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LONG-TERM CARE AND MEDICAID: SPI-
RALING COSTS AND THE NEED FOR RE-
FORM

WEDNESDAY, APRIL 27, 2005

HOUSE OF REPRESENTATIVES,
COMMITTEE ON ENERGY AND COMMERCE,
SUBCOMMITTEE ON HEALTH,
Washington, DC.

The subcommittee met, pursuant to other business, at 11:24
a.m., in room 2123 of the Rayburn House Office Building, Hon. Na-
than Deal (chairman) presiding.

Members present: Representatives Deal, Bilirakis, Upton,
Gillmor, Norwood, Cubin, Shimkus, Shadegg, Buyer, Pitts, Bono,
Ferguson, Rogers, Myrick, Burgess, Barton (ex officio), Brown,
Waxman, Rush, Eshoo, Green, Strickland, Capps, Allen, Baldwin,
and Dingell (ex officio).

Also present: Representatives Wilson and Engel.

Staff present: Chuck Clapton, chief health counsel; David
Rosenfeld, majority counsel; Jeanne Haggerty, Majority profes-
sional staff, Eugenia Edwards, legislative clerk; Brandon Clark,
health policy coordinator; Bridgett Taylor, minority professional
staff;, Amy Hall, minority professional staff; Jessica McNiece, re-
search assistant; and David Vogel, research assistant.

Mr. DEAL. The subcommittee will come to order. We will have
members joining us, I am sure, in just a few minutes, so we are
pleased to open this hearing today, and we have two panels.

The first is two individuals, very distinguished individuals, Dr.
Mark McClellan, who is the Administrator of the Centers for Medi-
care and Medicaid Services, and Dr. Douglas Holtz-Eakin, who is
the Director of the Congressional Budget Office.

Gentlemen, we are pleased to have you with us today. This is a
hearing that I think all of us have looked forward to. Dr. McClel-
lan, I realize that your testimony was a little late getting in, and
we would just encourage you to get it here a little earlier. It will
facilitate, perhaps, some of the members and their questions, and
understanding your testimony today. But we are pleased to have
both of you here.

I will recognize myself, as I have just done, for purposes of an
opening statement. As we deal with the question, in particular, of
the spiraling costs of Medicaid, we are hearing from our Governors,
as I am sure Dr. McClellan, you are hearing from Governors as
well. My Governor and many Governors that members of our sub-
committee have met with, both formally and informally, are con-
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tinuing to tell us that they simply can’t afford the program, as it
is currently in place, and they are requesting that we make
changes.

Hopefully, some time during this session of Congress, we will
have the opportunity to address that issue in greater detail. But I
think your testimony here today will lay a groundwork for us to
understand what the parameters of the problem are, and perhaps
some of the solutions that may be available to us.

Everybody, I am sure, has their own personal story about dealing
with the problems of long-term healthcare, for example, which is a
major component, obviously, of the Medicaid expenditures. I have
been jokingly told by some that I need a license to operate my
home, because some 8 years ago, by fortuitous circumstances, my
mother, who is now 98, came to live with us, because she had to
have a leg amputated, and was bound in a wheelchair, and could
no longer live alone. About the same point in time, my wife’s moth-
er and father came to live with us as well. Her mother had been
diagnosed with Alzheimer’s, and she has since passed away, but
her father, who is now 91, continues to live with me, and with us
in our home.

But these are not unusual circumstances for families to face.
Very few have the opportunity to take their parents into their
home and provide for them. And it is not that my parents or my
mother or my father-in-law are wealthy people. They are retired
public schoolteachers, but they have not gone into a publicly fi-
nanced Medicaid nursing home environment. There are many oth-
ers out there who would like to have avoided a nursing home as
well, and I think one of the options that hopefully we will explore,
as we visit this issue of long-term healthcare in particular, is how
do we afford families the opportunity to provide for themselves and
for their loved ones, in an environment outside of a nursing home.
Many people would desire, I think, that option, and I think that
under our current rules, we don’t have the flexibility to allow
Staicles to design programs that perhaps would accommodate those
wishes.

There are many other facets, obviously, of the Medicaid problem,
but the one that I continue to harp on, and it is an essential ingre-
dient that I think causes the problem, and if we can fix it, will per-
haps provide the solution, and that is, the current absence of indi-
vidual responsibility in the program as it is designed. It is the lack
of individual responsibility that causes the concerns of hospitals,
who constantly tell me—in a meeting I had recently with my local
hospital, that in excess of 70 percent of their emergency room visits
could probably be classified as non-emergency, and virtually all of
those are being paid for through Medicaid, a program that is cost-
irllg us huge amounts of money at both the State and Federal lev-
els.

It is that lack of personal responsibility in the design of the pro-
gram that needs to be fixed. If we do that, and Governors have con-
tinually indicated that they would like to be able to address that
issue, that if we do that, I think hopefully we can design some-
thing, as we approach the problems and look for solutions, some-
thing that will individually make us responsible for recognizing
that this is not just something that somebody else is going to pay
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for for us. We have a part in it, and we ought to be responsible in
our participation.

At this time, I would recognize Mr. Brown, the Ranking Member
of the subcommittee, for an opening statement.

Mr. BROWN. Thank you, Mr. Chairman. I echo the chairman’s
words and comments about the testimony of Dr. McClellan. He
came to us at 10:15 last evening, and I know the staff on both sides
of the aisle works really hard, but not all of them were there when
it came, and then it was edited this morning, in sort of a second
round. I hope you will work to do better than that. I know it is al-
ways difficult to prepare for these hearings.

I commend the chairman for enabling the subcommittee to con-
sider the future of long-term care, one of our healthcare system’s
most critical issues. I would like to suggest, though, a subtle but
important shift in perspective. Instead of focusing on spiraling
long-term care costs, let us focus on spiraling long-term care needs.
Our population is aging, and the need for long-term care is keeping
pace. We should focus on the actual issue, not one of its manifesta-
tions.

If we frame this discussion around the need to reduce long-term
care costs, we are basically saying that the cost of caring for indi-
viduals is more important than the individuals themselves. If, on
the other hand, we focus on the need for long-term care, we will
not, then, neglect important considerations. For example, we know
there are gaps in access to long-term, particularly home and com-
munity-based services. Is that fact more or less important than
long-term care—than the fact that long-term care costs are grow-
ing? And we know that regardless of how these services are fi-
nanced in the future, there are elderly and severely disabled Amer-
icans who need long-term care now. Medicaid covers 70 percent of
that care. If we cut Medicaid funding today, we place particularly
vulnerable segments of our population at risk.

We can discuss reverse mortgage and long-term care insurance
and personal responsibility until we are blue in the face, and there
is a role for all of that, but the fact is, if we cut Medicaid today,
we jeopardize the health and safety of people whom we know, of
real people. All of our efforts to prepare for the future don’t change
that basic fact. If you think I am overly dramatic, talk to an elderly
person at an understaffed nursing home. Talk to her family, espe-
cially. Do we really think that today’s nursing homes are filled with
scheming seniors who are free riding on the taxpayer’s dime? There
will always be people who try to game the system, occasionally
some successfully, but most Medicaid beneficiaries don’t want to be
Medicaid beneficiaries. They simply have no choice.

If we focus on long-term care needs, rather than long-term care
costs, we will make sure our efforts to prevent asset transfers don’t
disenfranchise people in real need. We will make sure the long-
term care insurers do not cherry pick or fail to deliver adequate
benefits. We will think carefully before forcing people in an owner-
ship society to give up their homes in order to get needed care. In-
stead of focusing on how to reform Medicaid to address spiraling
costs, let us focus on how to make sure every American who needs
long-term care has access to it.
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That means promoting private, long-term care savings. It means
investing in Medicaid as a cost effective safety net for people in
need. Absent a universal, long-term care system, there will of
course always be people in need. I understand Dr. McClellan will
talk about the President’s commitment to home and community-
based care, and I share both Dr. McClellan’s and the President’s
enthusiasm for it. However, home and community-based care waiv-
ers typically have enrollment caps. Making these waivers perma-
nent, as the President proposes, doesn’t expand access to home and
community-based care. Additional funding is needed to accomplish
that, and I don’t recall any increase in funding for home and com-
munity-based care in the President’s budget. This care is cost effec-
tive, but there is unmet need outside the nursing home population.
Expanding access requires additional dollars.

That doesn’t mean we should give up on the idea of expanding
access to home and community-based services. In fact, promoting
access to these services should be a priority. But championing the
expansion of home and community-based care, and at the same
time, pushing for cuts in Medicaid, is a little bit like handing a per-
son an umbrella, then pushing him off a cliff. We can’t reduce the
long-term care—we can’t reduce the need for long-term care by re-
ducing our current investment in it.

It is important to plan for long-term care needs in the future. It
is even more important to meet our long-term care commitments
today. If we are willing to cut Medicaid without regard to those we
hurt, why even bother with this hearing? Apparently, the best way
to reduce Federal long-term care spending is simply to abandon
those who rely on it. I think we should take a different path.

Thank you, Mr. Chairman.

Mr. DEAL. The Chair recognizes Dr. Norwood for an opening
statement, 5 minutes.

Mr. NorwooOD. Thank you.

Mr. DEAL. Or 3 minutes, excuse me.

Mr. NorwooD. Thank you very much, Mr. Chairman. Dr.
McClellan, I am certainly happy to see you here, and thus have the
opportunity to talk to you. I also would like to add to the fact that
you need to tell your staff to get us your statement earlier. That
is really unacceptable. It means to me you don’t think we are im-
portant in this issue, and I know this committee finds this very im-
portant, or either—it is not important to you guys.

Few of us can be certain, frankly, how technological and medical
developments will affect the issue of long-term care. What we do
know, that the current system is not going to be able to meet the
obligations of future generations. I think that is fairly clear. It is
unfortunate that Americans have routinely avoided even thinking
about long-term care until it is too late, yet some studies show that
upwards of 40 percent of all Americans will need some sort of long-
term care during their lives, and two-thirds of all recipients of long-
term care must depend on Medicaid due to costs.

Recently, as I have recovered from my own little battle with idio-
pathic pulmonary fibrosis, I have experienced the difficulties of bat-
tling an illness, and I know the irreplaceable value of being able
to turn to your family, to your wife, your faithful nurse. But many
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are not so fortunate as I, and must rely on the government to pro-
vide for their care.

While Medicaid is primarily a source of financing for long-term
care, the current financing system is ineffective, and is often taken
advantage of. When our social programs were established, long-
term care, as we know it, did not exist. People in need of support
often received care from a family member, or were institutional-
ized. All of us can remember our grandfathers, grandmothers, and
how long-term care was handled for them. As we enter the 21st
century, care is significantly different. Unfortunately, our financing
mechanisms have not kept pace. In that light, it is impossible to
talk about reforming Medicaid without addressing the funding of
long-term care, which I understand is about 56 percent of the cost.

Because Medicaid is an alternative to private insurance, the pro-
gram encourages people, encourages people to drop coverage or
avoid long-term care planning, and rely instead on this free Med-
icaid. Put simply, Medicaid discourages proper planning, and is
quickly becoming a welfare program for middle income families.
With clever estate planning and asset protection schemes, individ-
uals can qualify for Medicaid and receive long-term care taxpayers’
expense.

Moving away from such abuse would allow Medicaid to return to
its proper mission, and I am sure everybody on this committee
agrees with that. And it would provide a safety net for those who
truly need it. I am looking forward to your testimony and your
guidance on this very subject.

Mr. Chairman, thank you for the time.

