuts from occurring to the program and to the seniors
and children it serves, to provide more flexibility to the States in administering the
program, and to seriously engage in a substantive discussion to strengthen and
modernize our retirement security programs, including Medicare and Medicaid.

Mr. Chairman, I hope my comments have been responsive to your request. Again,
it is a pleasure to appear before you and I would be happy to answer any questions
you may have.

Mr. BILIRAKIS. Thank you very much, Governor. Well, we have
a vote on the floor, but I am going to start and see if we can get
in as much as we can before we have to run over.

I apologize, Governors, for my having to run out, but we have a
prescription drug meeting taking place in another room on the
other side of the building, so it is that kind of a life up here.

Governor Bush, you did go into the cash and counseling Medicaid
waiver in your statement. I wonder if I could ask you to maybe in
a couple of minutes at least expand upon that, and then I would
ask Governor Richardson to comment, if he has any comments re-
garding that Florida plan. I don’t know whether Governor Richard-
son is familiar with it or not. If he is, possibly he may want to com-
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ment on it without Governor Bush going into more expanding upon
it. Do you know what that is, Governor Richardson?

Governor RICHARDSON. Mr. Chairman, vaguely. I think I could
just probably——

Mr. BILIRAKIS. Why don’t we do that then. Would you please pro-
ceed, Governor Bush?

Governor BUSH. Well, it is a waiver that we receive where we
provide self-directed care possibilities for Medicaid beneficiaries,
where they work with a third-party benefits administrator and
they create their budget, and then we empower them and we give
them—we trust them to be able to select their providers. They can
move—they have the flexibility of moving to different providers if
they are not satisfied, not treated respectfully, or if they are not
comfortable with the quality of care. And it is designed rather than
to give them these mandated benefits, they basically create their
own health care policy for their own family. It works, I think, bet-
ter, Congressman, for the motivated beneficiaries, the insured that
are engaged in their making decisions for their families and for
their health care needs.

We have hundreds of people, not thousands of people, on this
Medicaid waiver program and, frankly, this is just an example of
scores of examples across the country, I believe, where through
waivers people are trying to move toward empowering people to
make decisions for themselves and giving them greater health edu-
cation and focus more on prevention and give them more choices,
give them more ability to direct their own care.

Mr. BILIRAKIS. The Chair yields to Mr. Richardson, but when my
time is up, I will yield to Mr. Tauzin. Will you have time, Mr.
Chairman, to wait another 5 minutes?

Chairman TAUZIN. Yes.
Mr. BILIRAKIS. All right. Mr. Richardson.
Governor RICHARDSON. Mr. Chairman, I would just like to add to

what Governor Bush said, and that is, when somebody talks about
flexibility and a Governor talks about flexibility, what is it exactly
we are talking about? And I think what we are talking about new
delivery system innovations.

In New Mexico, we want to look at some of the initiatives that
the Governor talked about. Cash and counseling for seniors as part
of what is called the ‘‘Working Smarter Medicaid Plan.’’ This is a
plant that allows individuals and families to direct their own care
and, in essence, helps prevent institutional care which I know, Mr.
Chairman, you have done a lot on. At the same time, I think
streamlining eligibility categories is also something that is impor-
tant in flexibility.

Finding ways to keep up with evidence-base practices, adding
parents, pregnant women—you know, it is not easy to get waivers.
We keep talking about waivers. I know that GAO is doing a study
on how many waivers are granted by Governors. I think that would
be very interesting to see, but I think if we talk about some of
these issues, Mr. Chairman, in terms of what is flexibility—phar-
macy, disease management, cost-sharing, auditing fraud and abuse,
benefit limitations or restrictions, service designs and structures. I
just wanted to add to what Governor Bush had said about what ex-
actly flexibility means.
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Mr. BILIRAKIS. We are talking about waivers, and you indicated
it is difficult to get waivers. Should it be easier to get waivers?

Governor RICHARDSON. Yes, Mr. Chairman. And I have known
some Governors that have gotten waivers, but I think it would be
very interesting to see statistics on how many States are actually
succeeding in getting waivers. I was talking to some of the very
able staff members earlier, and I don’t know if it is 50-50 or 60-
40 or maybe 10 percent, perhaps these Governors that have served
longer than I have—I have been in office 60 days, so I hardly have
enormous expertise.

Mr. BILIRAKIS. We expect an awful lot from you.
Governor ROWLAND. Mr. Chairman, if I may——
Mr. BILIRAKIS. Very, very quickly, if you would.
Governor ROWLAND. I would just simply add that if you actually

give true Medicaid reform, we won’t have to go through this ‘‘May
I please‘‘ waiver process. And the other thing that none of us point-
ed out, that I would like to leave you with is, we have skin in this
game. This is not just the Federal Government sending us a bunch
of money that we willy nilly spend on a variety of programs. For
the most part, we are 50 percent partners in all of these programs.
So we have skin in this game all the time.

And so as we try to use creative, innovative ways to serve our
constituencies, we are using our dollars as well, and I think we
keep forgetting that. We keep thinking it is just a Federal program.

Mr. BILIRAKIS. Thank you. Chairman Tauzin is recognized.
Chairman TAUZIN. Thank you, Mr. Chairman. Mr. Brown, I want

to thank you and the Minority for allowing me to go first. I simply
want to take a moment to thank our three guests and witnesses
today, Governors of three incredibly important States in our Union,
and apologize. I know this is the second time we have tried to bring
you together where we could discuss with you our mutual problems
in keeping Medicaid programs afloat in our States. I particularly
wanted to welcome my friend Bill Richardson back, a former U.S.
Congressman who served on this Energy and Commerce Committee
and a dear friend for many years—by the way, our mutual friend
Ed Gabriel asked me to wish you well, Bill—and to congratulate
him on his years of service for this country as U.N. Ambassador,
Secretary of Energy, and now Governor of a great State. So, again,
what a career, Bill. We are glad to see you back in our committee.

And to Governor Rowland and Governor Bush, let me also thank
you for coming. We have gotten some good news today—at the
same time we got bad news—as the Budget Committee is strug-
gling with the Federal budget, as you are struggling with State
budgets, we learn that there is a very strong likelihood the Budget
Committee will recommend including the $12.7 billion over the
next 7 years the President has recommended as additional funds
to assist the States in return for working with us on reform pro-
grams that will create even more flexibilities for you in designing
the State programs. The bad news, of course, is that we are in a
terrible budget crunch. And if we are going to get the budget bal-
anced again, all of us are going to be looking at ways in which to
restrain the growth of Federal programs, all Federal programs, and
that means ‘‘all’’ Federal programs. So we have got a lot of work
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to do in terms of dealing with this crisis, just as you have on the
State level.

I mainly wanted to come as Chairman of the full committee and
thank the chairman and the ranking member for bringing you to-
gether so that we can learn with you what problems you are expe-
riencing on the State level, that we might understand better how
this administration recommendation might be of some help and as-
sistance and how we might change it to make it better for you and
for all the populations that you serve.

In short, I simply want to say thank you for spending this time
with us and, Mr. Chairman, Mr. Brown, thank you for the courtesy
of allowing me to do so. Thank you.

Mr. BILIRAKIS. I thank the chairman. We have three votes on the
floor, so we are going to have to break and come back immediately
after those three votes are up. So we are probably talking about 20
minutes, something of that nature. Thank you.

[Brief recess]
Mr. BILIRAKIS. The Chair thanks everybody for their cooperation,

and now recognizes Mr. Brown for 5 minutes.
Mr. BROWN. Thank you, Mr. Chairman. We all know from the

comments of Governors Bush and Rowland and Richardson that
Governors want more flexibility, and I think all of us want them
to have it.

We can look back, however, in 1997 Congress gave States flexi-
bility to provide health care services through managed care organi-
zations for the vast majority of beneficiaries without a waiver. We
can look at what happened after September 11 in New York, when
several hundred thousand people, my recollection is, were added to
Medicaid under this sort of block grant loan—block loan more than
block grant—proposal of the President’s. I am not sure that be-
cause their budget would have been set, that they could have done
that.

Governor Richardson, if you would for a moment sort of talk that
through so we better understand it, it just doesn’t seem to me that
we need to block grant/block loan this program to give flexibility.
We have been able to do that, it seems, in a program like that. If
you would share that with us.

Governor RICHARDSON. The first element in flexibility is, as I
said, do no harm. I think the greatest flexibility of all is the flexi-
bility that the Medicaid program has to adjust in an economic
downturn, which we are in right now. We have to preserve the
flexibility in the program so that we are guaranteed to have the
money that we need to provide for health care needs at a time of
recession, at a time that the needs may be greater.

Let me just give you an example. After 9/11 in New York, the
State enrolled an additional 350,000 people in their Medicaid pro-
gram in just 4 months. The State hadn’t budgeted for that increase.
It wasn’t built into any Federal projections of Medicaid spending.
It came as a result of an unforeseeable tragedy. And under Med-
icaid today, the State had the flexibility to enroll those individuals
and make sure that they had health coverage under very difficult
circumstances.

If there is a block grant program in New York, Federal funding
in this instance would have already been established for the year,
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and the State would have been unable to cover the full cost of these
people.

So, I think, in summary, what does flexibility mean? It means
new delivery system innovations. In other words, new Federal/
State/private sector partnerships. It means streamline eligibility
categories in ways that you can improve the process. It means serv-
ices to keep all evidence-based practices. It means adding parents.
It means adding pregnant women, uninsurable adults, cost-sharing
for higher income populations. And, finally, different services for
different populations.

I have a huge number of Native Americans in my State, and nine
times more than in any State, and the Indian Health Service Sys-
tem is not working as well as it should. So you need that flexibility
to cover on the State basis all of your people.

Mr. BROWN. Thank you very much. Governor Bush, I understand
the House Republican budget is including reconciliation instruc-
tions for this committee, charging this committee to cut $110 bil-
lion out of entitlement programs. I understand $101 billion of the
$110 billion comes out of what is called Function 550, which is
Medicaid. The Republican budget had to have room for the tax
cuts. It was fully in the budget. There is, unfortunately, not in the
budget any entertaining of the concept of what this war is going
to cost. But putting the war aside to make room for the tax cut,
there is $110 billion cuts in apparently Medicare/Medicaid, another
$260 billion in Ways and Means, and I don’t know if that is Social
Security, Medicare, or what that is.

How do we cut $110 billion? Could you give us ideas of which
services Medicaid now covers that it should not, or which people
Medicaid now covers that it should not?

Governor BUSH. Well, you know, I have got my own budget prob-
lems, Congressman. Is this Washington cut where you cut the
growth, or is this real cuts?

Mr. BROWN. This is real cuts. I would add——
Governor BUSH. That means the budget would be $110 billion

less?
Mr. BROWN. No. And I would add that the $9 billion that the

President has proposed, the $9 billion reserve fund which Mr. Tau-
zin and Mr. Bilirakis mentioned, we don’t get access to that $9 bil-
lion. The States don’t get that $9 billion until the cuts have come
from the entitlements.

Governor BUSH. If there was a year-to-year decrease of $110 bil-
lion on Social Service spending, it would have a very dramatic im-
pact on Florida and other places. If this is a cut of projected growth
which is not family income kind of budget talk, but government
budget talk, I don’t know what the implications of that would be.

What we have tried to do is curb the cost so that we can main-
tain benefits. And we have increased benefits—we have cut bene-
fits for some, we have dramatically increased benefits for others.
We have done it in the traditional ways of focusing on ratcheting
down reimbursement rates. We have been successful—after double-
digit increases in our prescription drug budget costs, we have been
successful in lowering the cost there. We have disease management
programs that have lessened the increases. But our Medicaid budg-
et will grow—we project it to grow by 8 percent or 9 percent this
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year, even with some pretty dramatic efforts to reduce costs. And
since we have begun this process, in 4 years we have reduced the
growth, the projected growth, by about $1.4 billion which for a
State our size is pretty significant.

Mr. BROWN. Governor Rowland, could you absorb those kinds of
cuts that this Congress apparently is going to make to Medicaid?

Governor ROWLAND. Well, again, to echo what Governor Bush
has said, we don’t know what your numbers are, whether it is a
cut from last year or this year. We have had probably 40 or 42
States that have had to make changes in Medicaid either
ratcheting back some of the optional benefits that had been added.

One of the things that our growing population is in the nursing
home side, and we probably don’t give it—I would say the last 2
years I don’t think we gave a 1 percent increase to the nursing
home providers.

But, again, getting back to the reason we are here—and we all
appreciate that you would like us to solve your budget problems,
but 45 States have deficits. The reason we are here is that we can
save you money, meaning the Federal Government. By the way, it
is not your money or our money, it is everybody’s money, the tax-
payers’ money. Give us the flexibility, we can run these programs
and really have either budget savings or more options.

Mr. BILIRAKIS. The gentleman’s time has long expired. Dr. Nor-
wood for 8 minutes.

Mr. NORWOOD. Thank you very much, Mr. Chairman. Gentle-
men, thank you for being here, we are honored to have you. And
as you know and we know, this is a very serious discussion. I do
want to make the record clear that the budget previously men-
tioned is in a discussion draft. And when you use the term $110
billion, that is over 10 years. Nothing is settled yet at all, and it
makes a big difference when you talk about $110 billion, whether
it is a year or 10 years. So the record should be correct.

Governor Bush’s testimony indicated that one-eighth of Florida’s
population is on Medicaid, and 45 percent of pregnant women are
on Medicaid. Governor Richardson indicated that 1 out of every 5
New Mexico residents are now covered by Medicaid, and 44 percent
of the State’s children are under Medicaid.

Given that Medicaid now covers large populations—we are cov-
ering a lot of people—doesn’t it make sense to you—and I think you
have implied that—that no longer this deal of one set of rules fits
all, that Washington knows best about these number of patients,
doesn’t it make sense to you that we do offer our Governors flexi-
bility?

Now, I am curious to know if any of you disagree—and this
would be a good time to state that—if you disagree that you should
be allowed the flexibility to work the Medicaid problem in your
State. Does anybody disagree with that?

Governor ROWLAND. I don’t think so.
Mr. NORWOOD. Do any of you disagree with the thought that

block grants would give you a lot more flexibility to deal with your
problems at home? Yes, sir?

Governor RICHARDSON. Dr. Norwood, I would categorically state
it. If a block grant means capped funds—then I believe that we are
talking about that—that would limit, seriously limit my flexibility
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in a State with a high number of uninsured—you have cited the
statistics of children and pregnant women—to account for the in-
creases in Medicaid population. And so a diminishing fiscal com-
mitment from the block grant capping these services at a time that
the States have serious fiscal problems would be a problem for me
in my State.

Mr. NORWOOD. Well, you are rather capped now in a sense. The
budget caps you every year. There is a known amount that you are
going to get, and if you knew precisely what that amount was, I
have got great confidence in my Governor, and the three of you,
too, for that matter, to be able to operate your State on a given
number.

You said earlier that the problem with flexibility—or it means to
you do no harm. My view of that is flexibility is given to you and
it means you do no harm, not us, but the flexibility would be your
responsibility to deal with.

Let me ask a question that is different from anything maybe we
have discussed here. I have, for a long while, tried to understand
the policy of putting long-term care into Medicaid. Long-term care,
by its very name, implies mostly people who are eligible for Medi-
care.

Now, I understand the political policy of putting long-term care
under Medicaid, but it really actually makes no sense to me. It
would be better, in my view, if long-term care were put under
Medicare. We dealt with that problem, as we should, not make you
deal with that problem, and I am curious if any of you have any
thoughts about that.

Governor BUSH. I think there are ways to provide support for the
States in this discussion of reform, without—I know that there
seems to be an interest here to just give the States more money
without reform—I would prefer to consider embarking on a discus-
sion about that or, for example, Medicare reform with a prescrip-
tion drug benefit where the Federal Government would take as its
responsibility the duly eligible that we now—it is one of the fastest
growing parts of our budget—is for duly eligible Medicare and
Medicaid beneficiaries, that we pay the prescription drug costs, and
that to me is a good tradeoff. Give us more flexibility and responsi-
bility over our program; in return, assume responsibility for senior
citizens in that particular area.

I would have to look at the long-term care element, but it is a
very different part of—it is an incredibly important part of Med-
icaid today. Increasingly in our State each year the number of peo-
ple that are Medicaid-eligible in our nursing homes is growing. We
want to make sure that we provide care for them. But I would hope
that this would be the kind of discussion we would have about how
Medicaid was set up 38 years ago. There have been interesting and
important additions to Medicaid, but there hasn’t been a systemic
review in 38 years. The world has changed. Health care delivery
has changed. Modern medicine is a miracle—I mean, if people 38
years ago thought that medicine and the technologies and the
drugs that exist today, they would probably have thought you were
from another planet.
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And so I think having this kind of discussion in a systemic way,
hopefully with the inclusion of the Governors, would be very mean-
ingful right now.

Mr. NORWOOD. Governor Rowland, you indicated that in your
State the cutoff for Medicaid was at $54,000?

Governor ROWLAND. That was for a program for uninsured chil-
dren. We have a 300 percent of poverty level number. So you can
be a family of three or four, making $54,000, and be eligible for the
HUSKY children’s program.

Mr. NORWOOD. Right. But in a sense, meaning they are eligible
for Medicaid benefits.

Governor ROWLAND. That is correct, under our optional plan.
Mr. NORWOOD. Governor Richardson, what is the cutoff in your

State?
Governor RICHARDSON. Dr. Norwood, I will answer that. I also

want to make the point that I do agree with you that it is impor-
tant that Medicare stay at the Federal level. I just think we should
recognize, though, that prescription drug costs, nursing home care
just statistically has increased from 30 to 40 percent—in other
words, the State share—and it is expected to reach about 45 per-
cent by the year 2012.

So, I think Medicare reform, we have to approach it at the same
time. Now, my cutoff, I think, is 235.

Mr. NORWOOD. Two thirty five of poverty?
Governor RICHARDSON. Yes.
Mr. NORWOOD. What is that in dollars? Ask that smart staffer

back there.
Governor RICHARDSON. It is about $41,000.
Mr. NORWOOD. And, Governor Bush, what would be the dollar

amount cutoff in Florida?
Governor BUSH. Over which you are no longer eligible for a fam-

ily?
Mr. NORWOOD. Or for SCHIP.
Governor BUSH. It varies, 185—with children, it is 185 percent

down to 100 percent by the time someone turns 18. The largest are
newborns at 185 percent, I believe.

Mr. NORWOOD. Well, time is going to run out, but basically
hadn’t we ought to give some serious thought to that, the fact that
we are covering higher income families much more than we used
to in the future. And we all face a budget problem, your States as
well as us up here. It appears to me that the higher that income
level goes, the less amount of treatment and dollars can go to the
actual people that this program started out to help. And I would
presume that number is yours to choose, at what point the cutoff
is. And I would suggest that that ought to deserve at least some
very good discussion about how high that number should be. Mr.
Chairman, I see it is up.

Mr. DEAL [presiding]. Mr. Waxman is recognized for 8 minutes.
Mr. WAXMAN. Thank you very much, Mr. Chairman, and I appre-

ciate the testimony of the Governors. Governor Richardson, it
seems to me that there is no reason to say that giving more flexi-
bility to the States means that we have to cap the Federal con-
tribution, that one implies the other. In fact, to me, if they are tied
together, it really reflects a philosophy—which, by the way, I think
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is the philosophy of this administration—that we can’t trust the
States with more flexibility in an open-ended Federal matching
program because they will just abuse it. Do you agree with that?

Governor RICHARDSON. Well, Mr.——
Mr. WAXMAN. I mean, in other words, do you think we can trust

the States with an open-ended program as we have seen it now,
and give them more flexibility?

Governor RICHARDSON. Well, now that I am a Governor, the an-
swer is yes.

Mr. WAXMAN. It seems to me, Governor Richardson—because I
only have 5 minutes and I want to make a number of points—you
have made that point so clearly. You can have flexibility without
a cap of the Federal dollars. Nothing will make it easier than if we
put a cap on the Federal dollars, for Washington to make cuts after
that because once the States lose their entitlement to matching
funds, they are going to be left holding the bag and with a lot big-
ger problem than they face today. It was interesting that Governor
Bush said if you look at the amount of money that they are spend-
ing for Medicaid in Florida, that budget is unsustainable down the
road, obviously, because of seniors going into nursing homes.

So, if you don’t think your budget is sustainable and you are
going to get less Federal dollars, then the States are going to have
to come up with even more money in the future, and that strikes
me as really an untenable situation for the States, unless they just
cut large numbers of people out of the program.

Now, all of the Governors here testified how important their
Medicaid program is—how many women are getting prenatal care
because of Medicaid, having healthier babies, how many severely
disabled people who can get appropriate care nowhere else get it
because of Medicaid, how many seniors depend on the program for
drugs and long-term care. I think that is exactly the same point I
would make about how critical it is for some very vulnerable peo-
ple, and what an important program it has been in keeping mil-
lions of people from joining the rolls of the uninsured.

Governor Richardson, do you think we would have seen the ex-
pansions in Medicaid we have, if your State and other States didn’t
have the assurance that Federal matching dollars would increase
if you expand your program or served more people?

Governor RICHARDSON. I share that view, Chairman Waxman.
And my concern is this. If you look at the proposal that has been
outlined, the block grant program—there is an initial increase in
Federal funding of $3.25 billion in fiscal year 2004, and then $12.7
billion over 7 years, but then you have to pay it all back in the last
3 years.

Mr. WAXMAN. Well, it is a bribe for a Governor faced with a
tough budget decision right now to say, ‘‘I will take care of my situ-
ation and I will leave my successor Governors with a problem that
is going to be untenable if I, in fact, make the choice.’’ But we have
had ideas of these fixed or preset amount of Federal funding on the
table before. We had this in 1981. The administration proposed we
fix the Federal funding for Medicaid and freeze it. At that time we
had never heard of AIDS, and suddenly we had this epidemic. Be-
fore 10 years, there were over hundreds of thousands of Americans
who never expected to need Medicaid enrollment to cover AIDS pa-
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tients, and then we had to pay for the AIDS epidemic. We found
that there were new drugs that had to be paid for. No one could
have predicted this sudden surge in the cost of care.

I want to put in the record, Mr. Chairman, a statement about
how Medicaid matters to people with AIDS because it illustrates
that if we had just predetermined the Federal dollars and that is
it, without knowing what the future would bring and not recog-
nizing the changes in epidemiology, demographics, retirement pat-
terns, migration, recession, natural disasters, cost of drugs, cost of
diagnostics, cost of care, and on and on and on—and the AIDS epi-
demic is the single best example we could point to—that if we
didn’t have the Federal Medicaid program increasing the Federal
dollars to take care of the AIDS epidemic, the States would have
been overwhelmed by that epidemic.

It seems to me that what we have is a tradeoff. It is not a good
tradeoff for the people in the States. Governor Rowland, you said
that you think there ought to be flexibility to deal with the long-
term care issue in a more realistic way, not just force people into
nursing homes. But the States have the ability to do that now
under waiver programs, and perhaps we should allow even more
flexibility to pay for some of the noninstitutional care for those who
are required to get some help, but every time there is a waiver, it
has to be cost-neutral. Do you think we ought to have waivers that
allow greater expenditure of Federal dollars and State dollars?

Governor ROWLAND. Yes. As Governors, we have been chasing
waivers for the last 5 years and, frankly, it is our money, it is the
taxpayers’ money, it is your money, it is the State’s money. And I
think Mr. Norwood asked a key question when he talked about
some of the dual-eligibles as well. I mean, for us, especially in Flor-
ida and Connecticut, the dual-eligible issue is huge. So between the
drug benefit and our ability, whether it is redefining what home-
bound is or being able to manage that homebound person, that will
save us significant dollars in the future.

Mr. WAXMAN. Well, I think we ought to take those ideas to heart
and figure out some way to add flexibility to deal with people in
a less costly and more humane setting than forcing them into nurs-
ing homes, but we don’t need to cap the program to do that. We
need to assure that flexibility.

Governor Bush, your State of Florida, as we have already heard,
is the ‘‘retirement capital of the United States,’’ and we all know
people—seniors in my family have moved there. Shouldn’t you be
concerned that the vast majority of Federal Medicaid funding for
seniors would be capped in the administration’s proposal. It would
place a cap on funding for so-called ‘‘optional’’ people or benefits.
We have heard that these people are not optional, but very vulner-
able low-income people, including the seniors. More than 80 per-
cent of spending on seniors would be under the cap. More than 85
percent of nursing home residents are considered optional. Ninety
percent of long-term care spending would be under the cap. Isn’t
the State concerned that if the Federal cap does not meet a State’s
actual needs, Florida would have no choice but to institute dev-
astating cuts to our seniors, especially those in nursing homes?

Governor BUSH. Congressman, first of all, I would agree that, as
I mentioned to my friend Congressman Davis, that there needs to
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be underwriting of natural population growths in any reform. And,
again, I am not sure—if anybody was watching this, they would,
when they hear caps and fixed amounts—as I understand it, the
administration’s proposal is a 9 percent per annum increase, and
then the extra money on top of that to provide the necessary in-
vestments in reforms that might yield the savings that then would
allow for that money to decline in the outyears.

Mr. WAXMAN. But it is still limited in terms of cost of care going
up, and the population numbers increasing for care, and unforseen
epidemics. It is still limited. Even though it sounds generous to say
9 percent, you don’t know what the future will hold, except in your
State we know there are going to be more and more seniors who
are going to need long-term care, and no block grant is going to
provide for that.

Governor BUSH. Absolutely, and that is why in the last 4 years
we have expanded State dollars and matched them with Federal
dollars for community care for the elderly programs. Significant
numbers of people are receiving services where they can age in
place and age with dignity. And all States—I mean, we are just
ahead of the game. I mean, I appreciate the fact that your relatives
are in Florida, and if I ever can help them, please let me know,
but——

Mr. WAXMAN. Let me write that down.
Governor BUSH. California is faced with the same issue, and so

is Ohio, and so is Georgia. Thankfully, we are aging demographi-
cally because we are living longer and living healthier. So these
issues are going to have to be dealt with in the most comprehensive
ways, not just related to Medicaid. But a 9 percent compounded
rate of growth over 10 years is explosive. It is not sustainable. And
if it is Medicare or private health care or Medicaid, we have to fig-
ure out how do we curb these costs and provide better health care
benefits together.

Mr. WAXMAN. If we put you in a block grant, we are not going
to do it together. You are going to do it and you are going to have
to cut people because you are not going to be able to come up with
the funds to sustain it.

Mr. UPTON. We are doing it now.
Mr. WAXMAN. My time is up.
Mr. BILIRAKIS [presiding]. Dr. Fletcher for 8 minutes.
Mr. FLETCHER. Thank you, Mr. Chairman, and I appreciate you

holding this hearing. I want to welcome the Governors and thank
you all for your testimony, Governor Bush, Governor Rowland and
Governor Richardson. I am glad to see that members of this com-
mittee have a history of becoming Governors.

When we look at Medicaid, one of the things that we need to re-
alize is it is estimated that Medicaid’s long-term care cost will
quadruple by the year 2030. Now, some people use a different date,
but around 2030 we will have a quadrupling at least of the long-
term care cost.

The other thing when you look at quality of health care, the
thing that is disturbing to me is that the National Cancer Institute
reports that women on Medicaid are three times more likely to die
from cancer than women who aren’t on Medicaid. The Institute also
found that women on Medicaid were 41 percent more likely to be
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diagnosed with breast cancer at a late stage, and 44 percent less
likely to receive radiation treatment.

So, I think we have a problem, and most of us, if we had a choice
between going on Medicaid or keeping the insurance that we have
through our employer or through the Federal Employee Health
Plan would choose to stay where we are rather than choosing Med-
icaid.

There are plenty of examples—and, Governor Bush, from your
State, examples of individuals who have to drive extra distance be-
cause of the problem of having providers who will participate with
the current Medicaid program.

So, when I look at what is happening in Medicaid, I am re-
minded of why I got in politics. I was practicing medicine. I was
seeing a number of single moms on Medicaid and Welfare. And I
was talking to one specifically, and I was talking about their fu-
ture. I said, ‘‘What are you going to do in the future as your child
now is entering school?’’ She said, ‘‘You know, if I go out and get
a job and go out and do some other things to improve my life, I
start losing benefits, and actually I can’t take care of my child as
well as I can staying where I am.’’

And at that point we had a social welfare system that was cap-
turing people in a cycle of dependency. We had Welfare Reform.
And I think it has made a tremendous and improved the lives of
numbers. We had the lowest poverty rate of minority children in
the history of this Nation, we have been keeping records of it, be-
cause of that reform, I believe.

I believe Medicaid is the next Welfare Reform. And I think we
hear, and we heard a lot of demagoguery when we reformed Wel-
fare, about endless soup lines and those sorts of things, and I think
we are going to hear the same demagoguery about taking people
out of mandated regimens and those sorts of things.

But I am here to say that I think as we look at the future of
Medicaid, that we must do some reform so that we can improve the
quality of health care and, not only that, but be able to expand who
we cover and make sure it is more appropriate.

Let me make a few corrections, too, that have been said here.
This 1 percent cut they are talking about, the $110 billion, it was
over 10 years, it is not a cut. It is just controlling the rate of
growth. CBO estimates it is going to control 8.5 percent or 9 per-
cent. It is not a real cut at all. So let us make that accurate. Only
in Washington where we use this fuzzy math would that be a cut.
It is actually controlling the rate of growth.

The President’s plan additionally increases the rate above what
is projected out those years, and then there is not really a payback
system, it just again begins to control and reduce the rate of
growth of Medicaid in those outlying years. So, let us get our facts
straight and make sure we are using the words that really mean
something.

Let me ask a few questions now because I think—Governor
Bush, I know in Florida, in your cash and counseling program, you
have found that at least thus far it seems to be budget-neutral, and
in the future there are hopes of actually reducing the cost, but it
incorporates some things of education which is a counseling, and
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flexibility allowing the money to follow the patient. I wonder if you
would address that and what you have seen in that program.

Governor BUSH. Well, that program and others that we have im-
plemented are focused on empowering people to make decisions for
themselves. Frankly, I think—again, this is broader than just Med-
icaid—the concern that I have looking over the horizon is if we
maintain our reactive health care system where we focus on inter-
vening when people are sick—and in the case of the Medicaid popu-
lation, there are five illnesses that create a significant percentage
of the cost—rather than focus on health care education and preven-
tion and disease management, it is not a sustainable situation, and
that is not related to Medicaid, that is related to the private sector
health care insurance system as well.

So anytime that you can provide, using the medical model but
also a social model where you intervene in people’s lives, give them
the information that they need to make decisions, empower them
to be part of that process, you are going to, I believe, save a lot
of money but, more importantly, have a better health care result.

Ultimately, what we should be focused on is healthier people.
Healthier people will create significant decreases in expenditures
in any of the insurance programs that exist. This is one example
of that. We have others related to ventures with drug companies
where, in the case of one drug company, 80,000 people are receiv-
ing their prescription drugs, but they are also receiving through
nurse-practitioners and through paraprofessionals, information
about lifestyle choices that they make that the combination of
which will save money. In fact, the drug company is guaranteeing
us the savings by participating in this program.

And back to the subject at hand, waivers can help us with some
of this, but to move to the prevention model all together in a more
dramatic way I think will require significant reforms in Medicaid.

Mr. FLETCHER. Thank you, Governor. Governor Richardson, let
me ask you a question—and I don’t know, this may be too spe-
cific—I hope you can answer. Do you know how much per patient
per month that you are spending on the Medicaid patient? I know
there is a disparity in whether it is long-term care, institutional,
but if you could kind of give me a figure of that so we could get
an idea.

Governor RICHARDSON. Average cost per enrollee per year has
grown from $4,133 in Fiscal Year 2000 to $4985 in State Fiscal
Year 2003, an increase of 21 percent. That is for us in our State.

Mr. FLETCHER. Let me ask you a question. I know we agree, and
I agree with you clearly on the flexibility, and I want to see incor-
porated education flexibility personal responsibility in a way that
will work, and that is the reason I think it is important, particu-
larly in the optional individuals. In the mandated individuals,
there is one thing, but the President has talked about giving flexi-
bility in this optional population, which is a population which you
all could quit covering immediately if you wanted to because it is
not mandated, and so we are just giving you option on what kind
of benefit. If you could use that $4985, say, instead of using it for
one optional benefit, say you could use $2400 or $2500 for two indi-
viduals that you optionally cover, wouldn’t that be a better option
for the States to do so that you could help some people—maybe not
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help them with a fully mandated benefit, but you could help them
where they needed help, especially in that 300 percent poverty rate
that you talked about?

Governor RICHARDSON. Well, that would strike me as being a
flexibility that would be welcome. I don’t necessarily think that
flexibility is just a definition of who you could take on or off the
rolls. I think that this is the kind of flexibility that a Governor
would want to have.

But I think, Congressman, you have to have the resources, and
my worry is that in the outyears, that when you cap—you are tell-
ing me it is going to be $12.5 billion over 7 years and in the out-
years I have to pay it back——

Mr. FLETCHER. Well, I have said that there is really not a pay-
back on that, Governor, it is a reduction. I think my time is up,
but thank you. We really appreciate your being here.

Mr. BILIRAKIS. Thank the gentleman. Mr. Pallone for 5 minutes.
Mr. PALLONE. Thank you, Mr. Chairman. Governors, I have to

say that I can’t help but think that the real issue here is resources.
I think that was what Governor Richardson just ended talking
about the need for resources.

When I was doing my opening statement earlier, I was trying to
get the point across that, from my perspective—and I think it is
true for most of us, at least on the Democratic, but hopefully every-
one—the real goal is to try to cover as many people as possible, and
provide them with as much care as possible that they need.

So, for us, the issue of how much money is available, what the
flexibility is, all of that has to be in the context of what is going
to accomplish the goal of covering the most people. And the concern
that I have is that—I know it sounds political in saying it—but in
the last few years of the Clinton Administration we were, through
the efforts of this committee, on a bipartisan basis expanding the
number, the money and the programs that were available to the
States, and the number of uninsured, for the first time in any-
body’s memory, was actually going down—the SCHIP program, the
parents of the kids in the SCHIP, expansion of Medicaid.

Now we see the opposite happening, and I don’t really under-
stand why the issue is flexibility at all. It seems to me that we
have had Secretary Thompson here. He has tried to give States,
like my own, flexibility with waivers where they have been able to
waive in the parents of the SCHIP children, or even maybe single
adults in some cases, I understand. So I just think that the Presi-
dent’s proposal has nothing to do with flexibility. He has provided
flexibility by giving waivers through Health and Human Services
when it is needed. The problem is money. The problem is lack of
resources. And there is nothing that anybody has said that con-
vinces me that that is not the case.