Mr. DEAL. I thank the gentleman. The Chair now recognizes the
gentlelady from California, Ms. Eshoo, for 3 minutes for an opening
statement.

Ms. EsHOO. Thank you, Mr. Chairman, for holding this hearing,
and also for the markup that we had earlier today. Welcome to our
witnesses, Dr. McClellan, it is especially good to see you.

The financing of long-term care for the elderly population in our
country really does need to be addressed, so that the challenge
won’t become our No. 1 economic problem of tomorrow. And I think
that it is an economic issue. I don’t know how many members of
this committee have even taken advantage of buying long-term
care insurance through the Federal Government. That might be an
interesting little survey to do. I am one of them, because I can’t
help but think daily that if something happens to me, I—my young
children are not going to be able to take care of me. So—but it is
something that is expensive. It isn’t something that everyone
thinks that they need, because most of us think that we really are
not in a position where we will need it.

It is an issue that touches all families at some point in our fam-
ily life. I know that. I took care of my own father and mother, and
we have heard stories from other members as well. While it is im-
portant to note that modern medical care has enabled more and
more seniors to live longer, healthier lives, there still comes a time
when families are simply not able to provide the full care for a
loved one. The next step is professional care, either at home, in an
assisted living facility, or in a nursing home. And none of us want
to go to nursing homes. I think that is one thing that everyone
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would raise their hands and say we are in agreement on. We just
don’t want to have to do that.

So given the level of care required, personal resources, and insur-
ance benefits are often quickly used up. Approximately one in eight
Americans is over the age of 65, and this number is expected to in-
crease dramatically. Congress really should act before this wave of
seniors overwhelms our current Nation’s public programs for long-
term care. We should look at long-term care creatively, and include
a mix, I think, of approaches to address its viability by combing
some of the aspects of incentives for private financing as well as
public financing. Congress should also build on current programs
by expanding eligibility.

Individuals have diverse needs and diverse circumstances, so I
don’t think that really one size fits all, and there should be a var-
ied approach which would respond to these needs and these cir-
cumstances. I hope our witnesses today will address the long-term
care partnership program, and whether or not this program would
have much impact on the growth of Medicaid long-term care spend-
ing.
So I look forward to hearing the witnesses. They are all stars in
their own right, and I think this committee can really gain from
your vision and your experience and what you can tell us. Thank
you, Mr. Chairman, and I yield back.

Mr. DEAL. I thank the gentlelady. I recognize the gentlelady, Ms.
Cubin.

Ms. CuBIN. Thank you, Mr. Chairman. I agree with everything
that has been said so far, and so I won’t repeat that. But I do want
to just add a couple other comments.

There are a lot of policies, rules and regulations, that simply
waste money in Medicaid and Medicare when going into a nursing
home. One example that I can think of is that you have to be in
the hospital for 3 days before you can go into a nursing home,
when the doctor knows very well, the family knows very well, that
a nursing home is definitely what is needed.

My mother is in advanced stages of Alzheimer’s right now, and
my father has planned well financially for their retirement, but
even at that, he says he will put her in a nursing home over his
dead body. He is fortunate enough to be able to hire people to come
in and help him right now, but that may not last forever, and I am
concerned about what happens to people who have actually
planned, but the prices are so exorbitant that the surviving spouse
finds themselves in a situation where they can’t afford to pay for
their care, because the system is abused, and because there is
waste in the system, and it is ineffective. We need an entirely new
system, so with that, I will yield back my time.

Mr. DEAL. I thank the gentlelady. I recognize Mr. Allen for an
opening statement.

Mr. ALLEN. Thank you, Mr. Chairman. I appreciate your con-
vening this hearing to examine Federal long-term care initiatives.
The need for long-term care is expected to grow substantially in the
future, straining both public and private resources, so we need to
bolster our long-term care infrastructure to meet the needs of our
growing elderly population.
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While most care is provided by family members, most public
funding is for institutional care. Home and community-based serv-
ices which can help heavily burdened families are available some-
times in a limited number of communities. In 2002, the Maine
State legislature established a blue ribbon commission to examine
the financing of long-term care, and consider opportunities to build
on the Federal State commitment to caring for the State’s elderly
and disabled population.

Like most States, Maine found that nursing facility care is the
most intensive and costly component of the long-term care system.
Approximately 26,000 individuals in Maine received financial as-
sistance for long-term care needs in 2001. Funds were allocated as
follows: 61 percent for nursing facility, 20 percent for home-based
care, and 19 percent for assisted living.

MaineCare, the State’s Medicaid program, accounted for 70 per-
cent of the patient days in nursing facilities. While the average
cost, average actual cost of operations for nursing facilities was
$167 per day, the average allowable MaineCare costs was $129 a
day, and the average MaineCare reimbursement was $117 per day.
This rate includes both Federal and State dollars. In the national
study being released today, the average shortfall in Medicaid nurs-
ing home reimbursement was $12.58 per Medicaid patient day in
2002, translating into an annual shortfall of $4.5 billion.

The point I am making here is that Medicaid is, in some in-
stances, both wasteful and in some instances, simply not even com-
ing close to paying for the costs of care of Medicaid patients. And
I urge anyone looking at this area not to make assumptions about
Medicaid across the spectrum of the country. My father was in a
nursing home in Maine for about almost 2 years before he died,
and I have been in a lot of nursing homes in Maine, and they are
really stretched, and the people who are in them—Maine went
through a process of really putting a lot of pressure on nursing
home facilities, and encouraging community-based care over the
last 15, 20 years, and the result is the people in nursing homes
today in Maine really need to be there. I have no idea whether that
is comparable in other States, but I do think that we have to deal
with that particular issue, we have to deal with the fact that too
many seniors don’t want to think about, and middle aged people,
don’t want to think about being in long-term care, and that long-
term care insurance sometimes is available, but often is too expen-
sive for many people.

I look forward to hearing everything you have to say, and Mr.
Chairman, I yield back.

Mr. DEAL. I thank the gentleman. The Chair recognizes Mr. Pitts
for an opening statement. Ms. Bono. Dr. Burgess.

Mr. BURGESS. Thank you, Mr. Chairman. I will submit my state-
ment for the record as well. I just want to welcome Dr. McClellan.
Good to see you again, sir, and just for the record, I too have long-
term insurance. I have a private policy with GE Capital that I
bought before coming to Congress.

Mr. DEAL. The Chair recognizes Ranking Member Dingell, for an
opening statement.

Mr. DINGELL. Mr. Chairman, thank you. I commend you for this
hearing. As a Nation, we must develop a comprehensive, long-term
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care policy in order to care for the 10 million people needing long-
term care, and millions more that will need it in the next 20, 40,
and 60 years. This is an important but complicated issue that the
committee should be going into, so I thank you again for holding
this hearing, as well as the witnesses who are here today to cooper-
ate with us and educate us.

The majority of long-term care is provided for free through family
or friends. Of the services purchased, Medicaid is the biggest payer,
and the greatest safety net. It provides care for millions of elderly
people and individuals with disabilities that have had the misfor-
tune of becoming ill and needing help with their daily basic activi-
ties of ordinary life.

Sustained care is expensive and, without Medicaid, almost im-
possible for many. Most people struggle even with Medicaid to
meet their most essential needs, such as eating, bathing, or going
to the bathroom. Still, Medicaid always benefits from evaluation
and updating. For example, we need to be rid of the program’s bias
toward institutional living, and provide home and community-
based care where appropriate.

Unfortunately, instead of talking about ways to shore up Med-
icaid as a safety net, there are now efforts in this House of Rep-
resentatives and in the administration, under the leadership of my
Republican colleagues, in trying to actually cut it. The millions of
ill people and individuals with disabilities who need long-term care
services are a principal factor in increasing the cost of long-term
care, not Medicaid. Medicaid is, on the contrary, one of the most
efficient healthcare programs in the country.

The Governors Association is united in their opposition to Med-
icaid cuts. They recognize that the cuts will seriously harm States’
abilities to provide the care that we as a compassionate society
need to offer. We should be helping both the people who depend on
the program, as well as ensuring that the States which manage the
program are not harmed by decisions made here.

Aside from public financing, there is also an insurance industry
out there selling long-term care insurance. While they may be pro-
viding a vital and important service, we need to avoid the mess we
found ourselves in with the Medigap policies of the late 1980’s. I
do not want to be sorting through stories of unscrupulous insurers
confusing and scaring beneficiaries into buying expensive policies
that do little. I support long-term care insurance as an option, but
there must be adequate protections with standardized policies and
consumer protections, such as inflation protection, non-forfeiture
provisions, and a minimum daily option for some. But some is the
key word, whether through partnership programs with Medicaid or
by itself, long-term insurance is not appropriate for millions of low
and modest income families that are already finding it difficult to
secure food, shelter, transportation, and healthcare, along with sav-
ing for retirement or education of their children.

Also, notably, creating incentives for the purchase of long-term
care insurance may do little to alleviate the waste on public pro-
grams today. We need to develop a coherent long-term care policy
that preserves and expands the safety nets of today, not cuts them.

I want to thank you, Mr. Chairman, and all of my colleagues,
and the witnesses for their participation in this important hearing,
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and I hope that we will, from it, be able to begin to make some
judgments about where our priorities should be.

Thank you, Mr. Chairman.

Mr. DEAL. The Chair recognizes Mr. Ferguson for an opening
statement.

Mr. FERGUSON. Thank you, Mr. Chairman, and thank you for
calling this hearing, which will shed some light on an issue that
requires urgent attention as a new generation of Americans, the
baby boomers, grow closer to retirement age, and the Medicaid pro-
gram continues to hemorrhage money.

Medicaid, as it stands right now, is financially unsustainable,
and without true reform, the Medicaid program may not be around
for those in future years for those who really need it. Today, we
are looking at the issue of long-term care, an inevitability that
many of us will rely upon in our later years, and a segment of our
healthcare system which is draining billions of dollars from our
Federal programs.

Long-term care services are a huge segment of our Nation’s
healthcare spending, totaling $157 billion in 2002, representing 12
percent of all personal healthcare expenditures, but that total
spending amount is expected to increase, as more people reach re-
tirement age than there are, proportionally, younger workers to
pay for and take care of their needs. The result is that public and
private spending for long-term benefits for the elderly could double
from 2000 to 2025, even assuming no expansion in benefits.

And increasingly, Medicaid has been relied upon to serve as a
safety net for people requiring long-term care. In fiscal year 2003,
Medicaid paid about $83.8 billion for long-term care services, al-
most doubling from 10 years ago. These dollars primarily paid for
institutional care and care in home and community-based settings.

Congress has made strides in addressing the issue of long-term
care, but there is still a long way to go. For example, in 2000, Con-
gress authorized a new grant program under the Older Americans
Act, to provide information and assistance to caregivers, coun-
seling, respite and other home and community-based services, to
families caring for their frail older members.

We need to look further into alternatives to the current system,
including building upon past reforms, encouraging long-term care
insurance, and closing loopholes that people use to take advantage
of Medicaid and other Federal programs. Thank you again, Mr.
Chairman, for holding this important hearing, and I look forward
to working with you, and I appreciate our witnesses for being here
today, as we look to reform long-term care in our country.

I yield back.

Mr. DEAL. I thank the gentleman. The Chair recognizes Mr.
Waxman for an opening statement.