You may have some limits on your flexibility by what the Health
and Human Services does, but the bottom line is that there has
been a lot of flexibility there as well.

Just let me give you an example. I know there is a young woman
here in the audience today, Jeannette Morrisette Johnson. She is
over here in the orange dress and sweater. In 2001, after 12 years
of being on a waiting list, she was admitted to the Minnesota Cash
and Counseling Program. But she just received a letter this Feb-
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ruary telling her that her allocated money has been reduced 51
percent due to the State budget crisis and, worse yet, the allocated
amount was to be cut retroactively.

So this is the problem with caps and waiting lists. Jeannette’s
care under this demonstration will be cut. Now, because Medicaid
is an entitlement under current law, she still is able to get services,
but she has to enter a nursing facility to get them. But under the
Bush block grant, she would no longer have that entitlement. She
would be left with nothing after March 29.

So, my point with this is—Governor Bush talked about this Cash
and Counseling program, and maybe there is some flexibility there.
But if you don’t have the money because of the cap, then what good
is the flexibility? I mean, that is what this is all about.

I wanted to ask Governor Richardson, if I could quickly, one
question, and I wanted to ask about American Indians because you
brought it up. In your home State—because I know it is true in
New Jersey—our Governor has had to cut back on SCHIP. No sin-
gle adults anymore. No parents. Now even some of the kids are
going to be cut. What is happening in your State? Is that because
of flexibility, or is it because of lack of resources?

Governor RICHARDSON. Well, I think it only has been because of
congressional intervention that we have been able to maintain the
unspent SCHIP funds that you talked about. And I think this is
an example why I am concerned about the Medicaid proposal on
the table right now, that this program for kids, the SCHIP pro-
gram, basically has to be preserved by the Congress every year be-
cause, otherwise, it allows States to maintain their allotments per-
manently.

So, I think what is important is that a poor State, unless we
have the flexibility to spend that money, we lose some of these
funds to more affluent States that are able to juggle their resources
more effectively, or they are reverted to the Federal Treasury. This
is why I think it is very important that you are not just talking
about increased flexibility, but you are talking about resources.

Mr. PALLONE. And I appreciate that. I understand it is an issue
of flexibility, but I just think without the resources it is meaning-
less. I wanted to ask you, though, because you brought up Amer-
ican Indians. Many American Indians rely on a mix of Indian
Health Service and Medicaid funding. Can you provide some in-
sight into how you think this administration’s proposal would im-
pact the American Indian people of your State, and how it might
be improved or better address their needs, because you have ex-
pressed concern in that regard.

Governor RICHARDSON. Well, in my State——
Mr. BILIRAKIS. The gentleman’s time has expired. Please proceed,

Governor Richardson, but if we can be brief, I would appreciate it.
Governor RICHARDSON. Yes. And I think many of you have Na-

tive American populations. In my State, we have nine times the na-
tional average, we have 173,000. Of those 173,000, 68,000 are on
Medicaid. So when you have rural areas, when you have increased
access, it is more difficult. You have Native Americans with highest
incidence of diabetes, alcoholism, health care needs from drug
abuse. You have a very vulnerable population. And twice as many
Native Americans live below the poverty level.
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So at the same time that the Indian Health Service costs and
budgets are being reduced, you have got the States trying to plug
in some of those gaps, and it is a problem. And the worry that I
have is that the capping of the block grant is going to just make
some of the American Indian populations more vulnerable, espe-
cially in rural areas.

Mr. BILIRAKIS. The gentleman’s time has expired. Governor Rich-
ardson, very quickly, talking about the waivers, what does it cost
the State to go in and request these waivers, and what is the proc-
ess there? We talk about waivers we have gotten all the time, and
flexibility, and that sort of thing, but what does it cost you?

Governor RICHARDSON. Well, I don’t think it costs that much. I
think there is a lot of I think necessary bureaucratic effort. I have
my Secretary of Health and Human Service—we have only been in
office 60 days, but——

Mr. BILIRAKIS. You keep repeating that.
Governor RICHARDSON. [continuing] I am really hoping to get

some waivers. I hope this testimony doesn’t hurt me.
Governor ROWLAND. I think it is going to help.
Governor RICHARDSON. But, again, I don’t think there is much of

a cost. Just dealing with the Federal Government, as you know, is
difficult, but I don’t think there is much of a cost.

Mr. BILIRAKIS. Governor Bush, I know you have to leave. Any-
thing you want to add to that as far as cost is concerned?

Governor BUSH. Well, the cost really relates to the administering
of the waivers. We have 13 of them, I believe, and there is adminis-
trative cost. And as it relates to flexibility, just to make the point,
the SCHIP program is a great example of flexibility that we can’t
now implement. If a Medicaid beneficiary, a family, wanted to go
to a KidCare SCHIP like program today, they would not be al-
lowed. No waiver will change that, they would not be allowed. And
there are people in our State that are receiving Medicaid that
would be happy to do a co-pay, would be happy to get the better
quality health care professionals, would be happy to be in that pro-
gram, but they can’t.

Wouldn’t it be better to provide that option in a new system?
And as it relates to people that are in consumer directed care, as
you stated, Congressman, if a pilot program runs out and they
have to go back to an institutionalized setting, a new system
wouldn’t necessarily require that.

We can find lower cost ways of providing better dignity, better
care for people, and waivers are part of it. We are thankful for the
waivers we have, particularly for the developmentally disabled.
Were it not for the MED waiver program that frankly was granted
in the Clinton Administration, in the last days, we would not have
been able to dramatically increase the number of people receiving
care at a lower cost than putting them in institutions.

I just think we can go beyond where we are and, Mr. Chairman,
I appreciate the opportunity to start this dialog. I hope that you
will invite others that are, as people have said, patients and pro-
viders and others, to be part of this debate, but we should not let
this opportunity go to waste.
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Mr. BILIRAKIS. We plan to do that. Thank you very much for tak-
ing your time to be here, Governor. Governor Rowland, very briefly,
did you want——

Governor ROWLAND. Mr. Chairman, I just wanted to add, the ex-
perience I have had is a little bit different than my two colleagues.
I served under two administrations and went through a waiver
process with both administrations and, frankly, the previous ad-
ministration, with all due respect, was very difficult to get a waiv-
er. It was almost impossible. But, more importantly, the waiver
system should not be at the discretion of who happens to be the
HHS Secretary. There should be some uniformity. On any given
day at any given moment, it shouldn’t be, ‘‘Well, on Tuesday we
will do a waiver, but not on Thursday. In New Mexico we will do
one, but not California,’’ and so forth. So there has to be some con-
sistency, something that we can work off of. And it just flies in the
face of what we are trying to do—and that speaks to Congressman
Pallone’s point—we are trying to cover as many people as possible.
And the more flexibility we have, the more people we can cover.

So I think your argument leads to—and I would like to try to
convince you—leads to us having more flexibility. We can cover
more people. I look at California. California has a $30 billion budg-
et deficit. You can pour more Federal dollars into that program,
but they are going to have great difficulty matching it dollar-for-
dollar for some of those optional benefits.

Mr. BILIRAKIS. Thank you. Mr. Deal is recognized for 8 minutes.
Mr. DEAL. I, too, want to express my appreciation to the Gov-

ernors for their appearance here today and for your insight into
what is a difficult issue for you as well as for those of us here at
the Federal level.

I want to mention one topic that for my State is a problem, and
I think probably at least for Governor Richardson is a problem.
That is the issue of undocumented aliens and their impact on the
cost of providing care.

There is a study that has been commissioned through GAO to try
to study that impact and submit a report by the end of this fiscal
year for the top ten States in estimated illegal populations, and
New Mexico, as I understand it, is in that list.

There has also been legislation introduced on both the House and
Senate side that would propose to make additional allocations to
those States that are the sixth highest in estimated undocumented
populations. Since my State of Georgia is seventh and is not in-
cluded, I have some problems with that cutoff. And since New Mex-
ico is not in that top seven, I would assume the Governor of New
Mexico would also have similar problems.

Would you care to comment on that aspect of the cost to your
system, and suggestions as to how we might better deal with that
problem?

Governor RICHARDSON. Well, Congressman, first, I would say
that both of our States deserve to be on that list. And then, second,
I do think we have to, with this population, revert to our role as
a Nation that is compassionate. Many of these undocumented
workers are participating in civic society, and they are going to
school, they are law-abiding citizens. And in New Mexico, even
though we are on the border, we don’t experience the dramatic
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growth that exists in other border States like California, like
Texas, but it is a strain on resources, but one that we are trying
to find ways that we have sensible policies.

Now, again, it is—I just keep saying it—it is a matter of re-
sources. It is a matter of finding ways to have eligible populations
that you can take care of not just with resources, but with partner-
ships with the State, the Federal Government, clinics, private sec-
tor, but this is something that I know your Hispanic population in
Georgia is one of the highest growing in the country. In fact, I
think you elected a Hispanic State Senator for the first time, so I
know this is a problem for you.

Mr. DEAL. Let me move to the topic and the one word I think
we have heard the most of, and that is flexibility. Having just met
with a health care provider group just a few minutes ago during
the midst of this hearing, one of the concerns for some that are
maybe not considered mainstream in the health care providers is
that flexibility will mean that they cut out of the system, whether
it be dental services, therapeutic services, et cetera.

We have gone through that same argument, as you know, when
we dealt with the education bill during the last Congress, about
doing away with categorical areas and giving broader discretion to
the States.

Can you all give some assurance to these groups that if you are
given some flexibility, that they will have their just say and hear-
ing at the State level so that you don’t have certain provider
groups being excluded? I think that is a concern that is always
there when you remove people from mandatory categories and put
them into discretionary categories.

Governor ROWLAND. I would be glad to take a stab at that, and
my first comment would be that, first and foremost—and this
hasn’t come up in our discussions just yet—but this whole talk of
the reform plan is voluntary to the States, and that needs to be
highlighted. So if 20 States that, for example, don’t even have op-
tional benefits, or do not have a SCHIP program, or don’t have a
drug prescription plan, if they think, well, things are going fine
under the way we are doing this, then they can continue to do
what they are doing, and the other 30 States that have been cre-
ative with optional plans and extensions of programs, they may
presumably go running after the $12 billion over the next 7 years.

With regard to various groups that provide benefits, what I have
seen at the State level is that you have got that balancing act. And
what we are facing today, if you look at the Medicaid pie, you are
looking at the dollars and then make a determination to, in Con-
gressman Pallone’s comment, you want to serve as many people as
possible. And over the last 6 years, I would argue that because of
the better economic times and for the State economic times, all of
us have surpluses. We are chasing optional programs like crazy—
dental plans, this plan, that plan. But certainly under the Medicaid
plan, you know, the dental care, braces, everything is no co-pays,
no contribution, it is the best plan in America.

But my point is that you will see at the State level that debate
over extending the optional care or trying to take care of more. I
would caution, however, under these tighter fiscal times, you are
going to see more focus on taking care of the lower-income and
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making sure that—well, arguably, that the bells and whistles won’t
be there. Having said that, if we don’t do anything, if we don’t
adopt this type of a plan and we maintain the status quo, we are
only going in one direction, and that is less benefits and less people
covered. That we know for sure.

Governor RICHARDSON. Congressman, I would give you that as-
surance, too. In fact, in New Mexico, I think, because of this dra-
matic increase in Medicaid services and enrollees, that we are look-
ing at peer practitioners. I think this is where you can experiment
a little bit—alternative practitioners, traditional healers and serv-
ices. I should be careful because I know there are a lot of doctors
on this committee. But I think a State like mine has to do that
with very rural Native American and Hispanic populations that
have access problems, that have delivery problems, that have lim-
ited resources, few rural health clinics.

Mr. DEAL. Thank you both. Another topic that I know we all
have concerns about, and that is the disproportionate share pay-
ments. And for States like—I am sure probably New Mexico is like
Georgia in the regard that we have many areas where dispropor-
tionate share makes a big difference in terms of rural hospitals
that have those large Medicaid populations.

Certainly, it is one of those topics that is on the table for discus-
sion as to how we deal with it in the future, and I would just sim-
ply lay that subject matter out for your consideration as to any
comments later down the road that you would like to share with
us. And, also, as I understood it, the Governors Conference is going
to provide us with some list of waivers that have been effective,
and I think that would be very, very beneficial for us to hear from
you as to the kinds of waivers you think have worked and the kind
that maybe should be incorporated and not have to be asked for,
but maybe incorporated into the basic system.

Governor ROWLAND. I think, Congressman, that is a great start-
ing point for discussion, and I would take it a step further, and I
would say to the chairman and to interested members that what
you ought to do is put the gauntlet down and say to the Governors
of this country, ‘‘If you want this reform plan, you sit down and
work with the administration and interested parties on this com-
mittee, and put something together that we can all agree upon.’’
Absent that, it becomes—if we have five different plans floating
around out there and the DSH payments aren’t satisfactory to New
Mexico and Connecticut, and this plan is not satisfactory, and we
don’t engage and make sure that there is a sense that the manda-
tory populations are going to be protected—and I think that has to
happen—then shame on us.

And so I would encourage you to challenge the Governors to
make it happen.

Mr. DEAL. Thank you, Mr. Chairman.
Mr. BILIRAKIS. The gentleman’s time has expired. Mr. Stupak for

8 minutes.
Mr. STUPAK. Thank you, Mr. Chairman, and welcome to the Gov-

ernors. I have sat through most of this hearing, and we met
Jeannette Johnson over here with her parents, and Donna Lucero
is right over here, and she recently lost her job and, when she lost
her job, she lost her health insurance. She was told she could go
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buy her health insurance under COBRA once you lose your job. But
we all know when you try to do that and get a single-payer plan,
it is too expensive, especially when you don’t have a job, and there
was no way she could afford any health care plan. So she went in
and applied for Medicaid and, of course, Medicaid denied her, but
at least her daughter got some coverage under Medicaid. And
Donna says that Medicaid does matter to her, it is a relief that at
least her daughter is covered by any illness that she might encoun-
ter. She is a star student at her high school, and being able to stay
healthy is critical for her to be able to continue learning at an opti-
mum level.

And as I have listened to all this today—and Governor Rowland
indicated that even with the proposal of the President, there may
be a decline in service and, therefore, with a decline in service we
may not be capable of providing services like we have in the past
to people like the Johnsons or Lucero. And both the Governors,
Governor Richardson and Governor Rowland, also mentioned the
war.

So I ask this question with all due respect because when I am
back in my district, this is what I am hearing. And this weekend,
Saturday, I will be at UP legislative dinner, with all of our Amer-
ican Legion Post and don’t have enough money for health care for
veterans. Sunday I will be down in Patosci with the nurses, never
enough money there in health care. I’m doing a town hall meeting
Monday night. But my constituents have been asking me lately—
and now they are hearing about proposals to cap Medicare and
Medicaid because States can’t afford it, and I think you mentioned
that my State of Michigan lost 50,000 people on Medicaid—but
then, yet, last week they saw the President on TV saying that after
we defeat Iraq, the U.S. will go on to provide food and medicine for
Iraq. And, yet, here in the United States we don’t either have
enough resources and we don’t have enough money for Medicaid to
take care of people, whether it is the 50,000 in Michigan or the
Johnsons or Luceros, and we don’t have a prescription drug pro-
gram. Medicaid pays for some prescription drugs for beneficiaries.

So how do we cut Medicaid recipients’ benefits here at home, but
we promise medicine to Iraq, or how do we pass a plan that caps
Medicaid benefits, but I don’t hear any caps on aid we are going
to give to countries we may be at war with. And my constituents
are saying, ‘‘How do you do that? What is going on up there?
Where are your priorities?’’ How do we answer that?

Governor ROWLAND. I think it is a great question, and the an-
swer, I think, comes back to what your colleague said earlier, and
the challenge should be for all of us. Let us cover as many people
as we can. The dilemma we continue to face is as we expand the
coverages and the optional categories and as we begin to get into
the SCHIP programs, are we taking away from the mandatory pop-
ulation? So there is this constant give-and-take, and I am not sure
that at the State level we see funds being diverted, if you will, to
the war, or funds diverted to health care for other countries, but
all I know is that we spend probably 40 percent of our entire budg-
et on health care for the people of our State, some of it matched
by the Federal Government and much of it not.
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What I do also know is that economically, except for New Mexico,
most of our States are in a real jam, your State in particular. I
mean, you have got layoffs of State employees, reduction of benefits
across-the-board, and I don’t see it going away anytime soon.

So, leaving aside foreign policy discussions, all the more reason
to engage with your Governor, who I think is enterprising enough
and flexible enough in working with the Federal Government, and
courageous and creative enough to figure out what population to
serve and how to utilize the Federal and State dollars that are
available.

Mr. STUPAK. But if you start capping it—and this plan I think
Mr. Pallone said lack of resources—there is no doubt in outyears
you do have a cap on it, and hopefully the economy is better—we
can always hope against hope—but, still, 40 percent of your budget
right now is going for health care and you don’t have enough. How
do you help these other people?

Governor ROWLAND. That is why this plan is a home run, it in-
creases by $12.5 billion over the next 7 years. So you are going to
look at $3.2 billion next year and $12 billion over the next 7 years.

Mr. STUPAK. So $3.2 billion will take care of all your health care
needs?

Governor ROWLAND. Better than the alternative which is the sta-
tus quo? Absolutely.

Mr. STUPAK. Well, shouldn’t we really put more resources into
Medicaid? After all, the Federal Government picks up about 57 per-
cent of every Medicaid dollar.

Governor ROWLAND. There is no question, we would all love to
see more money. Believe me, all of us, every Governor, would love
to see more dollars, but let me emphasize that the State still has
to match those dollars.

Mr. STUPAK. On, I don’t disagree.
Governor ROWLAND. And whether it is Michigan or California,

the ability to match it is going to be difficult.
Mr. STUPAK. And I agree with the SCHIP program, Governor

Bush was saying they would rather be in the SCHIP program as
opposed to the Medicaid program because they get more benefits,
and I think that is what people are saying, and health care is so
critically important. But you talk about the $3.2 billion, Governor,
how much would your State give of the $3.2 billion? You have 50
States out there, plus Puerto Rico and the other——

Governor ROWLAND. No. 1, all 50 States wouldn’t utilize it. It is
a volunteer program. The estimate is that probably half would. So,
if that is the case, it would be about a 2 percent increase. With
that 2 percent increase I can do an enormous amount.

Mr. STUPAK. But unless the economy really picks up tomorrow,
you are going to have more than a 2 percent increase or demand
in your State of Connecticut.

Governor ROWLAND. It would be a 9 percent increase, but what
I am saying is that a 2 percent increase with flexibility is a much
better plan than the status quo. And I would also add that if you
would do a drug prescription plan at the Federal level, that would
be great relief to many States, as long as that is flexible as well.
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Mr. STUPAK. Sure, but if you are going to get a 2 percent in-
crease and a 9 percent increase in demand in your State, there is
a 7 percent gap there. How do you cover that?

Governor ROWLAND. By not having to spend $5,000 a month for
a nursing home recipient. I can spend $1,000 or $2,000.

Mr. STUPAK. What would that nursing home recipient do then,
if the State wasn’t there to help out, and they are qualified for
Medicaid so you know they don’t have a lot of resources, so what
does that recipient, that nursing home recipient?

Governor ROWLAND. Oh, I would offer a menu of services, any-
thing from assisted living to at-home health care. We only have one
option right now. The option is to go into the nursing home. With
dual-eligibles, we have a disaster at the management level at home
health care and homebound. So, right now, if you look at, for exam-
ple, my $3.5 billion spent on Medicaid, both Federal and State, half
of that is going to optional services, well over half of that. And of
that half, of that $2 billion, $1 billion of it is going directly into the
nursing homes. They haven’t had an increase in the last 2 years.

Mr. STUPAK. Governor Richardson, anything you want to add to
that?

Governor RICHARDSON. When you have a Democratic Governor or
a Republican Governor, one of the things that we have tried to do
is approach these problems on a bipartisan basis. Where I would
differ a little bit with John is I do worry about the capping at this
time of uncertainty, at this time when we are telling Turkey we are
going to give them $26 billion, and then we have got this shortfall
in the States and so many other problems.

I guess my position, Congressman, is that at this time of eco-
nomic downturn and uncertainty, it is important that we not do the
status quo—I am with John on that—but that we not experiment
so dramatically that by capping—and I have looked at those num-
bers, it is $12.7 billion over 7 years—but then in the outyears it
is a drop off, and I do think we have to pay it back. And I worry
about what you are going to do in States like mine where this pro-
gram just continues to grow, and where you have—I would hope
that you consider having Medicare be more active in dealing with
health and long-term care costs of all people so that the States, re-
gardless of immigration, regardless of illnesses, family type, status
of age, so that we at the Medicaid level can really concentrate on
doing that, and have the SCHIP program expanded so that we can
deal with disabled, with kids, with seniors. I think that would be
a constructive step that we could take to deal with the long-term
issue that you talked about.

Mr. STUPAK. Thank you.
Mr. BUYER [presiding]. Thank you, Mr. Stupak. Mr. Brown.
Mr. BROWN. Mr. Chairman, I would like to ask unanimous con-

sent to enter these letters and statements on Medicaid from groups
like the Alabama Hospital Association, ACT-UP Atlanta, American
Academy of Pediatrics, American College of Ob/Gyn, American Dia-
betes Association, AFL/CIO, American Hospital Association, AARP,
Catholic Health Association, Center on Budget Priorities, Chil-
dren’s Defense Fund, Consortium for Citizens with Disabilities,
Florida Alliance for Retired Americans, Health Care for All Coali-
tion, Leadership Council of Aging Organization, March of Dimes,
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Association of Children’s Hospitals, National Association of Public
Hospitals, National Citizen’s Coalition for Nursing Home Reform,
National Committee to Preserve Social Security and Medicare, Na-
tional Health Law Program, National Mental Health Association,
National Women’s Law Center Premier, and AARP. If I could sub-
mit these letters for the record.

Mr. BUYER. Hearing no objection, so ordered.
Mr. Strickland, you are recognized for 5 minutes.
Mr. STRICKLAND. Thank you, Mr. Chairman. I am sitting here

thinking that we make decisions that affect real people, and we
have one of those real people in the audience today. I would like
to recognize Rose Spears, from Portland, Oregon. Rose has two chil-
dren, four grandchildren. She has heart problems and diabetes.
Thank you, Rose, for being here today.

She gets her health coverage through Medicaid. She is one of the
optional beneficiaries. She is on disability, not on SSI. She has
been getting her drugs through Medicaid. What does that mean? It
means in February she was told that she would no longer be able
to get her prescription drugs paid for. She pays $912 a month for
her medications and her insulin. She receives $728 a month in dis-
ability payments, and $61 a month in food stamps, and her rent
is $373 a month. Her medications cost more money than she has
each month to live on. She is an optional beneficiary.

Governor Richardson, I have a question, but before I have a
question I want to thank you because when you were Secretary of
Energy, you did something courageous, you admitted that this gov-
ernment injured people without their knowledge. And today in my
district and across this country, people are being compensated be-
cause of your courage, and I want to thank you for that.

Your two colleagues with you sent a letter to the President not
long ago opposing the State Fiscal Relief legislation that has been
introduced or authored by Congressman King and Congressman
Brown. They wrote, ‘‘Rather than seeking one-time relief from the
Federal Government through the Federal medical assistance per-
centage increases or other measures, we would suggest it is time
to review and fundamentally rewrite the Medicaid program.’’

In the State of Ohio, the Governor has recently terminated Med-
icaid coverage for adults with vision problems, psychological prob-
lems, sight problems. Anything above the neck is pretty much ex-
cluded from Medicaid coverage.

I have met with pediatric dentists who have been treating dis-
abled children who are now disabled adults, and they are stunned
by the fact that they will no longer be able to treat these disabled
adults that have serious dental problems.

I note that—I think I am correct here—Connecticut is now trying
to close a budget deficit of at least $700 million. The State already
dealt with a $650 million hole in their budget this current year.
Florida has a deficit of $2 billion expected for the upcoming year,
and is unlikely to be able to cap the classroom sizes as required
by the Florida Constitution. Those States would gain $71.5 million
and $217 million under this Federal medical assistance percentage
proposal.

In your State, Governor, you would gain $87.7 million. It would
seem to me that it would be important to have these additional
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monies to at least preserve coverage for the States that are faced
with these awful choices.

Don’t you think, Governor, that our first choice should be to pro-
tect coverage which is currently being provided to vulnerable fami-
lies and to maintain this as much as possible? In other words,
doesn’t the Federal Government have responsibility to step in and
help out these States now because people like Rose Spears are
being hurt now, and not wait for some reform that may be desir-
able in the system?

Governor RICHARDSON. Congressman, I agree, and I said in my
opening statement that I felt that passing the legislation, the King,
Brown, and in the Senate I think Collins and Hutchinson of Texas,
which is bipartisan immediate fiscal relief for the States. This proc-
ess is going to take about a year of drafting legislation on Medicaid
and Medicare. And my hope is that some of these funds are avail-
able now, and hopefully as part of a compromise there can be—I
don’t know if we can expect all the $10 billion that you talked
about.

I do want to say something that is very healthy, and Congress-
man Rowland alluded to it, and that is when I used to sit on this
committee, even more junior than some, and Governors would come
up, I didn’t recall the committee really listening to them. And I
would say, ‘‘God, they are just whining.’’ And now that I have seen
first hand how we are the ones that are managing this Medicaid,
but we are the ones that see the people that are hurting.

I have Donna Lucero, from New Mexico, who is here, who lost
her job. And they look in your face and they say, ‘‘What am I going
to do? I pay my taxes. I want to work. I want some hope for my
family,’’ and you can say, ‘‘Well, you know, I can’t deal with Medi-
care reimbursement, that is a Federal issue. I can’t deal with giv-
ing you this new program because I have to get a waiver, and I
don’t know if I can do it,’’ and you sometimes feel powerless.

My point is that I would hope that this committee—I know it has
policymaking authority in the health care area—works with the
Governors—and we are forming a task force of 12 Governors that
will work with the administration and with the Congress in fash-
ioning legislation that at least limits the pain, the short-term pain
that we have in this time of economic uncertainty.

And I want to return the compliment to you for your work on be-
half of your people. I have never seen a Member of Congress that
fought more for his people especially in need than you do.

Mr. STRICKLAND. Thank you, Governor. Thank you, Mr. Chair-
man.

Governor ROWLAND. Mr. Chairman, if I may, I just wanted to
correct the Congressman, apparently he has got some misinforma-
tion alluding to a letter that was sent from myself and Governor
Bush and Governor Owens in opposition. I believe he referred to
H.R. 816. We did not send a letter in opposition to H.R. 816, we
sent a letter to the President and to the Secretary of Health and
Human Services, talking about flexibility and the process that we
are following. That letter that we sent was on January 16. H.R.
816 was not even introduced until February 13. So our letter was
not in opposition, and I know that some of that misinformation is
being spread around, but it is not the case.
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Mr. BUYER. Do you support the legislation, sir?
Governor ROWLAND. I don’t even have an idea what the legisla-

tion is.
Mr. BUYER. Thank you. I just have a couple quick questions.

First of all, gentlemen, thank you for coming. One of the challenges
we face in drafting this Medicare prescription drug piece is trying
to prevent dumping. I hate to use that word, but corporations that
have legacy costs want to put retirees on the Federal Government.
States have an interest on dual-eligibles.

When I looked at—just to go by last year’s bill, Connecticut
alone, over 10 years, would stand to reap about $729 million. That
is a tremendous benefit over 10 years if the Federal Government
picks up the cost of dual-eligibles. New Mexico is $87 million. So,
I just want you to know those are things that add to our cost——

Governor ROWLAND. We can negotiate that.
Mr. BUYER. Sir?
Governor ROWLAND. We can negotiate that.
Mr. BUYER. I do have a question follow-on from Mr. Deal’s about

the unauthorized aliens and emergency medical expenses. When he
asked you the questions about DSH payments, I would like to know
if you have any data on the amount of DSH payments that are
used for unauthorized aliens? Do you have anything on that?

Governor RICHARDSON. We will provide that for the record, Con-
gressman. We are what is called a low DSH State. This would be
added to the administrative part of the allotments under the ad-
ministration’s proposal. These are service dollars, but not adminis-
trative.

Mr. BUYER. Governor Rowland, would you have any data?
Governor ROWLAND. We do. Our DSH payments are about $230

million. I didn’t catch the whole question but, if, indeed——
Mr. BUYER. It was whether or not you have any data on the

amount of DSH payments used for unauthorized aliens.
Governor ROWLAND. For unauthorized aliens, I could probably

get that information for you.
Mr. BUYER. If you could get this for the record——
Governor ROWLAND. I don’t think it is significant in the State of

Connecticut.
Mr. BUYER. It would be, though, in New Mexico.
Governor RICHARDSON. Probably higher, yes, than Connecticut.
Mr. BUYER. The last question I have, I was surprised when I re-

viewed the testimony, and Governor Bush talks about 45 percent
of the State of Florida’s pregnant women served by Medicaid, 44
percent in New Mexico—I don’t know what yours is, Governor Row-
land—but that is very high. I immediately began to think about the
fathers out there, and we have a system to go after deadbeat dads
and the collections on welfare. Is this included in what is hap-
pening in your courts, your AGs are going after the deadbeat dads
to make collections back to your State relative to the cost of Med-
icaid for providing for these children?

Governor RICHARDSON. Yes. In my State, it is.
Mr. BUYER. Do you know what that number is, and how well it

is being done?
Governor RICHARDSON. Well, it is not being done as well as it

should. The number on the program—I am informed that we get
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$1.56 for every $1.00 that we spend on the program, from the Fed-
eral Government. So we do well proportionately.

Mr. BUYER. I just want to make sure that you are comfortable.
That AGs are actually making those demands and collecting on
judgments on deadbeat dads.

Governor RICHARDSON. I am comfortable with the efforts of our
officials. The results, I would like us to do a lot better like obvi-
ously we should.

Mr. BUYER. Governor Rowland?
Governor ROWLAND. We have had a very successful rate, I can’t

give you exact percentage. I will tell you that the challenge for us
is out-of-state dads. And I know that the Attorney Generals Asso-
ciation has been diligently working and we are using all kinds of
technology, and there have been many cases we have actually sent
people out of the State to other States to pick up the dads and to
force them to pay the price.

Mr. BUYER. Could both of you provide that for us for the record?
What we will attempt to do is—there is a myth—well, it is the dif-
ference between myth and reality. If you come to the Federal Gov-
ernment and you just ask us for more money, our question to you
is how well have you been collecting with regard to those costs. If
you are doing it well, that is great. If you are not doing it well,
then we know how we need to sort it out. That would be very help-
ful.

I have no further questions. Mr. Davis is recognized for 5 min-
utes.

Mr. DAVIS. Thank you, Mr. Chairman. I want to thank the Gov-
ernors for sticking around, given your busy schedules, and my Gov-
ernor, Governor Bush, for spending so much time here.

There are three ingredients to what we discussed today that I
would like to briefly go back and highlight and give you the chance
to comment on and respond to a question. The first is the level of
the proposed increase, the second is the proposed flexibility, and
the third is what I will essentially refer to as a cut in the per cap-
ita amount of Federal dollars you receive for each of the people you
represent who are Medicaid beneficiaries.

As Governor Bush said so eloquently early, this is not about gov-
ernment numbers, this is about family incomes and people. And I
want to refer to simply one Floridian who is in the audience
today—I hope there are others—Carolyn Chavan is here. Carolyn,
would you raise your hand so folks can see you.

Carolyn—I expect she doesn’t mind me mentioning this—was di-
agnosed with cancer in April of 2000. She is fighting the good fight
and hopefully doing well. She had to quit working. She had to fall
back on the medically needy program in Florida to pay her pre-
scriptions, in addition to some disability she receives.

What Governor Bush would have acknowledged if he were still
here is that under the budget that he has had to submit in Florida,
the medically needy program is eliminated. And, Carolyn, I don’t
know what is going to happen. I guess I hope that isn’t going to
happen and the Federal Government can help Governor Bush avoid
doing that so you and others can fight the good fight and get well
and get back to work and be with your families.
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But the point is, I believe you need this increase. And a lot of
people laughingly refer to Florida as the place where, as Senator
Gramm likes to say, if you live long enough you will be a resident
one of these days. But the truth of the matter is, one of the reasons
the Federal Government needs to provide some support is because
of the issue of mobility. And certainly in New Mexico, perhaps less
so in Connecticut, Governor Rowland, more and more people are
moving to your State because of the good things it holds and what
you are trying to do for it, and that is one of the reasons why the
Federal Government needs to support Medicaid and needs to pro-
vide increase because of your budget situation.

On the flexibility, Governor Bush—and I am sure you as well—
have done some very nice things with the developmental disability
area in terms of getting the dollars where they need to go, to peo-
ple that need it. One of the projects he has pursued is something
we talked about today and I think is terribly important, which is
getting out of the institutionalization business for developmentally
disabled people and the seniors, and allowing people to age at
home in place.

One of the projects that Governor Bush referred to in his testi-
mony is only in two counties, serving about 100 people. That is
simply a beginning. To me, it is another example of why we need
to give you the increase, and we need to give you the flexibility as
well.

Finally, I think it is very important that we try to reach agree-
ment, Democrats and Republicans, Federal and State, on exactly
what this proposal means because I think what it means, based on
the numbers we have gotten from OMB and the CBO, is that once
this program really kicks in, the amount of Federal dollars you per-
ceive on a per capita basis, which is ultimately what affects Caro-
lyn, is going to be dramatically reduced at a time the Baby
Boomers are starting to retire. And once we can agree on those
facts, if that is where people want to head, then we will go ahead
and take the votes and move accordingly, but I don’t think that is
where we want to head. I think those of you all who are encum-
bered by tremendous amount of knowledge of the details as Gov-
ernors, need to help us make an informed judgment on this, and
hopefully there will be bipartisan agreement on this, and I expect
you will be leaders in that, on whether that is the direction the
Federal Government needs to take.

The last thing I want to say is that I do support giving you the
flexibility on the co-payment. I supported it as a State legislator in
Florida. But you know that is a very, very powerful tool to be used,
and it can be abused, and I want to cite you one example and give
you the chance to comment on this or any other points I raised.