Mr. WAXMAN. Thank you, Mr. Chairman, and I want to thank
my colleague, Ms. Baldwin, for allowing me to go before her, be-
cause I have to go to another hearing, but I appreciate that we
have a chance to hold this hearing with the pair of docs that sits
before us, a pair of doctors, Dr. McClellan and Dr. Holtz-Eakin, but
we do have a paradox, and that is what are we going to do with
the long-term care for elderly and disabled people?
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Medicaid has served as a safety net for those very vulnerable
people, and it is important that we continue the Medicaid program
to serve that purpose until such time as we have an alternative.
One alternative that obviously would have made sense would have
been a social insurance system. Everybody would have paid into it,
and then everybody who needs it would have it available. Most peo-
ple are not going to need nursing home care. Others are looking at
private long-term care policies, and I think that is a direction that
we are probably going to be taking more and more.

The Federal Government now offers that to Federal employees,
but as Mr. Dingell pointed out, we have got to make sure that
these policies meet some kind of standards, because people can buy
a policy, and find that they don’t have much of anything if there
is no inflation protection and otherwise. But Medicaid serves this
important purpose now, to fund the safety net for those who des-
perately need it.

Now, I think all of us would like to see alternatives, in terms of
letting people stay in the community and not go into a nursing
home. Long-term care is not just nursing home care, and perhaps
we can come up with some agreement along those lines. But I want
to say one thing that should be very clear. For those who think
that having a Medicaid program is the reason we have people with-
out insurance is just absolutely absurd. It is only recently that in-
surance products have even been available, and we don’t yet even
have the standards to apply to those policies across the board.

I am also in strong disagreement with people who want to say
that we should punitively go after seniors and force them to take
out reverse mortgages, so that they should go out and then use
that money to buy health insurance, long-term care policies. I don’t
know at what point you are going to do that in people’s lives, but
if you are going to do it at the point where they need nursing home
care because they have less than $2,000 in assets, that is—that
doesn’t make any sense at all.

Many States can go after the house afterwards, and some, in
fact, do that. There should be a role for both private and public ap-
proaches to helping people with long-term care needs. I think we
can look to see how to make the program better. But I think this
is a program that is going to need more money, not less, and I hope
we are not going to have people who voted for the instructions for
conferees on the budget to say that there should not be a cut in
Medicaid, turn around now and slash $10 or $20 billion of the Fed-
eral dollars for the Medicaid program, because making a policy in
that context will certainly lead to disaster.

Thank you, Mr. Chairman.

Mr. DEAL. The Chair recognizes Mr. Bilirakis for an opening
statement.

Mr. BILIRAKIS. Thank you, Mr. Chairman, and I, along with you
and the others, do want to welcome Dr. McClellan and Dr. Holtz-
Eakin here today, and we apologize for your sitting there as long
as you are just listening to us, gibberish up here, but in any case,
thanks for being here, to you and all the other witnesses.

Mr. Chairman, we know that the escalating costs of long-term
care is a very personal issue that has profound public policy impli-
cations. The CBO Office estimates that total spending on long-term
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care exceeded $200 billion last year, nearly a quarter of which was
financed through the Medicaid program.

These costs are expected to rise substantially in the future as the
need for long-term care grows with an ever increasing elderly popu-
lation. The consequences of surging long-term care costs are signifi-
cant for States and the Federal Government. Medicaid is becoming
an increasing portion of Federal and State budgets, crowding out
other important priorities. In my State of Florida, the Medicare
spending accounts for $14 billion, almost one quarter of the State’s
$57 billion budget. Florida spent more than $3 billion on long-term
care through Medicaid last year, which will consume more than
half of the State’s budget in just 10 years at its current growth
rate, and I think we all would agree that this growth is simply
unsustainable.

The Florida Governor, Jeb Bush, has proposed an innovative ap-
proach to Medicaid reform, and already has developed programs
through federally approved waivers to improve the management
and coordination of long-term care and encourage home and com-
munity-based service programs. Other Governors, as we know, are
experimenting with alternatives to meet the needs of their Med-
icaid populations.

Congress must act to help Florida and other States better control
their Medicaid programs, and provide them the flexibility they
need to meet the demands of the increasing number of Americans
who receive long-term care services through Medicaid.

Mr. Chairman, Medicaid is a partnership. It is a partnership
with the States. And whatever we do, we should not do and ignore,
completely ignore what the States’ wishes might be in that regard.
We have got to sit down with them around a table and work it out
together. We have to examine how to provide incentives to encour-
age people, especially younger generations, to plan for their future
care. There is so much that we have to do, and I have a statement
here, Mr. Chairman, I would like to put into the record, but I
would basically say that first of all, for over the last 2 years, we
had a taskforce from this subcommittee, which has been working
on this subject. It was not done with the idea of tying it into budg-
ets or budget decreases, or anything of that nature. It was done be-
cause we all felt that we have got to bring Medicaid up to par with
what is happening today, and what the States’ demands are.

And if this committee wants to reform Medicaid in such a way
that it is not going to hurt the people who need it, that it will pre-
serve the dignity of those who need long-term care services, et
cetera, we can do it, if we put aside partisanship, and if we are
willing to sit around a table and work together on a plan that will
really work and not hurt those that really need it.

Thank you, Mr. Chairman.

Mr. DEAL. I thank the gentleman. The Chair recognizes Ms.
Baldwin.

Ms. BALDWIN. Thank you, Mr. Chairman, and I thank all of the
witnesses, both first and second panel, who will be testifying this
afternoon. I look forward to engaging in an informative discussion
about the options before us as a Congress and as a country.

Many of my colleagues, in their opening statements, have shared
their personal accounts, probably because all of us learn a lot more
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about long-term care through those very personal experiences we
have than we do in any hearing room or briefing. I still recall a
moment where I was sitting in a chair besides my grandmother’s
hospital bed, my grandmother who raised me since I was 2 months
old, and hearing from the doctor, well, we need to discharge her,
but she is not ready to go home yet, and you learn a lot about our
long-term care system through those personal experiences. And
through my grandmother, as her primary caregiver during her last
years, I learned a lot about what many millions of American fami-
lies struggle with, caring for someone with increasingly demanding
needs, the painful decisions that families need to make when a
loved one needs more care, or ultimately, to move into a nursing
home, and about the financial stresses that are faced writing those
very big monthly checks for nursing home care.

So I am pleased that this committee is taking up this very impor-
tant issue. I think we have a real opportunity here to make some
critical adjustments to Medicaid that will strengthen the program
for future generations. As we consider the various options before us
as a Congress and a country, I hope we keep numerous consider-
ations in mind, but specifically, furthering our efforts to help States
provide long-term care in the least restrictive setting possible, and
strengthening consumer protections for those who do purchase
long-term care insurance.

Again, I look forward to today’s witnesses and discussion, and
thank the witnesses for their testimony and their patience.

Mr. DEAL. The Chair recognizes the chairman of the full com-
mittee, Mr. Barton, for an opening statement.

Chairman BARTON. Well, thank you, Mr. Chairman, for holding
this hearing. I think this is one of the critical hearings we are
going to have in this subcommittee this year. I want to thank our
two witnesses that are here before us, and then the panelists that
are on the next panel.

I just met with the five Directors of the Children’s Hospitals in
Texas, one in San Antonio, one in Houston, one in Dallas, one in
Fort Worth, and one down in the Valley. And they all told me that
70 percent of their patient load is paid by Medicaid. These are our
children. Medicaid was set up 30, 35 years ago to take care of low
income, indigent healthcare for our population, but what has hap-
pened is it has become a surrogate for long-term care for our sen-
iors. Two-thirds of our dollars in Medicaid are going for long-term
healthcare in nursing homes, which means the group that I just
met with are having to scramble to fund care for our younger low
income and indigent population, and if we don’t take care of them
at that age, they become a bigger and bigger burden as they
progress, as they grow up.

So this hearing today is to try to see if there is not some way
to at least begin a dialog about long-term healthcare, and find out
if there is not some way to take it off the backs, or at least relieve
the burden on Medicaid, so we free up dollars to help the people
that I was just visiting with from the Children’s Hospitals of Texas.
This country has not wanted to address the issue of long-term
healthcare. The last time we talked about it on the floor of the
House, I believe Claude Pepper of Florida was still chairman of the
Rules Committee, and he actually brought to the floor a long-term
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healthcare bill, and we may have even implemented it briefly and
then repealed it. I could be corrected on that if that didn’t happen.

So this is the beginning of a dialog in the House, at least, on the
substance of long-term healthcare, which means Medicaid reform,
and I hope some time this summer, we can find some consensus
and decide to do more than hold a hearing, because it is very, very
important. And I am going to close, Mr. Chairman, with reading
a paragraph from the committee staff memo that was put out for
this hearing. It says: “Long-term care is one of the most significant
demographic and physical challenges of this century, and of par-
ticularly importance because of our rapidly aging population. In
2000, there were an estimated 9.5 million people with long-term
care needs in the U.S., including 6 million elderly and 3.5 million
non-elderly. These numbers are projected to grow dramatically in
the coming years, especially after 2030, when the baby boom gen-
eration begins to reach 85.” Just parenthetically, I will be 80, if I
am lucky enough to be alive in 2030. “The senior population, 12.6
percent in 2000, is projected to rise to 20.5 percent by 2040. The
fastest growing share, 85 plus, is projected to rise from 1.6 percent
to 3.8 percent. This population, which is most likely to need long-
term care, is projected to more than triple from 4 million to 14 mil-
lion nationally.”

So it is very important, Mr. Chairman, that we begin this dialog,
and hopefully find some consensus on solutions to it. And again, I
want to thank you for the hearing, and I want to thank our two
witnesses before us right now, and then the panelists on the second
panel.

[The prepared statement of Hon. Joe Barton follows:]

PREPARED STATEMENT OF HON. JOE BARTON, CHAIRMAN, COMMITTEE ON ENERGY
AND COMMERCE

Thank you, Chairman Deal, for holding this important hearing today. I also want
to thank all of our witnesses for their testimony, which will provide valuable per-
spectives on the crisis facing long-term care financing.

I begin with a quote: “Although Medicaid was originally designed to provide
health care to low-income women and children, it has become our country’s “de
facto” payer of long-term care for the elderly and disabled...The unsettling notion
here is that we have no real, comprehensive long-term care system in this country
and yet we are spending billions of dollars for a system that was not designed—
it just evolved. Unfortunately, the system we have is inefficient, outdated, incom-
plete and unable to meet the needs of current or future recipients. Simply stated,
this is an issue that just can’t wait.”

I’d like to take credit for such astute observations, but credit goes to Sen. John
Breaux who made this statement more than three years ago as Chairman of the
Senate Special Committee on Aging. His call to action was timely then and critical
now.

Public spending on long-term care and Medicaid generally is growing at an
unsustainable rate. There just are not enough taxes or taxpayers to keep it going
without bankrupting the budgets of working families, not to mention the national
economy. Medicaid is already the biggest item in state budgets, exceeding elemen-
tary and secondary education combined. Unreformed, analysts predict Medicaid will
bankrupt every state in as little as 20 years—absorbing 80-100% of all state dollars.

At the moment, Medicaid accounts for more than 40% of total long-term care
spending and nearly half of spending for institutional care. Medicaid long-term care
costs account for one-third to one-half of total Medicaid expenditures in most states
and about half of Medicaid long-term care spending is for the elderly.

The senior population—12.6% in 2000—is predicted to rise to 20.5% by 2040; the
fastest growing share, 85+ (“the oldest old”) is projected to rise from 1.6% in 2000
to 3.8% in 2040: this is a 42% increase in the population most likely to need long-
term care.
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We need to understand the relationship between the availability of Medicaid and
long-term care planning: Why do so few people plan ahead if long-term care costs
can be so devastating and Medicaid is a welfare program meant only for the poorest
among us? We need to learn what can be done promote greater accountability and
encourage individuals with sufficient resources to take responsibility for planning
for their future health care needs. I look forward to hearing our witnesses’ opinions
on these important questions.