The Department of Veterans Affairs budget this year suggests a
$15 co-payment on drugs and a $250 deductible for low-income vet-
erans. They further estimate this will result in a 34 percent drop
in Priority 7 and 8 veterans—these are low-income veterans using
health care. I don’t think that is what we intend to do when we
talk about personal responsibility in cost-sharing. That sounds to
me as something that is going entirely too far. Ultimately, we have
to resolve the level of trust and flexibility we will give you to make
the right decisions for the people we all represent.
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So, I just want to give you in my remaining time any chance to
comment on any of the matters I have said, or anything else you
haven’t had a chance to raise.

Governor ROWLAND. Congressman Davis, let me first thank you
for what I think are very constructive remarks. I think you had to
duck out for a moment when we talked about at the NGA level we
will have a task force, if you will, of about 12 Governors, Repub-
lican and Democrat, that are willing and able to meet with your
committee and any other interested individuals, to try to craft
something. And I also said to the chairman at the time, I think it
is imperative that the challenge and the burden is placed on us.
I think the burden has to be placed on the Governors bipartisanly
to come up with a plan that you feel comfortable with, that the ad-
ministration feels comfortable with and, frankly, that is the only
way it is going to work. Absent that, this falls apart under its own
weight.

When we talk about flexibility, we are talking about the ability
to better serve our constituents and not a one-size-fits-all program.
I would say that one of the things I have learned after 9 years as
Governor is that what works in New Mexico may not work in the
State of Connecticut. What works in Idaho may not work in New
York State. We are a very diverse population, but the rural chal-
lenges and health care delivery systems and benefit levels are all
very different. The mere fact that only half of the States have
adopted what I call the CONPACE program, which is State drug
prescription plan, the mere fact that only about half the States
have adopted any of the optional programs under Medicaid. So you
have a very diverse population, and the flexibility that you would
give us will help us better do our jobs.

Mr. DAVIS. And, Governor, I want to strongly urge you to include
Medicaid beneficiaries on this commission you are describing.

Mr. BUYER. Thank you. The gentleman’s time has expired. I ask
unanimous consent to enter into the record questions by Mr. Brown
which will be submitted to you gentleman.

At this point, I want to thank Governor Bush, Governor Row-
land, and Governor Richardson for coming, your testimony, and
adding your contributions. Thank you very much. This hearing is
concluded.

[Whereupon, at 1:10 p.m., the subcommittee was adjourned.]
[Additional material submitted for the record follows:]

RESPONSES TO FOLLOW-UP QUESTIONS OF GOVERNOR JOHN G. ROWLAND

QUESTIONS OF THE HONORABLE STEVE BUYER

Question 1). What portion of the DSH dollars you receive are used to pay for the
care of unauthorized aliens?

Response: In Federal Fiscal year 2002, Connecticut made hospital dispropor-
tionate share (DSH) payments to private acute care hospitals totaling $151,729,042.
In addition, the state made $89,921,52 in DSH payments public psychiatric hos-
pitals for a total of $241,650,894.

DSH payments are made in accordance with the payment methodologies described
in the Medicaid State plan, which identify how costs for uncompensated care and
costs attributable to the Medicaid shortfall can be claimed. In both categories, costs
are an aggregate amount reported by the facilities.

We do not determine the eligibility or the status of individual recipients in this
process, including any determination their citizenship status. We do not have any
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way of estimating what costs, if any, were attributable to the cost of uncompensated
care provided to unauthorized aliens.

Question 2). What sums have been collected from dead-beat dads to support their
Medicaid eligible children/spouses expenses?

Response: In State Fiscal Year 2002 (July 1, 2001 through June 30, 2002), the
state colleted $13,971,821 in child support collections specifically for Medicaid ex-
penditures. In addition, the state collected $19,374,977 in additional Child Support,
some undetermined portion of which was attributable to Medicaid.

QUESTIONS OF THE HONORABLE CLIFF STEARNS

Question 3). Are Medicaid rates a contributing factor in ‘‘physician flight’’ from
Medicaid? What about the administrative requirements?

Response: Medicaid rates for physician’s services average about 60% of the allow-
able rates under Medicare. Following the passage of the Balanced Budget Act of
1997, Connecticut no longer automatically pays the Part B crossover payments for
recipients who are dually eligible for both Medicare and Medicaid. We now pay
crossover payments for Medicare coinsurance and deductibles only up to the Med-
icaid allowed amount.

Despite the lower fees and the reductions in so-called Medicare crossover pay-
ments, physician participation in Medicaid has declined only slightly in recent
years. This may be, part, attributable to the fact that nearly 70% of all Connecticut
Medicaid recipients are enrolled in Managed Care Organizations (MCOs). The two
largest MCOs (Anthem Blue Cross Family Plan and HealthNet Northeast) are com-
mercial plans and pay physicians fees, which are approximately 20% higher than
the Medicaid, fee schedule. The majority of the remaining recipients in fee for serv-
ice are dual eligible so the Medicare fee schedule ultimately determines their reim-
bursement.

In recent months we have seen some ominous signs in recent months of signifi-
cant practices either limiting their Medicaid caseload or withdrawing from the pro-
gram. If this tend continues we could face an issue with access to care.

We don’t know how much of this trend is attributable to rates, versus malpractice,
versus administrative requirements. We can tell you that over 90% of the claims for
physicians services are submitted and paid electronically. We are implementing the
new HIPAA requirements this weekend to bring our system into compliance with
the national standard. We do not believe that administrative requirements pose a
significant barrier.

The most helpful thing that Congress could do would be to help the states with
the cost of care provided to dual eligible recipients. This fiscal relief would allow
the states greater flexibility to adjust or own reimbursement rates in a more timely
fashion to continue to attract physicians to provide high quality care.

Question 4). Please clarify your statement about recipients receiving medical as-
sistance in your state with household incomes up to $54,000 a year?

Response: In that context Governor Rowland was referring to coverage of children
under our SCHIP (Title XXI) program, known in Connecticut as HUSKY Part B.
In our HUSKY managed care program, different categories of individuals are eligi-
ble at different income levels.

In HUSKY Part, A which is Medicaid managed care; children up to the age of
19 are eligible with household incomes up to 185% of the federal poverty level (FPL)
($34,000 a year for a family of four). Adults are currently eligible up to 150% of FPL
($27,600 a year for a family of four), although we were recently enjoined under a
temporary restraining order in attempting to reduce that coverage ultimately back
to 100% FPL ($18,400 a year for a family of four).

In HUSKY B, uninsured children up to age 19 are eligible for subsidized coverage
with monthly premiums and co-payments with household incomes up to 300% FPL
($55,200 a year for a family of four). Families with incomes above 300% FPL can
buy into HUSKY B coverage for uninsured children at the group rate negotiated by
the state with no subsidy.

Eligibility for HUSKY B is limited to children under the age of 19. Eligibility is
determined solely based on insurance status (i.e. uninsured), residency in Con-
necticut, and household income. There is no asset test in HUSKY A or HUSKY B.

As of March, 2003, there were 14, 352 children enrolled in HUSKY B. During the
same month, there were 206,584 children and 88,836 adults enrolled in HUSKY A.

QUESTIONS OF THE HONORABLE CLIFF STEARNS

Question 5). How can we justify covering optional services such as optometry den-
tal, non-emergency medical transportation, and others to Medicaid clients with in-
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comes up to 300% of poverty when we don’t provide such services in Medicare or
to our veterans?

Response: As noted above, in Connecticut coverage at 300% of poverty is provided
only children in SCHIP. In Medicaid, income eligibility varies widely by coverage
group but does not approach 300% of poverty (see response to Congressman Nor-
wood’s question).

That having been said, Connecticut does recognize the cost of providing such op-
tional services and the need to re-evaluate that coverage in difficult financial times.
In January, 2003 Connecticut eliminated coverage of the following optional state
plan services for adults 21 years of age and older: podiatry, chiropractic, naturo-
paths, psychologists, physical therapy, occupational therapy, and speech therapy.
We have proposed the elimination of adult dental coverage to our legislature begin-
ning July 1, 2003.

States cannot eliminate coverage of any optional services for children due to the
federal mandate for coverage of EPSDT services (Early and Periodic Screening, Di-
agnosis, and Treatment). What that means is that the Medicaid program must cover
any medically necessary service that is diagnosed and ordered by licensed practi-
tioner of the healing arts within his or her scope of practice. This mandate applies
whether or not the service ordered is included in the State Plan.

Question 6). Do you think that a $5 co-payment is sufficient to get beneficiaries
aware and involved in their health care and to perform a utilization and cost-sensi-
tizing function?

Response: Under federal regulations, which have not been updated since 1983, all
Medicaid co-payments must be nominal and cannot exceed $3 per service. Broad
classes of individuals and services are completely excluded from co-payments, in-
cluding children, pregnant women, family planning and preventive services, and in-
dividuals residing in institutions. The $5 co-payment which I believe you were refer-
ring to was referring to the co-payment imposed on services in our HUSKY B pro-
gram which operates under Title XXI (SCHIP) where the rules are somewhat more
flexible.

Our actuaries tell us that there is a quantifiable effect on utilization in low-in-
come populations even from the application of co-payments at the $5 level. Higher
co-payments in tiered structures for pharmacy where the lowest amount would be
applied to generic drugs, a higher amount to legend drugs, and the highest amount
to drugs which are off-formulary are a common practice in the private sector and
have been shown to be effective in changing market behavior.

A first step would be to allow states to use even limited co-payments that exceed
the current $3 limit. Co-payments should also be enforceable, at least for some serv-
ices for certain populations. Today, a Medicaid provider must provide the service
even if the recipient fails to pay the co-payment.

QUESTIONS OF THE HONORABLE CHARLIE NORWOOD

Question 8). Please identify the income levels in your state at which a person
qualifies for Medicaid.

Response: The Medicaid program is actually a composite of different coverage
groups based on various categories of individuals. The major groupings are Family
Medicaid, which includes pregnant women as well as children and their adult care-
takers, and Medicaid for the Aged, Blind, and Disabled, which includes aged, blind,
and disabled individuals as well as residents of nursing facilities.

Each Medicaid coverage group has its own income requirements. Additionally,
each group has different rules on how much income is counted toward the income
limit. For example, we do not count $90 per month of gross wages under the Family
Medicaid groups. Aged, blind, and disabled individuals are allowed a $183 per
month disregard of their Social Security benefits.

With respect to income limits, pregnant women and children under age 19 may
qualify for Medicaid if their household income, after certain deductions, does not ex-
ceed 185% of the Federal Poverty Level (FPL). Adult caretakers may qualify if their
household income, after certain deductions, does not exceed 100% of the FPL. Non-
disabled individuals aged 19 and 20 may qualify if their household income, after cer-
tain deductions, does not exceed our Medically Needy Income Limit (MNIL). For
most of Connecticut, the MNIL is $476.19 for a household of one, $633.49 for a
household of two, $776.49 for a household of three and $913.77 for a household of
four. Our MNIL’s are somewhat higher in our state’s Fairfield county area.

Aged, blind, and disabled individuals generally qualify for Medicaid if their count-
ed household income is less than the MNIL. The limits are, however, different for
certain aged, blind, and disabled individuals. For example, residents of nursing fa-
cilities generally qualify if they do not have enough income to pay for their nursing
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home care independently. Individuals receiving home and community-based services
as well as State Supplement recipients may qualify if their gross monthly income
is less than $1,656, which is 300% of the Supplemental Security incomes program’s
payment standard. (State Supplement recipients are also required to pass a net in-
come test in which their income, after certain deductions, is compared to a payment
standard based on their living arrangement.) Disabled individuals who are working
may also qualify for Medicaid if their annual income is less than $75,000.

All of the Family Medicaid and Medicaid for the Aged, Blind, and Disabled groups
cited above that use the MNIL as their income limit allow income spenddowns. With
an income spenddown, individuals with too much income can deduct medical ex-
penses from their income until their income reaches the MNIL. Medicaid would then
pay for any additional medical expenses through the end of the budget period, which
is typically six months in Connecticut.

RESPONSE FOR THE RECORD OF HON. JEB BUSH, GOVERNOR, STATE OF FLORIDA

Question 1. Governor Bush: What are some of the challenges facing Medicaid
unique to Florida? For instance, does being a low cost of living state, and a border
state, contribute to your Medicaid woes? (Congressman Cliff Stearns)

Response: Florida has many challenges that are unique or only faced by a few
states in the same way as Florida: a small business economy with higher
uninsurance rates, high immigrant/illegal alien/undocumented population, large
population growth/increases, and the highest percentage elderly in the nation.

Question 2. Governor Bush: I have spoken here in the Committee and also on the
floor on your consumer-directed care program. And I want to reiterate its high satis-
faction rate: according to Mathematica, the independent evaluation firm, 96% of
CDC participants describe themselves as satisfied with their relationship with their
provider, and of those 96%, 99% of those are very satisfied. Do we know how that
compares with the rates of satisfaction in traditional Medicaid? (Congressman Cliff
Stearns)

Response: Although we have some studies indicating that satisfaction of Medicaid
participating families with children is high, no study demonstrates a level of satis-
faction that participants in the Florida Consumer Directed Care project indicate.

Question 3. Governor Bush: Because I have heard that CDC is very popular, I am
concerned that everyone who would like to participate should be allowed to. Is this
the case? (Congressman Cliff Stearns)

Response: Florida Medicaid was recently granted a federal waiver to increase the
number of participants in the program by 150 individuals. We have also filed an-
other waiver application with the federal Centers for Medicare and Medicaid Serv-
ices seeking federal approval to eliminate the research and control segments of the
demonstration project in order to increase participating to more than 3,200 individ-
uals.

Question 4. All Governors: We have been hearing about providers fleeing the med-
ical profession because of both low Medicare rates and high malpractice insurance
rates. Are Medicaid reimbursement rates also a contributor to ‘‘physician flight’’
from Medicaid? And what about administrative requirements—I suspect we are
burying providers in paperwork so that they can’t treat patients. What solutions
could we help with? (Congressman Cliff Stearns)

Response: Like many states, Florida has been unable to pay Medicaid partici-
pating physicians reasonable fees for their services. Physicians are increasingly com-
plaining about the level of Medicare fees. On average, Florida Medicaid reimburses
physicians at even lower levels—57% of Medicare. Florida Medicaid is having in-
creasing difficulty ensuring beneficiaries access to care. In many counties there are
insufficient participating physicians, particularly specialists. To help with this prob-
lem, I have proposed to the Legislature an across the board fee increase of 9% for
FY 2003-04. This is only a start. Although there may be additional claims proc-
essing improvements, we receive 92% of our claims electronically and we pay clean
claims in just 8 days, the fastest of all payers in Florida. We are making other ad-
justments to our processing so that more claims can be processed without attach-
ments to avoid manual review and accelerate payment.

Question 6. All Governors: What concerns me is that what I would consider to be
rather generous of the ‘‘optional’’ populations, for optional services. On February 4,
2003 the GAO presented to Committee Staff these findings. It was noted that
States’ Medicaid programs might include over thirty optional services, including op-
tometry, dental, transportation services among others. We’re providing these serv-
ices sometimes to persons 300% of the poverty level (roughly $27,000) that we don’t
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provide in Medicare, or for veterans. How can the States justify these expansions
to less than needy populations? (Congressman Cliff Stearns)

Response: As I testified on March 12, 2003, we estimate that in just 12 years Flor-
ida Medicaid spending will equal today’s total state budget. Spending is growing at
a rate of 13 percent annually. Unlike SCHIP or commercial coverages, Florida Med-
icaid covers virtually every conceivable benefit. Much of this coverage is mandated
or, if optional, subject to many federal rules. As Governors Owens, Rowland and I
wrote to President Bush and Secretary Thompson, Medicaid costs are no longer sus-
tainable. We need substantive reform, and benefit requirements are a key area that
must be addressed.

Question 7. All Governors: Related to #6, on February 4, 2003, the GAO says that
for prescription drugs there is no cost sharing for children, and for adults it must
be ‘‘nominal,’’ which usually ends up being $5. A very accepted tenet of health insur-
ance is that ‘‘cost-sharing,’’ whether it is co-payments or deductibles, helps instill
proper utilization and cost-consciousness amongst beneficiaries. Do you think $5 is
sufficient to get beneficiaries aware and involved in their health care, to perform
this utilization and cost-sensitizing function? (Congressman Cliff Stearns)

Response: I firmly support affordable but meaningful beneficiary cost sharing.
Current Medicaid laws and regulations preclude anything but nominal cost sharing,
exempt many populations from any cost sharing, and prohibit making cost sharing
mandatory on the beneficiary (not passed on to the provider). Under current limits,
states cannot promote beneficiary cost-consciousness. I have secured federal ap-
proval for a tiered co-payment for drugs for seniors under state’s Medicaid Silver
Saver program ($2 for generics, $5 for Medicaid Preferred Drug List (PDL) products,
and $15 for non-PDL drugs). I have proposed the same tiered co-payments for other
eligibles and a $15 co-payment for non-emergency use of hospital emergency depart-
ments.

Question 8. All Governors: Please identify the income levels in your states at
which a person qualifies for Medicaid. (Congressman Charlie Norwood)

See attachment
Question 1. What portion of the DSH dollars you receive is used to pay for the

care of unauthorized aliens? (Congressman Steve Buyer)
Response: Unqualified aliens, individuals who are illegal or in the first five years

of legal residence, are eligible for Medicaid funded emergency services. In FY 2001-
02, Florida Medicaid spent approximately $67.6 million for emergency services for
this population, of which about $57.6 million was for hospital inpatient care.