It is also clear that current efforts aimed at estate recovery neither encourage
long-term care planning nor result in appreciable recovery of funds for Medicaid. We
may need to look at making changes to the rules created under OBRA ’93, but rare-
ly enforced by states, to impose consequences on states that fail to comply with
these requirements. We also need to examine new ways to bring home equity into
the financing equation on the front-end—to forestall or at least minimize reliance
on public funding.

In the final analysis, Comptroller General David Walker got it right when he tes-
tified in 2002: “Only if the limits of public support are clear will individuals likely
take steps to prepare for a possible disability.” We have not done a very good job
at making this distinction and the public should not be faulted for responding ra-
tionally to the complex and confusing financing structure that we allowed to de-
velop. We must provide clarity before the care needs of 77 million baby-boomers
overwhelm our ability to provide a safety net for the truly needy—for whom Med-
icaid was originally intended.

There are serious challenges facing Medicaid today, long-term care financing
among them, and the program is clearly at a crossroads. I hope some of the sugges-
tions our witnesses offer today will help the Committee as we plan to move forward
with Medicaid reform. We need to look for innovative bipartisan solutions for the
problems facing Medicaid in order to strengthen and improve the program. Medicaid
beneficiaries deserve nothing less. So do America’s taxpayers.

Mr. DEAL. I thank the Chairman. The Chair recognizes Ms.
Capps for an opening statement.

Ms. Capps. Thank you, Mr. Chairman. As we can tell from the
opening statements, most of us agree that the growing cost of long-
term care in Medicaid is a rising challenge. And thank you for
being here for the hearing, those of you who are presenting. We
should be looking at some of the various ideas out there to improve
long-term care and sustain Medicaid support for it.

I believe we need to be careful that we do not too hastily embrace
proposals which would harm those who need care or waste tax-
payer dollars, and we should also be careful not to jump to conclu-
sions that are not supported by evidence. Many proponents of
change claim that wealthy seniors in large numbers are gaming the
system and stealing from Medicaid. They argue that we must make
dramatic changes to asset transfer limits in order to cut back on
these practices. But there is, to my knowledge, nothing but anec-
dotal information to support these claims.

GAO has reviewed this issue twice since 1993, and found little
evidence to support it, and the proposals they have put forward
might catch some people who are, indeed, inappropriately receiving
benefits, but they would certainly deny care to many elderly or dis-
abled Americans who are impoverished, who desperately need and
depend upon coverage. This would certainly save the Federal Gov-
ernment money, but at what cost to families struggling to support
loved ones who need long-term care? We should measure the cost
of this effect on families, on wage earners who must stop working
in order to care for elderly and other, and on and on.

Perhaps there is evidence out there, but it should be produced
before we make drastic changes, and the changes we make should
fit the problem. Some people are expressing interest in expanding
the use of long-term care insurance. That approach might have
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some merit, but there are some pitfalls we must avoid as well.
There must be adequate consumer protections put in place to en-
sure that the elderly and disabled are not abused, and real savings
to Medicaid needs to be demonstrated. CBO estimates that expand-
ing the current long-term care partnership program would end up
costing the Federal Government $45 million over 10 years. Frank-
ly, any savings that were derived would probably not materialize
for decades, since the purchasers of long-term care insurance won’t
need coverage until they are much older. I am not saying that we
shouldn’t do this, but we should be aware of what we are getting
into when we do.

Finally, I will say I am pleased with the administration’s atten-
tion to encouraging community-based care for the elderly and dis-
abled. When you see bright spots of this kind of continuity of care
of communities, you realize that this is certainly our goal, to have
it be seamless across the Nation. But the attention that the admin-
istration is giving is at odds with the billions of dollars in cuts that
are being asked for in the budget. Community care, when possible,
is far better for beneficiaries than being in an institution, but
sometimes it costs more, and cutting Medicaid now will only stifle
efforts in this direction.

For example, my colleague from Nebraska, Mr. Terry, and I have
introduced legislation to increase wages for direct support per-
sonnel under Medicaid, sorely needed, but the obstacles facing this
bill right now, and other improvements to Medicaid, are going to
be made all the more difficult by the cuts the budget that we just
voted for, the vote that we took yesterday in the House, from the
budget framework. So we have our challenges now, and I hope that
we can find ways to truly improve Medicaid, and not resorting to
the arbitrary cuts.

I yield back the balance of my time.

Mr. DEAL. The gentlelady’s time has expired. Mr. Gillmor. Any-
one on the majority side wish to make an opening statement? Mr.
Shadegg.

Mr. SHADEGG. Thank you, Mr. Chairman. I do want to make an
opening statement. I want to thank you for holding this hearing,
and I want to thank our witnesses, both on this panel and on the
subsequent panel.

As a number of our colleagues have correctly pointed out, both
long-term care and Medicaid pose significant demographic and im-
portant fiscal challenges to us as a Nation. It is important that we
examine those challenges, and that we address them in a way that
best serves all Americans.

It is our responsibility to make sure that Medicaid works and
provides both quality care and does so at a reasonable expense. In
this regard, I am pleased to highlight a model that we should at
least be looking at, because I believe it can work. Arizona has been
a pioneer in this area. More than 20 years ago, my State embraced
the Federal waiver process to create a viable alternative to tradi-
tional Medicaid. It created what is called the Arizona Health Care
Cost Containment System, AHCCCS, which has been recognized
for its success in providing high quality medical care and also con-
trolling costs. Building off the AHCCCS program, we also, in 1988,
created the Arizona Long Term Care System, which currently en-
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rolls more than 40,000 individuals, and greater than 90 percent of
those individuals report either being satisfied or very satisfied with
the care that they are getting.

I believe that the success of both of these programs, AHCCCS
and ALTCS, is in part due to their flexibility, and in part due to
the benefits they provide. Individuals can choose a service provider,
which then works with them to select the level of service needed,
and importantly, the setting in which that service will be provided,
including home-based care. Regular monitor, case management,
and member satisfaction surveys are critical components of this
system. In addition to being supported by the enrollees, the pro-
gram has achieved substantial savings. A CMS study evaluated the
program and determined that the Arizona system had saved 16
percent of the costs that would have been incurred if Arizona’s pro-
gram had been traditional Medicaid. Another study found that the
Arizona model provided savings equal to roughly 35 percent of
nursing home costs that would have been incurred without the pro-
gram.

I think it is important that we remember there are examples out
there where we can produce both quality care and savings, and I
compliment you, Mr. Chairman, on holding these hearings. I en-
courage the committee to look at the Arizona model, not necessarily
as perfect, but as at least one which sets the goal of both maintain-
ing and actually vastly improving the quality of the system, while
also achieving savings. And with that, Mr. Chairman, I yield back.

Mr. DEAL. I thank the gentleman. Mr. Rush.

Mr. RusH. Thank you, Mr. Chairman, and I also want to wel-
come both the witnesses on this panel and the following panel.

Mr. Chairman, I must start off by saying that I disagree with the
premise of this hearing. The Medicaid program does not need the
types of “reforms” many of the detractors of the program would
suggest. Why is it that Medicaid needs—what Medicaid needs is
the political will of this Congress to step up to the plate and fund
il vital safety net program that cares for our most vulnerable popu-
ation.

Mr. Chairman, why is it that this Congress only has a taste for
reform when it involves programs for the poor, the disabled, and
the elderly? Why is this Congress’ zeal—where is this Congress’
zeal when it comes to spiraling drug costs, or when it comes to the
spiraling budget score of the recently passed Medicare prescription
drug bill? Why don’t we call for reform in the spiraling taxpayer
subsidies to corporate interests in our recently passed Energy Bill,
of course, which I voted for.

Why doesn’t this Congress take on reform when it comes to the
escalating costs in the occupation of Iraq, or our tax code where
corporations hide their funds in overseas tax shelters? It seems
that this Congress is very selective in its zeal for reform, and it is
always reserved for matters affecting the poor and the vulnerable.

Having said that, I want to further highlight a particular reform
that I find to be completely outrageous and a blatant attack on
working class and middle class families, and that is requiring them
to take out reverse mortgages in order to pay for their long-term
healthcare costs. The House of Representatives just passed a bill
that repeals the estate tax to the benefit of the very wealthiest
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Americans. Proponents of this repeal argue that no matter how
rich you are, your assets should automatically be passed on as you
see fit without giving one cent to the Federal Government. Working
class and middle families did not benefit from this repeal at all, be-
cause their assets have never met the threshold of the estate tax.
It is bad enough that these families did not benefit from this re-
peal, but now, we have proposals floating around that will require
or encourage them to actually liquidate and use up the only asset
that they have, and that is their home.

The reason for this convoluted version of class warfare, well, be-
cause Congress doesn’t want Medicaid to pay for their long-term
care. They want working and middle class citizens to pay them-
selves with literally their only asset, their homes. It is an absurd
proposition, and it is unconscionable.

Mr. Chairman, I am not an ideologue. I am a pragmatist and I
am a humanist, and I am tired of hearing about proposal after pro-
posal that only targets the most vulnerable members of our society.
I am tired of calls for reform that fall squarely on the shoulders
of many of my constituents. It is my hope that we want to control
costs and institute meaningful reforms, and this committee will
look elsewhere.

Thank you, and I yield back the balance of my time.

Mr. DEAL. The Chair would ask unanimous consent that Ms. Wil-
son, a member of the full committee, be allowed to participate with
an opening statement, and in questioning, following members of
the subcommittee. Without objection, so ordered. Anyone else on
the majority side wish to make an opening statement? Anyone on
the majority side? If not, I will go to Mr. Green.

Mr. GREEN. Thank you, Mr. Chairman, and I would like to wel-
come Dr. McClellan. As Congressman Waxman said, our pair of
docs are here, but again, those of us who are from Texas who live
in Washington a lot of time kind of get homesick every once in a
while. I hope you get to go home.

Mr. Chairman, I want to thank you and our ranking member for
holding this hearing on long-term care and Medicaid. The hearing
coincides with what may be happening this week on the Budget
Committee negotiations about the level of the Medicaid cuts that
will be included in the budget conference report. Since it is one of
our first hearings on the Medicaid issue, I want to express my op-
position to any legislative attempts to balance the budget on the
backs of the Medicaid program. Medicaid is not the source of our
budget problem. Medicaid is not the driving force behind the in-
creasing healthcare costs in our country.

Just to put the program’s costs in perspective, between 2000 and
2004, employer-sponsored health insurance premiums rose 12.6
percent. Medicare’s costs rose 7.1. During that same time, Medic-
aid’s cost grew only 4.5, despite the fact that Medicaid witnessed
a 23 percent increase in its beneficiary population. If Congress is
going to deal with our country’s budget problems, it shouldn’t do
so by placing a bulls-eye on the back of the Medicaid program,
which has kept cost growth remarkably low despite a tremendous
increase in demand.

Ultimately, our committee will be charged with finding the cuts
in Medicaid, as outlined in the final budget resolution, which is
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why it is important for us to have an in-depth examination of the
aspects of the Medicaid program. I appreciate our witnesses coming
to testify today, both our first panel and the second panel, and look
forward to their recommendations on long-term care policies. In my
home State of Texas, one in nine Texans are on Medicaid. Under
the President’s budget, Texas would lose $2.4 billion over 10 years
in Federal Medicaid contributions, the third largest loss by a State
following New York and California. A cut this large puts our States
in a no-win situation, forcing them to make painful cuts to optional
Medicaid services. And Texas, again, doesn’t participate in a lot of
the optional Medicaid services. With 90 percent of the Medicaid
long-term care spending considered optional, the accessibility and
quality of long-term care will surely decline under these cuts, and
contribute to the tremendous suffering among our vulnerable popu-
lations.

Again, Mr. Chairman, I am glad we are holding our first hearing,
and if we are going to get the marching orders, I would hope we
would look at it very judiciously on where we are going to cut the
programs in Medicaid. And I share the Chairman’s concern about
our children’s hospitals, but I also know that Medicaid has not
been the big cost increase that we have seen, and I will yield back
my time.

Mr. DEAL. Anyone else wish to make an opening statement? Ms.
Wilson.

Ms. WILSON. Thank you, Mr. Chairman. Thank you for holding
this hearing, and thank you for graciously allowing me to partici-
pate as well. I think that long-term care is the biggest challenge
that we face in Medicaid, and it is a challenge today, but it is even
more of a challenge in the future, when we see our population age.

Medicaid and long-term care in Medicaid covers a variety of pop-
ulations. It is not only seniors. It is the adult disabled, and it is
medically fragile children in our foster care systems. And it is an
extremely important safety net for many Americans. There is,
within Medicaid, a prejudice toward institutional care, when none
of us want to spend our days in an institution if we can stay at
home, and yet, Medicaid favors that kind of care, and in many
cases, you need an exception to the Federal rules to stay at home
rather than go to a nursing home. Seventy percent of our nursing
home beds are paid for by Medicaid, and our insurance on long-
term care insurance policies and laws are not aligned with statutes
on Medicaid. It is very hard to encourage somebody, to convince
somebody they should buy something like long-term care insur-
ance, when they can get it for free. We need to align these policies,
and long-term care in Medicaid is in need of reform.

At the same time, we underpay for the quality of care we want
our parents to have in Medicaid, and shift the costs to others, and
encourage nursing homes, or look the other way when they cut cor-
ners, because we are not paying for the quality that we demand on
the regulatory side. All of us in this room know, and most of us
who have listened to radio or television also know that there is a
subspecialty of the bar on how to divest yourself of your assets and
qualify for Medicaid, how to protect your kids’ inheritance and still
get the nursing home coverage paid for.
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We cannot afford for middle and upper income Americans to give
away their assets while we are underpaying for the quality of care
that low income Americans deserve. That is why this system needs
reform. I think we need a national strategy on long-term care, par-
ticularly for seniors, that aligns our policies on insurance and in
the tax code with what we do on Medicaid.

We also have to include a component of education, so that people
understand the potential and the cost of long-term care. Most
Americans, I think, figure that—think that Medicare will cover
them in a nursing home, and it doesn’t for long-term care, and we
need to dispel those misperceptions. I think we need a national
strategy on long-term care. I expect to be introducing some legisla-
tion in this area, but I also think we need broader consensus,
which is why I have proposed a national commission to address
and give us some big ideas for how we can address this, both at
a Federal level and integrated with State policy.

And again, Mr. Chairman, thank you for allowing me to partici-
pate.

Mr. DEAL. I believe that concludes our opening statements.

[Additional statement submitted for the record follows:]

PREPARED STATEMENT OF HON. PAUL E. GILLMOR, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF OHIO

Thank you, Mr. Chairman for holding this important hearing.

With a generation of baby boomers growing older, life expectancy on the rise, a
shrinking labor force, and smaller family units, the demand for long-term care is
likely to increase, producing an even further strain on our nation’s Medicaid pro-
gram. Absent future demographic realities, there no question that Medicaid is in
dire need of transformation now.

Today, it is safe to say that a majority of states are experiencing skyrocketing
Medicaid costs coupled with declining revenues. I think that we can also agree that
long-term care services represent a lion-share of these costs.

In my home state of Ohio, despite recognizing the reality of a broken system and
enacting a number aggressive cost containment and budget strategies, Medicaid ex-
penditures are increasing at twice the rate of growth of state revenues, amounting
to a total $10.5 billion. This figure represents over 40% of the state’s general rev-
enue fund spending and is larger than Ohio’s entire state budget in 1987.

Furthermore, Ohio’s long-term care consumers comprise 24% of the entire popu-
lation served by the state’s Medicaid program, yet they gobble-up 74% of the Med-
icaid spending.

In response, the Ohio Commission to Reform Medicaid was formulated in Decem-
ber 2003, and earlier this January, they released their recommendations. I applaud
Ohio’s efforts, and would bring the public’s attention to its four primary long-term
care recommendations:

Ensure access to a wide array of long-term care service and financing options in
home and community-based settings or in institutions.

Ensure that the elderly and disabled, their families and/or caregivers have easy,
immediate access to a full range of cost-effective options and needed information
about long-term-care options, especially in a crisis situation.

Encourage personal choice and responsibility for long-term care by modifying es-
tate and asset recovery, as well as state funding policy.

Create a cost-efficient long-term care system with consolidated budgets, data col-
lection and planning.

With the evolution of Medicaid over the years, reform ideas have come and
passed, or simply been swept under the rug. We must take hold of today’s cir-
cumstances and remain committed with our governors to transforming our system
into one of personal responsibility, quality and efficiency, for our citizens that need
it the most. I welcome the well-balanced panel of witnesses, look forward to their
testimony, again thank the Chairman, and yield back the remainder of my time.
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Mr. DEAL. Gentlemen, we are pleased to have both of you here
today, and Dr. McClellan, the Administrator of CMS, I will recog-
nize you for 5 minutes for your remarks.

STATEMENTS OF MARK B. McCLELLAN, ADMINISTRATOR, CEN-
TERS FOR MEDICARE AND MEDICAID SERVICES; AND DOUG-
LAS HOLTZ-EAKIN, DIRECTOR, CONGRESSIONAL BUDGET
OFFICE

Mr. McCLELLAN. Thank you, Chairman Deal, Congressman
Brown.

It is a privilege to be here this morning to talk about long-term
care and the need for transformation of the Medicaid program.
Medicaid is the largest source of public funding for long-term care
in the country. It is and must remain an essential lifeline for the
most vulnerable Americans, but that lifeline is threatened, and it
is falling behind today.

We must ensure that those who need Medicaid assistance with
long-term care services are protected by benefits that reflect the
best and latest evidence on how to get quality results in long-term
care. At the same time, we must also encourage and support those
who are capable of paying for their own care to plan ahead, so they
can maintain control without requiring substantial public funding.

And I would like to say a little bit more about both of these
goals. As you all have pointed out, State and Federal financing of
long-term care is growing rapidly, and it is a significant challenge
as our population ages. At the same time, long-term care has been
changing, but Medicaid has not kept up. As you all have said, Med-
icaid needs to keep pace with the growing long-term care needs of
the aging population that wants to remain as active and engaged
as possible, and increasingly can do so. Institutional care remains
an essential part of long-term care today, and it can be the best
approach for people with a disability who can’t be cared for safely
and effectively in other settings. Indeed, we have seen important
innovations in nursing home care, and improvements in quality in
recent years, as part of our Nursing Home Quality Initiative, which
involves collaboration with States and consumer advocates in the
nursing home industry.

But Medicaid was designed at a time when long-term care was
very different than it is or should be today. When Medicaid started
in 1965, long-term care generally meant institutional care, and so
a nursing home benefit was, and continues to be, a mandatory ben-
efit under Medicaid. But thanks to progress and the support of
technology, and good ideas on how to support people with a dis-
ability, long-term care has changed substantially, so that many
types of services can be provided as effectively or more effectively,
and at the same or lower cost in a beneficiary’s home or commu-
nity.

You can think about it this way: If Congress were to create the
Medicaid program in 2005, you would have to get a waiver and go
through extensive regulatory hurdles if a State wanted to provide
a benefit with institutional care only. It is time to update the Med-
icaid program to reflect this reality. It is time to end the institu-
tional bias in the Medicaid statute by giving beneficiaries the con-
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trol they deserve, and to enable Medicaid to serve more people
without spending more money.

Because Medicaid has not kept up with the progress in long-term
care, most Medicaid beneficiaries today don’t have the opportunity
to choose how and where they want to receive long-term care serv-
ices. We can’t afford to do this any more, either from the stand-
point of quality long-term care or from the standpoint of cost. Bene-
ficiary control means better quality and more people served for the
same or lower cost.

In its current form, though, the Medicaid program doesn’t allow
such flexibility. States have the option to provide home and com-
munity-based services through waivers, but they are not required
to do so, and in fact, they have to go through a process to provide
these services. As a result, there is an institutional bias that many
Medicaid programs have that often keeps Medicaid beneficiaries
from choosing how to get their support. We have made progress to
address this with the President’s New Freedom Initiative, and it is
time to take further steps.

The administration’s budget includes a package of six New Free-
dom Initiative proposals, including the centerpiece of our commu-
nity-based proposals, Money Follows the Person. That is our Med-
icaid strategy. We want more money going to where it can make
the most difference, redirecting it. That is what our budget pro-
posals are all about, not about cuts. It is about putting the money
where it can make the most difference. The Money Follows the Per-
son initiative authorizes $350 million in each of 5 years for a total
of $1.75 billion.

Several States have already implemented similar programs. We
have heard from members in Texas. We heard about the program
in Arizona, mentioned by Congressman Shadegg. These programs
save money. They increase quality. They get more people into the
community. We also need to improve the financing of long-term
care and encourage Americans to plan for their future. To make
sure Medicaid remains secure and sustainable, we need to take
steps to help individuals who can contribute to their long-term care
costs to do so, and then, we need to concentrate our Medicaid funds
on people who have no alternatives.

Our budget proposal to reform transfer of asset requirements is
one part of this process. At the same time, we also need to help
individuals take more control of their long-term care needs when
they have the means to do so, through options like long-term care
insurance and reverse mortgages. The Partnership for Long-Term
Care, which is available in four States, is a joint venture between
Medicaid and long-term care insurers to create affordable products
that encourage people to self-insure and protect a substantial por-
tion of their assets at the same time. It gives individuals full con-
trol over how they receive long-term care services, and that reduces
costs for the Medicaid program.

This program works. In the partnership States, people who pur-
chase long-term care insurance almost never end up needing Med-
icaid assistance for long-term care costs. We also need to encourage
people to learn about reverse mortgages, which will allow home-
owners to convert a portion of their equity in their home into finan-
cial support for long-term care services where they want them, in-
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cluding in their home. We need to encourage them to learn about
it. That is not the same thing as a requirement.

Medicaid’s current system of covering long-term care is out of
date, yet it is one of the largest and fastest-growing sources of
funding for long-term care for the elderly and people with a dis-
ability. That is not a sustainable combination. We are at a cross-
roads. To improve quality in Medicaid, to help Medicaid dollars go
further, we need to give people with a disability control of their
long-term care services, in Medicaid and through private sources of
financial support.

Mr. Chairman, we look forward to working with you to strength-
en Medicaid and enable the program to provide better support for
the millions of Americans who count on it, and I want to apologize
for the statement getting to you late last night. I would like that
written statement read into the record, along with my remarks.
This is an especially important issue, about which we have been
talking to you and your staffs, and I was especially encouraged by
the statements from both Republicans and Democrats this morn-
ing, that there is a real opportunity to get an agreement on improv-
ing Medicaid and the way it supports long-term care. So we abso-
lutely want to be closely engaged with you on this critical issue this
year.