Question 2. What sums have been collected from dead-beat dads to support their
Medicaid eligible children/spouses expenses? (Congressman Steve Buyer)

Response: The following are child support collections related to Medicaid bene-
ficiaries from FY 1994-95 to FY 2001-02. The amount for support of insurance or
medical expenses is not separately identifiable.

Fiscal Year Collections
(in $millions)

FY 1994-95 ............................................................................................................................................................... $425.6
FY 1995-96 ............................................................................................................................................................... $498.3
FY 1996-97 ............................................................................................................................................................... $540.4
FY 1997-98 ............................................................................................................................................................... $585.2
FY 1998-99 ............................................................................................................................................................... $656.6
FY 1999-00 ............................................................................................................................................................... $735.0
FY 2000-01 ............................................................................................................................................................... $779.9
FY 2001-02 ............................................................................................................................................................... $870.5

PREPARED STATEMENT OF AMERICAN HOSPITAL ASSOCIATION

On behalf of our nearly 5,000 hospital, health care system, network and other
health care provider members, the American Hospital Association (AHA) appre-
ciates the opportunity to submit this statement for the record regarding Medicaid
reform. The AHA shares the committee’s concern that the Medicaid program must
be strong in order to continue meeting the health care needs of our most vulnerable
people. Nearly 45 million poor, disabled and elderly individuals rely on Medicaid for
their care. Over its nearly 40-year history, Medicaid truly has become the nation’s
health care safety net.

The importance of this role has never been more critical than today. The current
economy has forced many Americans out of work, pushing them and their families
into the ranks of the uninsured. Medicaid has historically served as a buffer to the

VerDate 11-MAY-2000 09:56 Aug 11, 2003 Jkt 000000 PO 00000 Frm 00070 Fmt 6633 Sfmt 6621 86054.TXT HCOM1 PsN: HCOM1



67

perils of an uncertain economy by providing access to health services for those who
cannot afford it. Yet, today’s recession has thrust upon states the most serious fiscal
crisis in over 50 years. Last year nearly all states imposed Medicaid cutbacks in
some form to fill budget gaps, or used up all of their specials funds to prevent direct
cuts in Medicaid eligibility or key services. State governments currently face budget
shortfalls of $40 to $50 billion, and projections are pushing that figure to over $70
billion next year. The vast majority of states expect to consider proposals to cut
Medicaid eligibility, health services and payments to health care providers. It is im-
perative that any federal action to address the current crisis, and any federal efforts
to change the current structure of the Medicaid program, must not put further fi-
nancial pressure on the states nor diminish the guarantee of coverage for our most
vulnerable Americans.

The Administration proposal seeks fundamental change to the Medicaid program
and ties any fiscal relief for states to the acceptance of such proposed changes. It
weakens the guarantee of coverage for vulnerable populations and dismantles the
Disproportionate Share Hospital Payment (DSH) program. DSH is our nation’s pri-
mary source of support for safety net hospitals that serve the most vulnerable
Americans—Medicaid beneficiaries and the uninsured and underinsured. The pro-
posal loosens federal oversight and state accountability. And it is the poor, disabled
and elderly that would be affected.

Provide Fiscal Relief—The AHA believes that the current fiscal crisis faced by
states demands immediate and meaningful federal support. That support could be
in the form of an increase in the federal Medicaid matching percentage or other re-
lief that would allow states to use such funds to help support their Medicaid pro-
grams. States should not be forced to radically transform their programs to receive
such fiscal relief, nor should they be compelled to reduce future spending to repay
the federal support given now.

Protect the Vulnerable—The AHA believes that this nation has an obligation
to care for the neediest of our society. A federally enforced entitlement to a set of
meaningful benefits for this population must be maintained. An approach that re-
quires coverage of the mandatory Medicaid population, but allows states absolute
flexibility in deciding which non-mandatory populations and health care services
will be covered in the future, begins to erode the guarantee to coverage that has
long been a fundamental feature of the Medicaid program. Optional services such
as prescription drugs for the poor, elderly, and disabled, could be eliminated. Health
services to more than 12 million non-mandatory children, parents, disabled and el-
derly people could stop if these populations are dropped from the Medicaid rolls,
thereby swelling the ranks of the uninsured.

Maintain Financial Integrity—The AHA believes that the federal and state
governments have an obligation and responsibility to maintain their financial com-
mitment to the program. The Administration proposes to sever the federal and state
financial partnership and replace it with a fixed federal commitment and a state
maintenance of effort, which begins to unravel the financial foundation of the Med-
icaid program. At the heart of the proposal is the absorption of the Medicaid DSH
funds into the acute care allotment. The current Medicaid DSH program is the rea-
son that many hospitals have been able to continue serving our most vulnerable
people. The elimination of this discrete payment program would be a devastating
blow to these hospitals, and to the poor and uninsured patients they serve. Many
of these hospitals are in financial jeopardy; many are the sole source of care in their
communities. Their failure would put communities at risk, because without them,
medical services, social services and important jobs would disappear.

The committee should enact the Access to Hospitals Act of 2003 (H.R. 328) intro-
duced by Reps. Ed Whitfield (R-KY) and Diana DeGette (D-CO), respectively. This
bipartisan bill would eliminate a scheduled falloff in federal Medicaid DSH funding,
so that in 2003 and beyond each state DSH program can grow with inflation. And
the committee should support legislation to be introduced by Reps. Heather Wilson
(R-NM) and Gerald Kleczka (D-WI) to increase the federal Medicaid allotment for
states with small Medicaid DSH programs so that those states can better help their
safety net hospitals. Both legislative approaches would provide more meaningful
help to states and support to financially vulnerable hospitals serving the neediest
patients.

In addition, the Administration’s approach would cap federal spending using FY
2002 spending as the base year, updated yearly by a non-specified trend factor. The
required state maintenance of effort would also be tied to the FY 2002 base year
amounts, with annual updates. What this translates into is a capped program that
over time will struggle to meet the needs of the mandatory population by putting
pressure on states to reduce coverage to the non-mandatory populations and to re-
duce payments to providers.
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Protect Access to Care—The AHA believes that adequate provider payment is
critical to ensuring that Medicaid beneficiaries have access to needed services by
making certain there are providers available. Current Medicaid law has minimal
protections that are mostly geared to making the payment rate-setting process more
public. The AHA advocates that these current protections should be expanded and
strengthened.

The AHA also believes that federal oversight of state Medicaid programs serves
as an important tool in protecting access to health care services for vulnerable peo-
ple. The federal government oversight role ranges from overseeing Medicaid man-
aged care plans to make certain enrollees have access to quality health care pro-
viders, to assuring the financial integrity of the program by making certain states
spend their Medicaid funds on health care. The Administration’s approach would
significantly weaken this oversight role for the federal government and erase state
accountability for the management of their programs.

The Medicaid program has played a vital role in providing access to health care
services to millions of Americans over its 40-year history. If the Medicaid program
did not provide this coverage, tens of millions would be added to the ranks of the
uninsured. The current fiscal crisis faced by states should not be the impetus for
dismantling the program and abandoning its mission of serving those who need help
the most—poor children and their families, the elderly and disabled. States need im-
mediate and meaningful fiscal relief and any flexibility granted state governments
should not put at risk the mission of the Medicaid program. The AHA stands ready
to assist the committee in any way as it tries to meet its many challenges.

PREPARED STATEMENT OF THE FLORIDA HOSPITAL ASSOCIATION

The Florida Hospital Association and its more than 200 members appreciates the
opportunity to comment on Medicaid reform and, specifically, the Administration’s
proposal for fundamental change. Common sense suggests the need to revisit and
examine carefully a more than 35-year-old program, one that must be strong to
meet the health care needs of our most vulnerable populations. At the same time,
we understand the urgency in addressing needed changes given the serious budget
problems faced by Florida and many other states.

In Florida, FHA supports Gov. Bush’s call for assuring that program benefits
meet individual needs and believes that the SCHIP model (Florida’s Kidcare) offers
important lessons for any reconsideration of the design of the Medicaid program.
One of the critical lessons from the SCHIP model is highlighted by Health and
Human Services Secretary Tommy Thompson’s call to encourage coverage for whole
families.

Two concerns are fundamental for FHA and all our members. First, the role of
the Medicaid program in supporting a safety net for the uninsured is critically im-
portant. Florida has 2.8 million people who lack health insurance and risk needing
medical services they can’t afford, and nationwide there are 44 million uninsured.
Hospitals are mandated to provide emergency care and treatment and Medicaid
supports these essential services through critically important Medicaid enhance-
ments such as disproportionate share and the upper payment limit. Protecting these
vital funding sources is essential as we pursue comprehensive reform of the Med-
icaid program.

The very significant proportion of hospital patients covered by government pro-
grams drives the second critical issue for Florida’s hospitals. Medicare and Medicaid
combined account for two-thirds of all payments to Florida hospitals. Currently,
Medicaid payments average 77% of costs and Medicare payments, while better, still
come in at less than costs. Therefore, further erosion of the financing of hospital
services threatens the sustainability of services for all Floridians.

We believe that establishment of a process for ongoing evaluation of the Medicaid
program, as FHA recommended in Florida, will improve the current program as well
as prepare for the future. Similarly, the federal government should pursue a careful
and thorough examination of the Medicaid program in order to address specific
problems and changing conditions. Federal efforts to change the current structure
of the Medicaid program must not put further financial pressure on the states nor
diminish coverage for our most vulnerable Americans.

We urge the Committee not to weaken coverage for vulnerable populations and
dismantle the Disproportionate Share Hospital Payment (DSH) program—a primary
source of support for safety net hospitals that serve the poor, disabled and elderly.
The FHA believes that this nation has an obligation to care for the neediest of our
society and maintain a set of meaningful benefits for this population. More than 12
million non-mandatory children, parents, disabled, and elderly people are covered by
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Medicaid. Any approach that begins to erode this coverage could eliminate health
services to these needy populations and increase the ranks of the uninsured.

We support enactment of Medicaid safety net legislation (H.R. 328) re-introduced
by Reps. Ed Whitfield (R-KY) and Diana DeGette (D-CO), respectively, to protect
the integrity of America’s public health safety net. This bipartisan bill—which gar-
nered 190 House cosponsors in the 107th Congress—would extend modifications to
DSH allotments provided under the Medicare, Medicaid, and SCHIP Benefits Im-
provement and Protection Act of 2000, thereby eliminating a schedule falloff in fed-
eral Medicaid funding.

The FHA and our member hospitals and health systems urge the Committee to
proceed cautiously and carefully in reforming Medicaid. We must not dismantle the
program that serves those who are most in need. We urge you to consider the many
successful features of the Florida’s Kidcare in considering changes to the Medicaid
program. We stand ready to work with you in this regard.

PREPARED STATEMENT OF LAWRENCE A. MCANDREWS, PRESIDENT AND CEO,
NATIONAL ASSOCIATION OF CHILDREN’S HOSPITALS

The National Association of Children’s Hospitals (N.A.C.H.) is a not-for-profit
trade association, representing more than 120 children’s hospitals across the coun-
try. Its members include independent acute care children’s hospitals, acute care chil-
dren’s hospitals organized within larger medical centers, and independent children’s
specialty and rehabilitation hospitals. We appreciate the opportunity to submit this
statement for the record outlining the critical role Medicaid plays in the lives of the
nation’s children and the hospitals that care for them.

N.A.C.H member hospitals strive daily to fulfill their four-fold missions of clinical
care, education, research, and advocacy devoted to the health and well being of all
of the children in their communities. Children’s hospitals are regional and national
centers of excellence for children with serious and complex conditions. They are cen-
ters of biomedical and health services research for children, and they serve as the
major training centers for future pediatric researchers, as well as a significant num-
ber of our children’s doctors. In addition, these institutions are integral to the pedi-
atric health care safety net, providing both inpatient and outpatient care to a dis-
proportionate share of children enrolled in Medicaid.

In effect, children’s hospitals are an indispensable national resource for the health
care of all children. Although they represent only 3% of all hospitals in the country,
they provide nearly 40% of the hospital care required by children assisted by Med-
icaid, and most of the hospital care for children with serious medical conditions, re-
gardless of their source of health coverage. In addition, they train most of the na-
tion’s pediatricians and pediatric subspecialists, and they house the nation’s leading
centers of pediatric research. And they are leaders in addressing the public health
needs of children, such as injury prevention.

MEDICAID: ESSENTIAL TO LOW-INCOME CHILDREN AND WORKING FAMILIES

The future of Medicaid is a topic of special concern to the nation’s children’s hos-
pitals because of the 44.3 million Medicaid beneficiaries in FY 2000, more than
half—22.7 million—were children under age 19. In fact, Medicaid is the nation’s sin-
gle largest health care program for children, financing health care for one in four
children. One in three children depends on Medicaid or SCHIP for health coverage.

In addition, Medicaid’s health benefits are designed specifically to meet children’s
unique health care needs, including children with disabilities and other special
needs. Preservation of Medicaid’s federal guarantee of health coverage appropriate
for children, including its Early and Periodic Screening, Diagnosis, and Treatment
(EPSDT) benefits, is an essential part of sustaining the pediatric health care safety
net.

EPSDT assures that low-income children will have medically necessary benefits
that incorporate their unique needs. These can include preventative services, devel-
opmental/habilitation services for very young children, eyeglasses and hearing aids
to ensure that children may learn, as well as prostheses, orthotics and wheelchairs
that can be provided and changed as children grow.

Medicaid coverage of children is also vital to working families. Of the children
covered by Medicaid or SCHIP in 2001, 75% had at least one parent in the work-
force.
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MEDICAID: ESSENTIAL LOW COST COVERAGE FOR CHILDREN

It is important to recognize that Medicaid coverage for children is low cost. Al-
though children represent more than half of all Medicaid beneficiaries, in FY 2000
children under 19 (including SSI disabled children) accounted for only 21% of Med-
icaid spending. Not only are children a relatively inexpensive population to cover,
but children’s coverage in Medicaid is not fueling Medicaid’s spending growth. In
fact, Medicaid spending for children accounts for only 10% of the annual growth in
total Medicaid spending. In addition, more than 50% of children in Medicaid are al-
ready enrolled in managed care plans, and Medicaid per capita spending for chil-
dren is comparable to private coverage.

MEDICAID AND DISPROPORTIONATE SHARE HOSPITAL (DSH) PAYMENTS: ESSENTIAL TO
CHILDREN’S HOSPITALS

Medicaid is the single largest program of public assistance for children’s health
care and the single largest payer of care delivered by children’s hospitals. Although
only 3% of all hospitals, children’s hospitals on average devote more than 40% of
their inpatient care to children assisted by Medicaid. Children’s hospitals also pro-
vide the majority of inpatient care required by children with serious illnesses and
conditions. For example, children’s hospitals perform 99% of organ transplants and
88% of cardiac surgeries, and provide 88% of the inpatient care for children with
cystic fibrosis. In some regions, they are the only source of pediatric specialty care,
which makes children’s hospitals essential not only to the children in their own com-
munities, but to all children across the country.

Medicaid generally falls far short of reimbursing children’s hospitals for the cost
of providing these essential services, so Medicaid Disproportionate Share Hospital
(DSH) payments, which average more than $6 million per children’s hospital, are
extremely important to the financial health of these institutions. In hospital FY
2001, Medicaid, including DSH payments, on average reimbursed only 84% of the
costs of care in children’s hospitals, a percentage that fell to 76% without DSH pay-
ments. This crucial source of funding for children’s hospitals aids in their ability to
serve all children. Cutting these funds, or even worse, eliminating the program alto-
gether, will severely damage the nation’s health care safety net for children.

MEDICAID: ESSENTIAL TO CHILDREN WITH SPECIAL HEALTH CARE NEEDS

The health care needs of all children are special and distinct from those of adults,
but the term ‘‘children with special health care needs’’ (CSHCN) refers to a group
of children who require specialized health care, habilitation, and rehabilitation serv-
ices. Frequently children with special health care needs are limited—or have poten-
tial limitations—in their ability to function because of a chronic or congenital ill-
ness, a major trauma, a developmental disability, or exposure to a serious or life-
threatening condition.

Because they are devoted to serving all children, children’s hospitals dedicate a
disproportionately large amount of their care to children with special health care
needs. Although children with congenital or chronic conditions represent only small
fraction of all children, children’s hospitals devote extensive resources to this popu-
lation. For example, they devote 60% of inpatient admissions, 70% of inpatient days,
and 80% of inpatient dollars to children with one or more chronic or congenital con-
ditions.

For CSHCN, simply having access to health insurance may not be adequate for
their healthcare needs because health insurance policies, like children, come in all
sizes and shapes. Private insurance often lacks the comprehensive benefits needed
by this population, such as physical and speech therapy, durable medical equip-
ment, behavioral health services, home health care and some medications. Benefits
may require that an individual be improving, a definition that doesn’t fit for a child
with cerebral palsy who may need a service to maintain function or a child with
a congenital condition who may need a service to maximize his or her developmental
potential.