[The prepared statement of Mark B. McClellan follows:]

PREPARED STATEMENT OF MARK B. MCCLELLAN, ADMINISTRATOR, CENTERS FOR
MEDICARE AND MEDICAID SERVICES

INTRODUCTION

Chairman Deal, Congressman Brown, distinguished members of the sub-
committee, thank you for inviting me here today to discuss long-term care and the
need for transformation in the Medicaid program. There are a number of public pro-
grams that play a role in our long-term care system. Medicare plays a major role,
but Medicaid is the largest public source of funding for long-term care in the United
States. It is, and must remain, an essential lifeline for the most vulnerable Ameri-
cans. In 2000, Medicaid paid for 45 percent of the total amount spent on long-term
care services in the United States. State and federal financing of long-term care
costs is a significant issue both for state and federal budgets. In FY 2004, total fed-
eral and state Medicaid expenditures on all long-term care reached $100.5 billion
and accounted for 35.7 percent of all Medicaid spending.

Spending by the federal government and states for long-term care services
through Medicaid has been growing rapidly. This growth in long-term care expendi-
tures will continue to increase as our population ages. At the same time, Medicaid
needs to keep pace with the long-term care needs of an aging population that wants
to remain as active and engaged as possible. Medicaid should ensure that people
with a disability are able to contribute to society to the greatest extent possible.
With the growing demands on Medicaid, we cannot afford to wait to take steps that
contribute both toward improved quality of life for more people with a disability and
toward the long-term viability of the program. It is critical for us to respond to these
challenges by ensuring that those who cannot afford to pay for long-term care serv-
ices are protected by benefits that reflect the best and latest evidence on how to get
quality results in long-term care, while encouraging and supporting those who are
capable of paying for their own care to plan for their future in a manner that gives
them control and does not require substantial public funding.

For all of these reasons, it is critical to give Medicaid beneficiaries and their fam-
ily members and caregivers more control over how they get their care. As I will de-
scribe in more detail, properly done, beneficiary control means better quality and
more people served for the same or lower cost. In its current form, however, the
Medicaid program does not generally allow such flexibility. Reflecting the delivery
of long-term care in institutions when the Medicaid statute was enacted in the
1960s, the Medicaid program does not rely on the community-based long-term care
that best meets beneficiaries’ needs. Long-term care in 1965 was centered on insti-
tutions, while today it should be focused more on the person and the supports and
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services the person needs. Care in a nursing home is the best option and the pre-
ferred option for many Medicaid beneficiaries, especially with recent quality im-
provement initiatives undertaken by many nursing homes. But progress over the
last several decades in supportive technologies and ideas for supportive care means
that the decision about how to receive long-term care services should be a personal-
ized decision for the beneficiary. Because the Medicaid program has not kept up
with progress in long-term care, thousands of Medicaid beneficiaries today do not
have the opportunity to choose the most appropriate place for receiving long-term
care services. It is time to give beneficiaries the control they deserve to enable Med-
icaid to get much better value for its money.

Medicaid is Currently the Primary Public Program for Financing Long-
Term Care

For beneficiaries in the Medicaid program, most of their long-term care services,
including medical and non-medical care, are provided by Medicaid. Most long-term
care is intended to assist individuals with activities of daily living, such as getting
in and out of bed, eating, bathing, dressing, and using the bathroom. It may also
include care that most people do themselves, such as using eye drops or oxygen, and
taking care of colostomy or bladder catheters. These services may be provided 1n ei-
ther institutional or community-based settings.

Unlike Medicaid, Medicare does not cover most long-term care services. Medicare
pays only for medically necessary skilled care in a nursing facility or home that is
needed to treat, manage, observe, and evaluate care. Generally, under Medicare,
post-acute skilled care is available only for a short time after a hospitalization and
beneficiaries must meet certain conditions for Medicare to pay. Examples of skilled
care include intravenous injections and physical therapy. Medicare skilled nursing
care and home health aide services are only covered on a part-time or “intermittent”
basis as part of the home-health benefit.

Eligibility for Medicaid Long-Term Care Varies by State

States have considerable discretion in determining who their Medicaid programs
cover and the financial criteria for Medicaid eligibility. As a result, income and asset
eligibility tests vary by state. However, to be eligible for matching federal funds,
states are required to provide Medicaid coverage for most individuals who receive
federally assisted income maintenance payments, as well as for certain related
groups not receiving cash payments. States also have the option of providing Med-
icaid coverage for other “categorically needy” and “medically needy” individuals. The
medically needy option allows States to extend Medicaid eligibility to additional
qualified persons who may have too much income to qualify under the mandatory
or optional categorically needy groups, but have significant medical expenses. The
medically needy option allows individuals to “spend down” to Medicaid eligibility by
incurring medical and/or remedial care expenses to offset their excess income, there-
by reducing it to a level below the maximum allowed by that State’s Medicaid plan.

Medicaid Coverage of Long-Term Care is Out of Date

When Medicaid started in 1965, institutional care was the norm for long-term
care services; thus, a nursing home benefit was and continues to be a mandatory
benefit that states must provide. States have the option to provide home- and com-
munity-based services through waivers, but they must develop and submit a waiver,
and obtain support in the state for the waiver implementation, in order to provide
these services. As a result, there is an institutional bias in many Medicaid programs
that often keeps Medicaid beneficiaries from choosing where they receive long-term
care support and services. Institutional care remains an essential part of long-term
care today and may be the best approach for a portion of the elderly and individuals
with disabilities who cannot safely be cared for in other settings, especially with the
improvements in quality and capability that have occurred in recent years in many
nursing homes. Those individuals who need the specific types of medically intensive,
skilled services nursing homes provide, and an even larger number of their family
members, friends, and relatives, must be able to count on nursing homes to provide
such care reliably and with consistently high quality. For this reason, to help bene-
ficiaries who need nursing home services get better care CMS has undertaken some
major quality reporting and quality improvement initiatives, which are discussed
later in this testimony.

Today, however, institutional care is only one part of a range of long-term care
options that should be available to Medicaid beneficiaries. This is especially urgent
because so many Medicaid beneficiaries would prefer to receive their long-term care
supports and services in home-or community-based settings. Not all individuals cur-
rently cared for in nursing homes need or want that type of institutional care. In
spite of the bias in the Medicaid statute, we have worked hard with advocacy
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groups, states, and our other partners to expand consumer options with regard to
home- and community-based services. The key concepts here are consumer choice
and control. By working to give individuals choice and control over supportive serv-
ices in the community, the home- and community-based waivers that we have imple-
mented in some states have simultaneously increased personal autonomy while pro-
moting better decision-making about supports and services. These programs have
shown that, often, the most cost-effective place to provide care is where most people
would prefer to receive their care: living in their homes, connected to their commu-
nities, surrounded by friends and family. And that means better outcomes without
higher costs in Medicaid—a result that we cannot afford to pass up any longer.

Medicaid’s Long-Term Care System Must Change

Mr. Chairman, to ensure Medicaid can serve more beneficiaries at a lower cost,
the institutional bias in Medicaid long-term benefits resulting from lack of bene-
ficiary control must be addressed. CMS has been working hard to promote consumer
choice and home- and community-based services over institutional care when it is
appropriate for beneficiaries. Both consumers and states are very receptive to this
approach, and the evidence from the programs developed so far is that it is a win-
win effort.

The progress we have made with the President’s New Freedom Initiative (NFI)
points us in the right direction. We have undertaken a number of efforts to rethink,
redesign, and re-balance a program that has traditionally been institutionally bi-
ased. The President’s FY 2006 Budget includes NFI legislative proposals to make
this happen. The President’s Budget requests $385 million in budget authority for
FY 2006 and $2.2 billion in budget authority for the five-year budget window. We
made inroads with this legislation in Congress last year, and this year we want to
work with Congress to go further and enact the proposed legislation.

Medicaid Proposals in the President’s Budget Would Improve Long-term
Care Services

CMS plays a unique role in identifying and supporting effective, innovative state
Medicaid reforms that save money and maintain and, in some cases, substantially
improve quality of care and quality of life. The President’s FY 2006 budget includes
several policies to promote home- and community-based care options. These policies,
including the Money Follows the Person Demonstration, build on the President’s
New Freedom Initiative, which is part of a nationwide effort to integrate the elderly
and people with disabilities more fully into society.

The New Freedom Initiative Promotes Independence and Choice

The President’s New Freedom Initiative represents an important commitment to-
ward ensuring that all Americans have the opportunity to develop skills, engage in
productive work, choose where to live, and participate in community life. The Presi-
dent’s Initiative, which we are working to implement throughout the government,
is about the promise of freedom for every elder and person with a disability. It is
a promise of independence, choice, and dignity. Our goal with our long-term care
initiatives is to work with states to get to the point where consumer choice is the
norm in our long-term care system—including in Medicaid. The budget includes a
package of six New Freedom Initiative legislative proposals, including the center-
piece of our community-based proposals, Money Follows the Person, which promote
home- and community-based care options for elders and people with disabilities.

Money Follows the Person Promotes Community-Based Living

As part of the New Freedom Initiative legislative package, the President’s FY
2006 budget authorizes $350 million in each of five years, a total of $1.75 billion
over five years, for the Money Follows the Person demonstration. In the initiative,
the federal government will pay the full first-year cost, with no state match re-
quired, for a package of home- and community-based services for eligible individuals
who move from institutions into the community and after the first year costs will
be shared with the states at the existing Federal Medical Assistance Percentage
(FMAP) rate. This will assist states in their efforts to reorganize and rebalance their
long-term care service and support programs and integrate this demonstration into
the Medicaid program. We believe individuals and families make better decisions for
themselves than the current institutional-based, provider-driven systems.

While states are making efforts to develop infrastructures designed to support
community-based services, progress in reducing dependence on institutional care
has been difficult to achieve due to the fiscal challenges states are facing. The initia-
tive will help states achieve a more effective balance between the proportion of total
Medicaid spending on institutional services and the proportion of funds used for
community-based support in their state plans and waivers. States will be encour-
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aged to develop and adopt a coherent strategy for reducing reliance on institutional-
care. The initiative also will help states design flexible financing systems for long-
term services and supports that allow funds to move with the individual bene-
ficiary’s preferences to the most appropriate and preferred setting as the individ-
ual’s needs and preferences change.

Earlier we said the 100 percent FMAP assists states. Again, for individuals who
move voluntarily from a Medicaid-certified institution to the community, in this five-
year demonstration project, the Federal government will fully reimburse states for
one year of home- and community-based Medicaid services for such individuals. At
a minimum, the package of services available in the community must be equivalent
to the services that a state could provide under a Medicaid waiver. After the initial
year, a state will be reimbursed by the Federal government for services provided
at FMAP rates. States must commit to serve Medicaid eligible demonstration par-
ticipants for as long as they need home- and community-based services.

CMS is one of five sponsors for the HCBS clearinghouse website for the Commu-
nity Living Exchange Collaborative. The clearinghouse is intended to facilitate shar-
ing information, tools, and practical resources across states and local entities based
on information from grantees, states, academic institutions and others. For example,
Medstat, a contributor to HCBS.org, highlighted several promising practices in the
Money Follows the Person initiative, including those discussed below. As a result
of the Real Choice Systems Change grants, states have made steps in making home-
and community-based services available to individuals, and the following state ex-
amples illustrate the progress we have made.