But Medicaid benefits were designed to reflect the unique needs of children, in-
cluding CSHCN. Preservation of the Medicaid program’s federal guarantee of ac-
countability for children’s health insurance needs under the Early and Periodic,
Screening, Diagnosis and Treatment (EPSDT) benefit package is an essential part
of sustaining the health care safety net for children. EPSDT requires that, only for
children, states cover all Medicaid services that are determined to be medically nec-
essary by their physician during a regularly scheduled EPSDT screening visit.
States are not, however, required to provide this range of services to populations
other than children.
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MEDICAID: ESSENTIAL TO ALL CHILDREN

All children benefit from the work carried out at children’s hospitals—regardless
of whether they ever step foot inside their doors. The nation’s children’s hospitals
serve all children by fulfilling a variety of critical public needs—training most of our
nation’s doctors devoted to children, providing continuing advancements in chil-
dren’s care, performing some of the most important, cutting-edge pediatric research
and serving as centers of excellence for the sickest children in the country.

The specialty and critical care services the children’s hospitals maintain carry
costs that are not completely covered. But this ‘‘stand by’’ capacity assures that
these services will be there when any child needs them. Because Medicaid is a vital
revenue stream for children’s hospitals, any single reduction in funding presents fi-
nancial difficulties, which in turn can lead to curtailing or elimination of pro-
grams—programs relied upon not only by Medicaid-dependent children, but all chil-
dren.

As the committee discusses different proposals to restructure the Medicaid pro-
gram, it is important that particular attention be given to the unique ramifications
these proposals will have on children and children’s hospitals’ ability to serve them.
Although tremendous progress has been made in insuring children, Medicaid, along
with the State Children’s Health Insurance Program (SCHIP), holds the as yet
unfulfilled promise of removing most children from the ranks of the uninsured. In
2000, of the 8.9 million uninsured children under age 18, 77% or 6.8 million were
eligible for, but unenrolled, in Medicaid or SCHIP.

At a time when the number of uninsured is again rising, no reform should threat-
en the progress Congress has made in insuring children. Rather, reforms should
seek to cover those children who are eligible, but remain unenrolled.

Please make sure that any reform protects Medicaid’s low-cost coverage for chil-
dren, and that it fulfills the program’s potential to cover most of the nation’s unin-
sured children.

PREPARED STATEMENT OF LARRY S. GAGE, PRESIDENT, THE NATIONAL ASSOCIATION
OF PUBLIC HOSPITALS AND HEALTH SYSTEMS

The National Association of Public Hospitals and Health Systems (NAPH) is
grateful for this opportunity to submit a statement for the record to the House En-
ergy and Commerce Committee Subcommittee on Health on the subject of Medicaid
reform.

NAPH represents more than 100 of America’s metropolitan area safety net hos-
pitals and health systems. The mission of NAPH members is to provide healthcare
services to all individuals, regardless of insurance status or ability to pay. More
than 61 percent of the patients served by NAPH members are either Medicaid re-
cipients or patients without insurance. Medicare covers another 20 percent of the
patients of NAPH members, who rely on governmental sources of financing for over
80% of their services.

Medicaid is as important to our nation’s safety net hospitals as it is to the 44 mil-
lion individuals it covers. Arguably, given the well-known gaps in Medicare benefits,
Medicaid is our nation’s most important and successful health care program. Med-
icaid covers 55% of all poor children (20% of all children in the nation) and pays
for one third of all births. It is far and away the nation’s largest purchaser of long
term care services. It is also an essential lifeline for low-income elderly individuals
and those who are blind and disabled. Indeed, any effort to reform Medicaid must
start with the recognition that over two thirds of Medicaid spending today is de-
voted to the elderly, blind and disabled.

Medicaid is also a major source of essential financing for America’s institutional
health safety net. Forty percent of the net revenues of NAPH member hospitals are
Medicaid revenues. In particular, the Medicaid Disproportionate Share Hospital
(DSH) program is the cornerstone of financial support for hospital services to all
low-income Americans, including the rising numbers of uninsured. In 2000, while
constituting less than 9 percent of total Medicaid spending, Medicaid DSH pay-
ments covered 28 percent of the otherwise unreimbursed costs incurred by NAPH
members in treating the uninsured and underinsured. In this regard, Medicaid must
be considered a true partner of state and local governments, whose payments and
subsidies account for another 39 percent of such unreimbursed costs. Medicaid reim-
bursement is also important to Federally Qualified Health Centers (FQHCs), which
provide a significant amount of services to Medicaid patients and patients without
insurance.

Yet Medicaid is not without problems. Medicaid’s funding and benefits (including
DSH payments) are spread unevenly across the states. Eligibility and covered serv-
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ices vary widely as well. At the same time, Medicaid has become the fastest growing
part of many state budgets. This latter fact has been especially problematic for
many states that are confronted with reduced revenues and fiscal crisis as a result
of the current economic downturn. First and foremost, Medicaid reforms should not
result in further pressure on states that are already facing such crises.

These and other concerns about Medicaid can and should be addressed by the
Congress, and NAPH is willing to work with this Committee, the Administration
and all other stakeholders to address needed reforms. At the same time, it is essen-
tial that any effort to reform Medicaid acknowledge and build on (not seek to dis-
mantle) the program’s considerable strengths. In that regard, NAPH strongly urges
the Congress to be guided by several important principles in addressing future Med-
icaid reforms. Please note that NAPH is aware of, and has reviewed the limited in-
formation available thus far about, the Administration’s new proposal for Medicaid
reform. We do not believe the Administration’s proposal meets the principles de-
scribed below, based on the proposal as we understand it. We intend these prin-
ciples to apply to any major Medicaid reforms that may be considered or introduced
in the future, not just to the Administration proposal.

Protect the Guarantee of Coverage to Medicaid Recipients. Medicaid re-
form efforts should not result in reducing or eliminating the entitlement of our most
vulnerable populations to coverage. A federally enforceable entitlement to coverage
is the foundation of Medicaid’s success. Eroding that entitlement for current recipi-
ents would be a major step backwards for a country that must already confront the
dilemma of over 41 million uninsured residents.

Expand Coverage Beyond Current Levels. Health care coverage is recognized
as the primary way to provide access to needed health services for low-income popu-
lations. Medicaid reform should not be enacted in a vacuum. Rather, Medicaid re-
forms must be carefully tied to renewed efforts to expand coverage, as one important
tool in an anticipated combination of public program improvements and private sec-
tor initiatives. Moreover, it is important that the impact of Medicaid reforms on all
populations among the uninsured (including, e.g., legal and illegal immigrants, per-
sons with AIDS, etc.) be taken into account in crafting effective reforms.

Ensure the Availability of Comprehensive Benefits to Covered Individ-
uals. As we understand it, the Administration’s proposal would require coverage of
the mandatory Medicaid population, but allow states absolute flexibility to decide
which non-mandatory populations and health care services will be covered in the fu-
ture. Of particular concern to NAPH is the erosion of coverage of optional services
such as prescription drugs for the poor, elderly, and disabled. To the extent Med-
icaid reform permits states to limit essential services to enrollees, it will merely
shift even more of the burden for providing those services to safety net providers,
at a time when the health care safety net is already in crisis. Rising numbers of
uninsured, worker shortages, increased drug costs, and expanded community-wide
responsibilities (including an expanded role as first responder in the event of chem-
ical and biological terrorism) are increasing costs. At the same time, current sources
of federal, state and local funding are being eroded. Nearly half of NAPH members
had negative margins in 2000 (the latest year for which data are available), up from
one-third with negative operating margins five years earlier.

Strengthen Safety Net Providers. Particularly at a time when the number of
Medicaid enrollees and uninsured are increasing, further reducing or eliminating di-
rect payments to safety net hospitals, like Medicaid DSH, could rapidly destroy our
nation’s fragile system for providing care to the uninsured. Medicaid DSH is one of
the most important funding sources for many hospitals—often the major (if not only)
reason they can continue serving the uninsured and providing essential community-
wide services like trauma care. The Institute of Medicine (IOM) in its March 2000
report recommended that ‘‘Federal and state policy makers should explicitly take
into account and address the full impact (both intended and unintended) of changes
in Medicaid policies on the viability of safety net providers and the populations they
serve.’’

Future Medicaid Spending Must Be Based on Need, Not an Arbitrary
Base Year. The Administration’s proposal caps future federal Medicaid spending at
FY 2002 levels, updated yearly by a non-specified trend factor. The required state
maintenance of effort would also be tied to the FY 2002 base year amounts, with
annual updates. Such a cap in effect constitutes little more than ‘‘price controls’’ at
the state level. It is completely arbitrary and does not reflect one of the great
strengths of Medicaid, which has been its ability to respond to changing needs.
While it is true that health costs have been rising rapidly in recent years, those
costs are largely beyond the control of states or providers, who would instead be
forced to respond to arbitrary caps through reduced eligibility or coverage.
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Whatever the direction this Committee chooses to take on Medicaid reform in the
long run, there are several essential steps that need to be taken in the very near
future, to preserve and protect both vulnerable patients and the providers that serve
them. Those steps include:

Provide Urgent Fiscal Relief to the States. States are facing severe budget
problems caused by the current economic crisis. Many states clearly need help to
maintain their Medicaid programs while the economy recovers. Congress and this
Committee should pass some sort of fiscal relief to states to help alleviate pressure
on state Medicaid budgets.

Fix the Medicaid ‘‘DSH Cliff’’ Problem Created by the Balanced Budget
Act of 1997. Congress and the Committee should move immediately to enact the
Access to Hospitals Act of 2003 (H.R. 328) introduced by Representatives Ed
Whitfield (R-KY) and Diana DeGette (D-CO). This bipartisan legislation would
eliminate a drastic and untenable reduction in federal Medicaid DSH funding in the
current fiscal year. This ‘‘cliff’’ has a potentially devastating impact on safety net
hospitals and patients in many states, at a time when the number of uninsured is
increasing and other funding sources are eroding. Last year, this Committee recog-
nized the desperate need for Medicaid DSH relief in this fiscal year, including it in
legislation passed by this Committee. We encourage the Committee to act swiftly
and support efforts this year to fix this outstanding problem.

Provide a Modest Increase in DSH Funding for ‘‘Low-DSH’’ States. A sig-
nificant inequity in the allocation of DSH funding among states must also be cor-
rected to permit states with extremely low DSH allotments to increase DSH pay-
ments to the minimal level of 3 percent of state Medicaid spending. While this does
not bring such states near the national average of nearly 6 percent, such an in-
crease is both essential and equitable for affected states. Congress and this Com-
mittee should support legislation like H.R. 1604 introduced last Congress by Rep-
resentative Heather Wilson (R-NM) to increase the federal Medicaid allotment for
such states. We understand Representative Wilson and Representative Jerry Klecz-
ka (D-WI) will introduce similar legislation shortly in this Congress.

Allow Section 340B Hospitals to Negotiate Better Prices for Inpatient
Drugs. Drug prices are one of the major issues that face all providers, including
public hospitals. Extending the best price exemptions to inpatient prices charged to
340B hospitals would allow safety net hospitals to negotiate better discounts on in-
patient pharmaceuticals. The Congressional Budget Office has determined that this
change would have no cost to the government. We encourage the Committee to clar-
ify the law as quickly as possible.

Increase the Medicaid Rebate and 340B Drug Discount. Congress and this Com-
mittee should increase the Medicaid rebate and ensure that 340B providers have
access to the same discounts as the Medicaid program to save money for federal,
state, and local governments struggling to ensure pharmaceutical coverage to vul-
nerable populations.

Extend the Availability of SCHIP Allotments. Congress and this Committee
should extend the availability of SCHIP allotments in order to allow states addi-
tional opportunities to use these funds to expand coverage.

NAPH appreciates the opportunity to share our observations and concerns. We
urge the Committee to take action on these important issues. We look forward to
working with you further to develop legislative solutions to the problems confronting
our nation’s poor and uninsured and the safety net providers that serve them.

PREPARED STATEMENT OF THE NATIONAL ASSOCIATION OF URBAN HOSPITALS

The National Association of Urban Hospitals appreciates this opportunity to sub-
mit testimony to the House Energy and Commerce Committee on the President’s
proposal to implement significant change in the federal/state Medicaid partnership.
We invite questions about this testimony and would be pleased to offer additional
perspectives once the entire scope of the administration’s Medicaid proposal is un-
veiled.

ABOUT THE NATIONAL ASSOCIATION OF URBAN HOSPITALS

The National Association of Urban Hospitals (NAUH) advocates adequate recogni-
tion and financing for private, non-profit, urban safety-net hospitals that serve
America’s needy urban communities. These non-profit urban safety-net hospitals dif-
fer from other hospitals in a number of key ways: they serve communities where
the residents are much older and poorer; they are far more reliant on Medicare and
Medicaid for their revenue; they provide far more uncompensated care; and unlike
public safety-net hospitals, they have no statutory entitlement to local or state funds
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to underwrite their costs. NAUH’s role is to ensure that when the federal govern-
ment makes health care reimbursement policy decisions, policy-makers understand
the implications of those decisions for these distinctive private, non-profit, urban
safety-net hospitals. NAUH pursues its mission through a combination of vigorous,
informed advocacy, data-driven positions, and an energetic membership with a clear
stake in the outcome of public policy debates.

Non-profit urban hospitals across America have made a deep, unwavering com-
mitment to their low-income communities. These mission-driven hospitals recognize
that they almost never will enjoy what most organizations would call ‘‘good’’ eco-
nomic times because above all else, their mission is to serve people suffering bad
economic times. They work in partnership with government, with local businesses,
with charitable organizations, and with their communities to provide care to those
who need care, regardless of their ability to pay for it. They make business decisions
based on their commitment to their mission and to their commitment to serve, not
to a commitment to maximize profits at the expense of their mission. They do not
flee their troubled communities in search of more lucrative markets; instead, they
stand by their commitments and stand by their communities because they believe
that as caregivers, they can do the most good where the need for care is greatest.

THE IMPORTANCE OF MEDICAID TO URBAN SAFETY-NET HOSPITALS

Medicaid is a major payer for most non-profit urban safety-net hospitals. Unlike
in the typical American hospital, where Medicaid recipients constitute a modest pro-
portion of the overall annual patient population, Medicaid patients are a major
payer group for most urban safety-net hospitals. Because these hospitals generally
are located in low-income communities, urban safety-net hospitals also care for high-
er proportions of uninsured patients—patients for whom they receive no compensa-
tion at all—than other private hospitals.

Urban safety-net hospitals are always interested in and concerned about Medicaid
for two primary reasons. First, Medicaid is a much more important part of their
overall patient revenue structure than it is for other hospitals. Second, Medicaid has
historically been a poor payer, compensating them for less—often, far less—than
historically allowable costs associated with caring for Medicaid recipients.

Poorer compensation applied to significantly more Medicaid patients has, over a
period of years, taken its toll on the financial health of many urban safety-net hos-
pitals. The operating margins of urban hospitals are three times lower than those
of non-urban hospitals; among urban hospitals for which Medicaid is the payer for
more than fifteen percent of their patients, operating margins are thirteen times
lower than those of comparable non-urban hospitals. That latter margin is ‘‘7.84 per-
cent, which means that for every dollar of patient revenue that these hospitals re-
ceive, they lose nearly eight cents.

As a result of these factors, urban safety-net hospitals have a much greater stake
in the outcome of the Medicaid policy deliberations that have now begun in the
wake of the President’s Medicaid reform proposal. Consequently, NAUH offers its
testimony to the House Energy and Commerce Committee in this context: the future
of many non-profit urban safety-net hospitals hangs in the balance in these delib-
erations—as does access to care in low-income urban communities throughout Amer-
ica.

MEDICAID REFORM: AN IDEA WHOSE TIME HAS COME

While the testimony below generally focuses on aspects of the President’s Med-
icaid reform proposal that NAUH finds potentially troublesome, this should not be
interpreted as opposition to the concept of Medicaid reform. We agree with the
President, and with many others, that the long-time federal/state Medicaid partner-
ship would benefit from a number of well-chosen reforms. We also recognize the
enormous financial pressure that rising health care costs and faltering tax revenues
are causing in virtually every state in the nation and how this produces a height-
ened impetus for reform. Consequently, in addition to expressing our views on the
President’s Medicaid reform proposal as we understand it, we also will describe, just
briefly, an additional component of Medicaid reform that we would like to see in-
cluded in this public discourse.

We welcome efforts to reform Medicaid and look forward to the prospect of work-
ing with Congress and the administration to craft a better Medicaid program.

A NOTE ABOUT THE VIEWS TO FOLLOW

It should be noted that the following views are based on an as-yet incomplete un-
derstanding of the President’s Medicaid reform proposals. As the administration
shares more details about the reform proposal with Congress and the public, some
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of our concerns may be addressed or allayed and other issues may arise. We hope
we will have an opportunity to comment again as these important policy delibera-
tions continue in the coming weeks and months.

FOUR MAJOR CONCERNS WITH THE MEDICAID REFORM PROPOSAL

NAUH would like to address four specific aspects of the Medicaid reform proposal
that concern us:
1. the proposed use of hard spending limits to determine future Medicaid appropria-

tions
2. the potential demise of the Medicaid disproportionate share program
3. the reduction of federal oversight of Medicaid
4. the redistribution of financial risk

The following are NAUH’s perspectives in these four areas.
The Proposed Use of Hard Spending Limits

NAUH is very concerned about the proposal to use hard spending limits to deter-
mine future funding for Medicaid. Aside from the very real possibility that such a
change potentially signifies a first step in moving Medicaid away from its status as
an entitlement program—a major public policy decision that deserves much more
extensive consideration and debate—we envision a number of potential problems in-
volving how these spending caps are calculated and updated and the effect of this
approach on eligibility, benefits, and access to care.