Texas—The Texas legislature added Rider 37 to the two-year state appropriations
act that took effect in September, 2001. This rider allows the Texas Department of
Human Services (TDHS) to move Medicaid funding from its nursing facility budget
to its budget for state and Medicaid-funded home and community-based services
(HCBS) when a Medicaid participant transitions from a nursing facility into a com-
munity-based residence. Any Medicaid nursing facility resident may apply for tran-
sition into the community and immediately use community supports, rather than be
placed on a waiting list as was required before the rider. Each month TDHS identi-
fies people who left nursing homes using the rider and estimates the cost of their
community services for the rest of the fiscal year. TDHS moves the cost of the com-
munity services from the nursing home budget to the community supports budget.
Over 1,900 Medicaid participants in Texas have transitioned from nursing facilities
into the community under Rider 37. The Texas legislature extended the rider for
a second biennial budget (until August, 2005).

Maine—To ensure people know about their options before entering a nursing
home, Maine required pre-admission screening and periodic reassessment for all
nursing home residents, regardless of the payment source. Maine also implemented
a case-mix payment system for Medicaid nursing facilities and tighter Certificate of
Need controls on nursing home growth. The state rapidly expanded HCBS options
and encouraged development of more community residential care. Between 1995 and
2002, the number of Medicaid nursing home residents in Maine decreased 18 per-
cent while the number of people receiving Medicaid and state-funded home and com-
munity-based services increased 78 percent. The proportion of state and Medicaid
long-term support spent on HCBS increased from 16 to 39 percent. Total long-term
care expenditures increased by only 17 percent over the seven-year period.

Indiana—In 2002, Indiana began an initiative to provide HCBS to people at im-
minent risk of nursing facility admission. Area Agency on Aging case managers
work with hospital discharge planners to identify hospital patients who may be ad-
mitted to a nursing facility from the hospital. The case managers offer these people
home and community-based services options. Some people use community supports
immediately after their hospital discharge, while others use the services after a
short nursing facility stay. Since 2002, Indiana has diverted 1,400 persons from in-
stitutional care.

Oregon, Washington, and Wisconsin—Oregon, Washington, and Wisconsin
have taken a systems approach to rebalancing their long-term care systems and al-
lowing the Medicaid funding to follow the person’s preferences. These systems ap-
proaches to rebalancing combine legislative action, market-based approaches, and
linkages. For example, Oregon and Washington established a single long-term care
budget and Wisconsin passed legislation to create an entitlement to home- and com-
munity-based services in counties with the Family Care services benefit. In addition,
these states made market-based changes (such as the institution of single point of
entry and preadmission screening) to ensure that persons in need of long-term care
are quickly identified, assessed, and informed of long-term options. In Oregon and
Washington linkages were formed to merge administrative and regulatory respon-
sibilities at the state and local level. In Wisconsin over half of the membership of
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state and local governing councils and boards is held by program participants. As
a result of these systemic changes, over half (57 percent) of Oregon’s Medicaid long-
term care spending for seniors and adults with physical disabilities is devoted to
home- and community-based care. And in state fiscal year 2002, Washington served
almost two and a half times as many participants in the community as they served
in nursing facilities.

Home- and Community-Based Care Demonstrations Provide More Options

The FY 2006 budget includes proposals to encourage home- and community-based
care for children and adults with disabilities, such as demonstrations to provide res-
pite care for caregivers of adults and children. Another demonstration will evaluate
the effectiveness of providing home- and community-based alternatives to psy-
chiatric residential treatment for children enrolled in Medicaid.

Presumptive Eligibility will Help Beneficiaries in Transition

To reduce the prevalence of individuals entering nursing facilities from hospitals
due to the length of time required to determine Medicaid eligibility for home- and
community-based services, the President has proposed to offer states the option of
providing those individuals who need Medicaid home- and community-based care
with services for up to 90 days while Medicaid eligibility is being determined. Under
this proposal, the Federal government will pay its share of the first 90 days of
home- and community-based services whether or not the individual is ultimately
deemed eligible for Medicaid.

Existing Initiatives Demonstrate Success of Home- and Community-based
Long-Term Care

CMS is putting a lot of effort into identifying and supporting effective, innovative
state Medicaid reforms that improve quality of care and quality of life for the same
or lower Medicaid costs. It is the most effective way not only to make Medicaid sus-
tainable, but also to improve the quality of life of our beneficiaries. There are sev-
eral existing initiatives underway, which are helping the elderly and people with
disabilities live meaningful, productive lives in the community, including the Real
Choice System Change grants, Independence Plus Initiative, and home- and commu-
nity-based waivers, all of which are discussed below.

Real Choice System Change Grants Foster Choice

While Real Choice System Change grants have provided much evidence of the suc-
cess of home- and community-based services, it is time to shift resources and move
ahead with more systematic, large-scale reforms such as the multibillion dollar
Money Follows the Person initiatives in the FY 2006 Budget. We have learned much
from the 238 grants in the Real Choice Systems Change grants program, totaling
$188 million, to help states and others develop programs that allow the elderly and
individuals with disabilities to live meaningful, productive lives in the community.
These grants are intended to foster the systemic changes necessary to allow elders
and those with disabilities to access quality services from their choice of providers
in accordance with their living preferences and priorities. Including the states we
highlighted earlier as good examples for progress in Money Follows the Person ac-
tivities, CMS has partnered with every state in the nation, the District of Columbia,
and the U.S. territories to provide these grants from which we have developed new
innovative ways to rebalance the Medicaid system. As shown in the state examples
earlier, with this support, states are continuing to address issues such as personal
assistance services, direct service worker shortages, transitions from institutions to
the community, respite service for caregivers and family members, and better trans-
portation options. CMS has also implemented an ambitious national technical as-
sistance strategy, including the Community Living Exchange Collaborative men-
tioned earlier, to share information and support states’ efforts to improve commu-
nity-based service systems and enhance employment supports.

Independence Plus Initiative Increases Choice and Control

In 2002, CMS launched the Independence Plus Initiative to afford Medicaid par-
ticipants increased choice and control that results in greater access to community
living. Independence Plus is based on the experiences and lessons learned from
states that have pioneered the philosophy of consumer directed care. The Initiative
expedites the process for states to request waiver or demonstration projects that
give individuals and their families’ greater control over their own services and sup-
ports. Independence Plus programs not only deliver service in the community set-
ting, but also allow a growing number of individuals and their families to decide
how best to plan, obtain, and sustain the services that are best for them, giving
beneficiaries the opportunity to control how they should receive the services they
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need. The Independence Plus programs allow participants to design a package of in-
dividualized supports, identify and attain personal goals, and supervise and pay
their caregivers. CMS has approved eleven Independence Plus waivers, including
eight 1915 (c) IP waivers (New Hampshire, Louisiana, South Carolina, North Caro-
lina (2), Maryland, Delaware, and Connecticut) and three “1115” IP waivers (Cali-
fornia, and two others that are extensions of the original “cash and counseling” dem-
onstration waivers in Florida and New Jersey).

Independence Plus programs have built on the very successful “Cash and Coun-
seling” demonstrations. The Cash & Counseling Demonstration and Evaluation Pro-
gram is a three-state experiment to determine the feasibility of offering a cash pay-
ment option in lieu of traditional agency services to recipients of personal assistance
services. The demonstration enables people to hire whomever they want to provide
their care by redirecting personal assistance funds to the consumers themselves (in-
stead of to agencies). There are three original Cash and Counseling section 1115
demonstration programs (Arkansas, New Jersey, and Florida), two other states with
section 1115 self-direction demonstrations similar to Cash and Counseling (Oregon
and Colorado), and a multitude of states that offer self-directed program options
under their section 1915(c) home and community based waivers.

Home- and Community-Based Waivers offer Alternatives to Institutional Care

Home- and community-based service (HCBS) waivers show that Medicaid can be
an effective source of support for community living. Using HCBS waivers, states can
provide alternatives to institutional care by allowing beneficiaries to live at home,
where they can enjoy family, neighbors, and the comfort of familiar surroundings.
States can only do this as long as the waiver remains budget neutral, meaning that
the costs of providing services under the waiver do not exceed the costs that would
be incurred if the services were provided in an institution.

Vermont and New Hampshire illustrate how institutional and home- and commu-
nity-based care can lead to different results. Vermont has a highly developed home-
and community based health care system. New Hampshire continues to rely on in-
stitutional care. In Vermont, 85 percent of the Medicaid population over age 65 still
lives at home. In New Hampshire, only half can live at home. As a result, Vermont
spends less than half as much per elderly person on Medicaid as New Hampshire,
permitting more people to get the better results.

The trend towards home- and community-based care is rapidly increasing. The
numbers tell the story very clearly: state and federal expenditures on long-term care
have increased from $13.9 billion in FY 2001 to an estimated $20.7 billion in FY
2004. And over that period from 2001 to 2004, a total of $68.7 billion has been spent
to support home- and community-based waivers generally. More money has been
spent in those four years than was spent during the previous eight years combined
[$56.6 billion]. Taking further steps to incorporate HCBS-based approaches into the
Medicaid program will provide further momentum for this important trend.

Transition | Diversion Grants Awarded

When individuals try to move out of an institution for a more independent life,
they may need assistance with certain one-time expenses, such as security deposits
and essential household furnishings. In May 2002, CMS announced a clarification
in policy to allow home- and community-based waivers to cover transition costs. In
addition, CMS granted funds to states in support of these transition/diversion activi-
ties. To date, approximately 2,300 individuals have been transitioned from, or di-
verted from, nursing homes into the community with this grant assistance from
CMS.

Resources and Support for Obtaining Effective Long-Term Care Services

CMS and the Administration on Aging (AoA) launched the Aging and Disability
Resource Center (ADRC) Program in 2003. The Program provides competitive
grants to states to assist them in developing and implementing “one stop shop” ac-
cess to information and individualized advice on long-term support options, as well
as streamlined eligibility determinations for all publicly funded programs. The long-
range goal is to have ADRCs serve as “visible and trusted” places at the community
level nationwide where people of any age, disability, or income can get information
on all available long-term support options. The program also reduces government
fragmentation, duplication, and inefficiencies. To date, 24 states have received
grants to begin implementing ADRC pilots; another 18 to 20 states will receive
grants in FY 2005.
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Promoting Personal Responsibility and Planning for Long-Term Care Ex-
penses

In addition to making more home- and community-based long-term care options
available, we need to improve the financing of long-term care and encourage Ameri-
cans to plan for their future. For Medicaid to remain sustainable for those who truly
need it, we must ensure that Medicaid does not become an inheritance protection
plan for those who can pay for their own long-term care. The CMS budget proposal
to reform transfer of asset requirements is one part of this process. Furthermore,
we also need to help individuals take advantage of private financing options to help
pay for their long-term care, including long-term care insurance and reverse mort-
gages. Finally, support for education and planning about long-term care is needed,
and CMS is working in conjunction with other components of HHS and other orga-
nizations to conduct outreach and to educate people about their long-term care op-
tions. CMS continues to work to identify ways to help people take more control of
their future long-term care service and support needs, when they have the means
to do so.

Reforming Transfer of Asset Requirements will Preserve Program Dollars for those
in Need

The budget proposes to strengthen existing requirements for asset transfers as
one element of a broader approach to promote personal responsibility and planning
to meet long-term care expenses. To qualify for Medicaid long-term care services,
an individual may only retain nominal assets. Current law requires individuals ap-
plying for Medicaid long-term care services to spend all but a minimum level of as-
sets before becoming eligible. However, creative estate planning often allows individ-
uals to become eligible for Medicaid legally, without spending their own available
assets for needed care first. Several states are developing initiatives to curb this
practice.