Implicit in using hard spending limits based on states’ 2002 Medicaid expendi-
tures, as has been proposed, is agreement that in 2002, the individual states covered
the ‘‘right’’ people—that is, individuals whom, it is generally agreed, should receive
Medicaid benefits; this acceptance extends beyond the mandatory population to
those to whom individual states have voluntarily chosen to provide Medicaid bene-
fits. Under the proposed approach, today’s Medicaid program is to be used to create
a baseline for tomorrow’s Medicaid program.

But today’s program is based on today’s needs; tomorrow’s needs could be dif-
ferent. A variety of factors could increase the need for Medicaid services either na-
tion-wide or in individual states—factors ranging from a continuation of the current
economic downturn to the residual effects of the U.S.’s continued fight against ter-
rorism to the continuing aging of the American population to the unforeseen and
unforeseeable collapse of major employers or individual industries that are con-
centrated in just one or a few states. Consequently, there could be, at some time
in the future, an absolutely compelling and widely accepted need to extend Medicaid
benefits to more people than receive those benefits today—and no way to increase
federal funding to allow the states to do so. This, in turn, could lead states to reduce
eligibility and curtail benefits at precisely the times when the need for Medicaid
services is greatest.

The proposed Medicaid reform plan does not appear to provide a mechanism to
facilitate such a necessary extension of benefits because it does not offer an oppor-
tunity to increase the federal share of the federal/state partnership at the very
times that such increased needs may arise. Instead, it imposes arbitrary limits on
future federal participation in this historic partnership. After ten years, according
to the current proposal, the federal government’s financial participation could be at
a comparable level to what it is today. This could mean that the Medicaid partner-
ship, as we know it today, would be no more: at times when the states most need
help, the federal government will no longer be there to help them. This could leave
states with very little choice: it could practically force them either to reduce Med-
icaid benefits among non-mandatory populations or to preserve benefits but reduce
payments to providers. Neither solution is adequate: reducing benefits leaves poor
people on their own, encouraging them either to forego seeking treatment for their
medical needs or to seek services from already-overburdened safety-net providers;
reducing payments to providers, on the other hand, risks chasing providers out of
the system—as we have witnessed in recent months in the Medicare program—or
forcing safety-net providers, already struggling under enormous financial pressure,
to provide still-more free care, with no compensation at all. We know from experi-
ence that when provider payments fail to keep pace with costs, access to care will
inevitably suffer. In addition, there seems to be an implicit assumption that when
government cuts payments to providers, those providers will continue to provide
care. Based on the economic data already presented above, it is clear to us that this
is an erroneous assumption: there is no way that safety-net providers will be able
to continue serving their communities if present funding levels are not maintained.

A fixed federal commitment to Medicaid and maintenance of effort only by the
states are not enough to ensure adequate access to care for Medicaid recipients.
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Consequently, if the proposed changes are adopted, NAUH recommends that three
important provisions be added to the Medicaid program.

First, new Medicaid legislation should require states to maintain eligibility and
benefits at their 2002 levels, at a minimum. Current eligibility and benefit levels,
after all, constitute the foundation upon which future annual appropriations would
be calculated; states should have discretion to increase eligibility or benefits but not
to reduce them. Without such protection, the federal government could, in effect, be
giving money to the states with no assurance that this money is actually spent on
health care for the poor.

Second, new Medicaid legislation should restore Medicaid disproportionate share
funds cut from the federal budget by the Balanced Budget Act of 1997. Non-profit
urban safety-net hospitals depend on these payments to help finance the cost of car-
ing for their low-income (Medicaid and uninsured) patients, and the cuts introduced
through the Balanced Budget Act of 1997 have been devastating to them. In addi-
tion, these restored Medicaid disproportionate share funds should be added to the
base year’s calculations for future Medicaid allocations to states to help restore at
least a modicum of stability for some of these hospitals and help them withstand
the effects of the major financial blow they may suffer over time under the proposed
Medicaid reform program.

Third, NAUH recommends a statutory assurance that federal financial participa-
tion would increase annually by 100 percent of an appropriate market basket index
that reflects the true and full extent of health care input prices (as opposed to a
use of a consumer price index or less than 100 percent of a true measure of the
annual growth of input prices). Without such protection, the federal government’s
annual Medicaid appropriations would become less adequate with every passing
year and necessitate shifting still more of the financial responsibility for caring for
the poor to the states and to health care providers—many of which, like urban safe-
ty-net hospitals, are ill-equipped to take on new financial responsibilities.
The Potential Demise of the Medicaid Disproportionate Share Program

The administration’s Medicaid reform proposal calls for folding all federal Med-
icaid funds into two annual allotments: one for acute care and one for long-term and
community care. Funds currently allocated for the Medicaid disproportionate share
program would be folded in the acute-care allocation. Like many others, NAUH
fears that this would encourage states to end their Medicaid disproportionate share
programs and use that money instead to cover their Medicaid budget shortfalls or
to pay for benefits for additional people.

Ending Medicaid disproportionate share payments would be an unqualified dis-
aster for private, non-profit, urban safety-net hospitals.

The purpose of the Medicaid disproportionate share program is to provide supple-
mental funds to hospitals that care for significant proportions of Medicaid recipients
because historically, Medicaid does not adequately reimburse hospitals for allowable
costs associated with serving Medicaid recipients; in addition, those same hospitals
also care for large numbers of uninsured people. The Medicaid disproportionate
share program was developed to help compensate safety-net hospitals for inadequate
state Medicaid reimbursement—California, for example, pays hospitals only about
fifty percent of their allowable costs for serving Medicaid recipients—and to help
them defray the costs they incur caring for the uninsured. Without such payments,
these hospitals, already reeling financially, would suffer a truly devastating blow.
Many would lose hundreds of thousands or even millions of dollars and would be
expected to absorb these costs themselves; they would, in effect, be expected to con-
tinue providing services to lowincome patients without the revenue that would allow
them to do so. Non-profit urban safety-net hospitals cannot do this—they simply
cannot. Without supplemental Medicaid disproportionate share payments, many of
these hospitals will be forced to close their doors.
The Reduction of Federal Oversight of Medicaid

NAUH is greatly troubled by the apparent reduction of federal oversight that
would result from enactment of the proposed Medicaid reform program. Historically,
Medicaid has been a federal/state partnership. Under the administration’s proposal,
as we understand it, the sole role of the federal partner would be to provide funds
to the states.

NAUH believes that the federal government has played too important a part in
the development and protection of Medicaid, and has far too much expertise to
abandon this absolutely vital role. In the name of flexibility and reducing federal
expenditures, an important measure of oversight would be lost—and, we believe, the
people for whom Medicaid was created to serve would suffer as a result.
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NAUH believes that the value of reducing federal oversight of Medicaid in the
name of enhancing program flexibility is greatly overstated. While some maintain
that Medicaid today is the same as Medicaid in the 1970s and 1980s, we do not
think this is the case at all. To the contrary, a quick glimpse across the nation re-
veals that mandatory recipients are served in a variety of ways; that different states
provide different levels of coverage to non-mandatory recipients in a similar variety
of ways; and that different states have worked effectively within the parameters of
the Medicaid program and under careful, thoughtful federal oversight to develop
and implement new, innovative approaches to meeting their Medicaid obligations
under federal law.

Proof of the value and importance of federal oversight can be found in the per-
formance of the states since Congress overturned the Boren amendment in 1997.
That change in federal law, like the current Medicaid proposal, was intended to give
states greater flexibility in how they spend their Medicaid funds. The Boren amend-
ment required states to cover reasonable, allowable costs associated with providing
care to Medicaid recipients; today, no such protection exists.

Since the Boren amendment’s repeal, most states have systematically and dra-
matically reduced the adequacy of their Medicaid payments to providers. This is a
critical consideration to weigh when evaluating the need for federal oversight: with-
out the Boren amendment, states have been left to their own devices to determine
the adequacy of their Medicaid payments, and they have made a clear choice not
to make adequate payments. With so many states suffering from budget problems
today, this problem will only get worse in the coming years.

Proponents of the Medicaid reform proposal maintain that the new flexibility it
offers would encourage states to offer Medicaid benefits to more people. History has
shown, however, that this will be a zero-sum game. States will do this only at the
expense of providers, paying them less so they can extend benefits to more people—
a politically popular idea. In NAUH’s view, that does not constitute good public pol-
icy; to the contrary, it only shifts a vital government responsibility to a group that
clearly lacks the means to carry it out on its own.
The Redistribution of Financial Risk

At the heart of any attempt to address health care reform is a very basic question:
Who is responsible for financing care for the poor?

Since the advent of Medicaid, the answer to at least part of this question has been
clear: it has been the federal government in partnership with state governments.
The very enactment of Medicaid confirmed this, as did the later development of the
Medicare and Medicaid disproportionate share programs, the SCHIP program, and
other government health care initiatives.

Today, however, the answer to this question appears to be a moving target. In
January of 2003, the chairman of MedPAC expressed that body’s lack of interest in
having the federal government shoulder this responsibility when he declared that
‘‘We should not use Medicare dollars to offset Medicaid losses.’’ In so doing, he tac-
itly warned of reductions in Medicare reimbursement in areas such as dispropor-
tionate share. More important, he suggested a fundamental change in Medicare’s
role—and with it, the federal government’s role—in financing care for the poor in
the U.S. today.

The new Medicaid proposal appears, at first glance, to constitute yet another sig-
nal that the federal government may pull back from this responsibility. Under this
proposal, it appears as if no provision has been made for the federal government
to step up to help states, and their poorer residents, during hard times. It would
base its contribution to care for the poor on states’ 2002 Medicaid spending and
make no further adjustments, other than for inflation in response to changes in the
economy or our national condition.

The states, based on how they have responded to the freedom afforded to them
through the repeal of the Boren amendment, have already signaled their intention
to do less for the poor, not more. During hard economic times today, almost every
state in the nation is in the midst of planning to do even less, not more. The states
are proving, beyond question, that when times get hard, they will not be able to sup-
port their citizens.

The federal government seems only to be concerned with paying for the cost of
care for the people it ensures. State governments do not even do that. If there is
no ‘‘extra’’ money included in payments to safety-net providers—money that recog-
nizes that those providers’ costs are not covered for most of the patients they treat—
then those hospitals will become, in effect, the insurers of last resort for low-income
patients who lack insurance coverage of any kind or who are covered by a Medicaid
insurance program that pays providers inadequately.
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That leaves health care providers to shoulder an ever-increasing share of respon-
sibility for financing care for the poor. Does anyone truly believe that where the fed-
eral government lacks the resources, and where the states lack the resources, that
non-profit urban safety-net hospitals, already caring for more Medicaid recipients
and more uninsured patients and experiencing margins well below other hospitals,
can somehow find those resources themselves and become the provider and de facto
insurer of last resort for the poor?

Health insurance—whether Medicaid, Medicare, or private insurance—always in-
volves the careful calculation and prudent assumption of risk. Historically, the fed-
eral government and state governments have assumed most of the risk associated
with financing health care for the poor. Providers, too, have assumed some of this
financial risk, but there always was an implicit understanding that they were the
least equipped to do so.

The proposed Medicaid reform program, as we understand it today, calls for a fun-
damental shift in the assignment of risk for financing health care for the poor in
the U.S. today. The proposed predetermined federal commitment to Medicaid ap-
pears to leave the federal government with essentially no remaining future financial
risk at all. The proposed maintenance of effort required of the states leaves them,
too, with no financial risk—only political risk. Strangely, only hospitals, such as
non-profit urban safety-net hospitals, are being asked to do more—and at a time
when they clearly lack the financial resources to do so.

NAUH does not believe this is reasonable and is concerned about how the Med-
icaid reform proposal would redistribute financial risk for caring for the poor. We
urge this committee to weigh what would amount to a striking change in public pol-
icy, to consider very carefully where this responsibility truly belongs, and to ensure
that whatever legislation is ultimately adopted realistically places that responsi-
bility where it is most appropriate. From a purely financial perspective, it is not
possible for urban safetynet hospitals to assume the risk of financing care for the
poor.

A PROPOSAL: DISTINGUISH AMONG PROVIDERS AS PART OF MEDICAID REFORM

One of the flaws of the current Medicaid program is that outside of the dispropor-
tionate share program, it does little to distinguish among health care providers. It
treats hospitals that care for a few Medicaid patients a year more or less the same
as it treats hospitals that care for many Medicaid patients in every corridor of their
facility every single day. It treats safety-net providers the same as it does hospitals
located in high-income communities that are part of extremely profitable hospital
corporations.

The federal government and the state governments clearly expect hospitals to ab-
sorb some of the costs of caring for poor patients; this much is clear, and to this
virtually every hospital, including urban safety-net hospitals, readily agrees. But
the absence of a poor population that is equally distributed throughout the country
results in an uneven distribution of this financial burden among hospitals. Hospitals
that care for relatively few Medicaid recipients and uninsured patients can bear
these costs because despite significant ratcheting back in private health insurance
payments over the past two decades, those payments still typically exceed the cost
of the services provided, even if only slightly. This gives such hospitals ample oppor-
tunity to counterbalance their modest Medicaid losses.

Hospitals that care for large proportions of Medicaid recipients and large propor-
tions of uninsured patients, however, have no such opportunities. This is why the
adequacy of Medicaid reimbursement is so much more important to some hospitals
than it is to others. In a Medicaid system like we have today, where reimbursement
is always less than cost, the more poor patients a hospital serves, the further behind
it falls financially. Throughout the country, urban safety-net hospitals are teetering
on the brink of insolvency as their margins plummet and their debts grow. Some
move in and out of bankruptcy, constantly reorganizing; some have closed, and oth-
ers are in danger of doing so.

Today, the federal government does not formally acknowledge that the continued
inadequacy of Medicaid payments to hospitals is much more important to some hos-
pitals—such as urban safety-net hospitals—than it is to others. NAUH believes that
federal Medicaid policy should formally recognize this distinction, that it should not
view all hospitals as equal or the same, and that it should make special provisions
to treat different, selected hospitals—including non-profit, urban safety-net hos-
pitals—differently and to assist those that help the government carry out its share
of responsibility for financing care for the poor. It should do so, moreover, by pro-
viding explicit direction to the states as part of any Medicaid reform law—just as
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it did when it created the Medicaid disproportionate share program and when it en-
acted the Boren amendment.

NAUH recognizes that such a move would not be easy; it would require significant
political will. Nevertheless, because of how Medicaid has been structured and how
Medicare is evolving, the federal government has, in essence, enlisted urban safety-
net hospitals—along with selected others—to serve as its partners in ensuring ac-
cess to care for the poor. Now, it has an obligation to function as a true partner
in carrying out this mission. Private, non-profit, urban safety-net hospitals are doing
everything we can, but we must have a Medicaid system that pays rates to hospitals
that treat significant numbers of Medicaid patients that are closer to the true cost
of providing that care.

CONCLUSION

Medicaid is one of the most important programs offered by government in the
U.S. today. It signifies our intention—our insistence—on doing whatever we can for
fellow Americans in need. The history of Medicaid since its inception in the mid-
1960s is a true success story, and one of which we should be proud.

But Medicaid is not a perfect program; any government program approaching
forty years of age will begin to show signs of wear, and it is important to step back
periodically and reconsider how the program works and whether it is structured to
achieve its goals in the most effective, most efficient, and most compassionate man-
ner.

The National Association of Urban Hospitals supports efforts to refresh Medicaid
and bring it into the twenty-first century. Some of the changes that have been pro-
posed, however, would not refresh Medicaid, would not improve it, would not make
it more effective, more efficient, and more compassionate. Specifically, we are con-
cerned about the following aspects of the reform proposal.
1. The proposed reform program would limit Medicaid’s future growth in a manner

that does not correlate changes in spending with changes in need.
2. The proposed program would allow states to eliminate their Medicaid dispropor-

tionate share programs without providing for another way to achieve the essen-
tial objectives of that critical program.

3. The proposed program would reduce federal oversight of Medicaid, which history
has shown to be absolutely vital to ensuring the program’s integrity and effec-
tiveness.

4. The proposed program redistributes financial risk for financing care for the poor,
moving it from the federal government and state governments to individual hos-
pitals, which is not economically feasible.

For these reasons, the National Association of Urban Hospitals has serious con-
cerns about the Medicaid reform proposal as it is currently structured. We urge the
House Energy and Commerce Committee to give careful consideration to these
issues as you discuss and debate the proposal’s future. As you do, we also urge you
to consider requiring the federal government to distinguish among providers when
it reshapes Medicaid and to provide special assistance to providers that constitute
the health care safety net in the U.S. today—providers such as private, non-profit,
urban safety-net hospitals. These hospitals have demonstrated their commitment to
caring for the poor, they have proven their willingness to do so despite the financial
jeopardy in which such efforts place them, and they have indicated their desire to
serve as true partners of government in caring for the poor. These partners need
special financial consideration to enable them to fulfill their role in this health care
partnership, and in the health care safety net, and any effort to reform Medicaid
should include a meaningful financial commitment to these vital institutions.

We appreciate the opportunity to submit this testimony and welcome any ques-
tions or comments you may have.
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