To help Medicaid funds go further for the beneficiaries who have no alternative
source of support, the Administration’s proposal would enable states to require more
individuals to pay for some period of long-term care before Medicaid would pay the
bill. This would be accomplished by changing the asset transfer penalty period. Cur-
rently, when an individual who applies for Medicaid has transferred assets at less
than the fair market value within the three year look-back period, the amount of
those assets are used to determine a period of ineligibility for long-term care serv-
ices under Medicaid. However, the penalty period for such asset transfers currently
begins on the date of the asset transfer. The result is that even for assets trans-
ferred within the look-back period, the penalty period is over before the individual
requires long-term care services or applies for Medicaid.

This proposal would change the penalty period to the date when an individual is
enrolled in Medicaid and is receiving long-term care services either in an institution
or, in certain circumstances, in the community. This would make it less likely that
individuals could plan ahead and transfer their assets, so that the penalty period
expires prior to their needing long-term care.

Partnerships Instead of Asset Transfers for Sustainable Use of Long-Term Care

In effect, Medicaid today acts as a long-term care insurance policy for most people,
not just those who lack the means to provide for their own long-term care needs.
This is perhaps one reason that Medicaid coverage is often limited in quality and
in scope: by providing access only to certain kinds of institutional care, for example,
Medicaid may be used more as coverage of last resort. Although the specific cov-
erage varies by state, Medicaid programs generally do not cover assisted living, and
only some programs cover adult day care, both of which are coverage options in
long-term care insurance policies. And as I have already discussed, many Medicaid
programs limit coverage in the community. Supporting alternatives to Medicaid
funding like long-term care insurance may consequently promote the availability of
more community-based services in Medicaid. At a minimum, such steps would help
make sure that more beneficiaries who really need Medicaid help would be able to
obtain it. Long-term care insurance can help pay for a broad array of long-term
medical and non-medical care, such as help with activities of daily living, that peo-
ple with a disability often prefer to the limited Medicaid benefits.

The Partnership for Long-term Care is a very promising approach to this policy
challenge, formulated to explore alternatives to current long-term care financing by
blending public and private insurance. This blend provides an alternative to individ-
uals either spending down all their assets or transferring all of their assets in order
to qualify for Medicaid. The partnership between Medicaid and long-term care in-
surers is currently permitted to operate in only four states.
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The four Partnership States—California, Connecticut, Indiana and New York—
have focused on creating affordable products that encourage people to insure them-
selves for at least some of the long-term care costs they might incur, and that en-
able purchasers to obtain better protection against impoverishment, and that reduce
long-term care costs for the Medicaid program. In these states, private insurance
is used to cover the initial cost of long-term care. Consumers who purchase Partner-
ship-approved insurance policies can become eligible for Medicaid services after
their private insurance is utilized, without divesting all their assets as is typically
required to meet Medicaid eligibility criteria.

Although people in these states who buy long-term care insurance policies almost
never have significant Medicaid spending, Congress has prohibited such Partner-
ships. The President’s budget proposes to eliminate the current legislative prohibi-
tion on developing more Partnership programs.

Reverse Mortgages can Help Individuals Pay for Long-Term Care Expenditures

A reverse mortgage is a special type of home loan that lets an elderly homeowner
convert a portion of the equity in his or her home into cash. The equity built up
over years of home mortgage payments can be paid to the elderly homeowner. But
unlike a traditional home equity loan or second mortgage, no repayment is required
until the mortgagor(s) no longer uses the home as their principal residence. Funds
obtained from reverse mortgages can be used by elderly home owners to pay for
long-term care services and supports as well as other needs. It is estimated that
forty-five percent of households at financial risk for “spending-down” to Medicaid
could take advantage of a reverse mortgage to help them pay for long-term support.
On average, these households could expect to get $62,800 from a reverse mortgage.
More widespread use of this financial option for long-term support services could po-
tentially result in Medicaid savings.

The US Department of Housing and Urban Development’s (HUD) Home Equity
Conversion Program (HECM) of reverse mortgages provides these benefits. It is fed-
erally-insured by FHA and funded by lending institutions such as mortgage lenders,
banks, credit unions, and savings and loan associations. To obtain a HECM reverse
mortgage, an individual must be 62 years of age or older, own their home outright
or have a low mortgage balance that can be paid off at the closing with proceeds
from the reverse loan, and the home must be the individual’s principal residence.
The HECM reverse mortgage loan becomes due when the mortgagor dies (and there
is no surviving mortgagor), the mortgagor sells the property, or the mortgagor no
longer occupies the home as the principal residence.

Alternatively, an individual can obtain a reverse mortgage from the private re-
verse mortgage market. At the same time, such an individual can use the proceeds
of the private reverse mortgage to buy a reverse annuity. This has the same require-
ments as a reverse mortgage. In such cases, when the individual sells his home, no
longer lives in the home permanently, or dies, the individual or estate will have to
repay the money received through the reverse mortgage (whether it was in the form
of an annuity or otherwise), plus applicable interest and fees, from the proceeds of
the home’s sale.

CMS Is Expanding Efforts to Educate Americans About Long-Term Care Planning

Better understanding and support for long-term care planning can help lead to
more private support and thus more Medicaid sustainability and personal control.
To help provide this support, the Own Your Future Campaign was launched in 2004
to encourage more people to plan ahead for their long-term support needs. The
project is a joint effort of CMS, AoA, the Assistant Secretary for Planning and Eval-
uation, the National Governors Association, and the National Conference of State
Legislatures. It has been piloted in five states (Arkansas, Idaho, Nevada, New Jer-
sey, and Virginia) and involves the use of various outreach techniques, including the
targeted mailing of HHS materials and a letter from the Governor of each state to
every household headed by an individual between the ages of 50 and 70. The letter
includes a toll free number people can call to request a Long-Term Care Planning
Tool Kit that covers a wide range of topics. Over 2 million letters have been mailed,
and preliminary results within 3 months of the mailings showed about a 10 percent
response rate—significantly higher than the 1 to 2 percent rate which is the norm
for commercial marketing campaigns. We are encouraged by the early results of this
campaign and will be conducting an evaluation of it to learn more about how best
to provide this information.

Quality Improvements will Reduce Costs and Improve Qutcomes

Providing better support for high quality, efficient providers is the best way—in
fact, I think its the only way—to enable our beneficiaries to have access to modern
medicine, to continue to get improvements in medical care and how it’s provided,
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while ensuring continued Medicaid coverage of long-term care whether these serv-
ices are provided in the home or community or in an institutional setting.

Quality Care must be the Standard in HCBS Programs

The Administration has consistently worked to ensure that HCBS waiver pro-
grams allow people the independence to stay in their own homes while receiving
quality care and support in a community setting. In the last three years, CMS has
implemented a standard quality review protocol for regional office use in monitoring
state programs; begun the first complete inventory of state HCBS quality assurance
and improvement techniques; and begun developing a uniform national format de-
scribing key components of any quality assurance and improvement program for
HCBS waivers.

CMS is working with the major state associations, including representatives of
state agencies for developmental disabilities, head injuries, Medicaid, and aging, to
assure all our forms and applications reflect our focus on quality in HCBS waivers.
CMS developed a draft revised waiver application for all HCBS waivers, incor-
porating our quality expectations, and is also developing a new state annual report
form to capture better information about states’ quality management activities.

The Administration is committed to providing quality services in the home- and
community-based setting and continues to engage in improving its role to ensure
quality outcomes through federal and state monitoring.

Improving Quality in Nursing Homes is an Essential Part of Effective Long-Term
Care Policies

Quality improvement also needs to extend to nursing facilities. We are working
to improve quality while avoiding unnecessary costs and expensive, preventable
complications for patients in nursing homes through the Nursing Home Quality Ini-
tiative (NHQI) and the parallel initiative known as the “Quality First” initiative.
Though the NHQI, the Quality First Initiative, CMS has published public reporting
of nursing home and home health quality measures. These initiatives have been
very successful in measurably improving the quality of care in the nation’s 18,000
nursing homes in every state and territory. For example, data from NHQI indicates
that the long-term care prevalence of pain has improved every quarter over the last
two years in 100 percent of states. On average, the prevalence of pain in long-term
care patients has declined 38 percent over the last two years.

Another measure of quality in nursing homes is the daily use of physical re-
straints, which has declined in 92 percent of states. On average, the daily use of
physical restraints has declined by 23 percent over the last two years. Another
measure, the short stay (post-acute) prevalence of pain has improved in 96 percent
of states. On average, the prevalence of pain in short stay residents has declined
by 11 percent.

Quality improved even more dramatically in those nursing homes around the
country that partnered more intensively with their state quality improvement orga-
nizations (QIOs). We strongly encourage nursing homes who wish to join in this ef-
fort to contact their state QIO to learn more about quality improvement programs
and to obtain resources to help in their quality improvement efforts.

Although our initial efforts have yielded great results, we still have a long way
to go. Some quality measures are proving more challenging to improve. For exam-
ple, the pressure ulcer measure has remained essentially unchanged nationally over
the last two years, although a few states now seem to be making some progress on
this measure.

And it is important to remember that quality improvement is not a static proc-
ess—for example, we are constantly working to enhance our measures and broaden
from clinical to patient experience of care and systems of care measures. Our goal
should be to create an environment of continuous quality improvement, of sharing
and cooperation among the QIOs, State Survey Agencies, nursing homes and profes-
sional organizations, and even our beneficiaries and their families together we cre-
ate an “environment of quality.”

In order to achieve this goal, CMS believes that we will have to keep re-examining
the way we accomplish our work, and even to re-invent the nature of the public-
private partnership. The “Quality First” initiative and the National Commission for
Quality Long-Term Care are examples of reinvigorated new partnerships that can
propel the quality agenda forward at an ever-increasing pace. To make the partici-
pation of our partners easier, in December we created the CMS Long-Term Care
Task Force of the Quality Council. The Long-Term Care Task Force (LTCTF) was
created to coordinate the long-term care (LTC) program within CMS and to serve
as an internal advisory panel for the Administrator.
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Helping Beneficiaries Make Informed Choices

Through NHQI, CMS has expanded its efforts to inform consumers about the care
available in the nation’s nursing homes through the Nursing Home Compare Web
site at www.medicare.gov. Nursing Home Compare web allows consumers to search
by state, county, city, zip code, or by facility name for information on any of the
18,000 Medicare- and Medicaid-certified nursing homes. The web site includes data
on the facility’s care record for regular and complaint surveys, staffing levels, num-
ber and types of residents, facility ownership, and quality measure scores in com-
parison to state and national averages. Over the last two years the number of clin-
ical topics covered by the publicly reported quality measures has increased from
eight to fifteen. Nursing Home Compare is one of the most popular sites on
www.medicare.gov, receiving an average of 13 million page views in 2004.

Conclusion

Mr. Chairman, Medicaid’s current system of covering long-term care is outdated,
yet it remains one of largest sources of funding for long-term care for the elderly
and persons with disabilities. We are at a crossroads. Today, most Medicaid funds
for long-term care goes to institutional services that are relatively costly on a per-
person basis and even though beneficiary-controlled services can clearly lead to sub-
stantial improvements in the quality of life of beneficiaries, and even though many
elders and people with disabilities who are now in institutional care have expressed
their clear preference and desire is to remain in their own home. To improve quality
in Medicaid, to help Medicaid dollars go further, and most importantly to give peo-
ple with a disability control of their long-term care services, we need to address the
institutional bias in Medicaid. We look forward to working with you to strengthen
Medicaid and enable the program to provide better support for the millions of Amer-
icans who count on it.

We know that community-based services are not for everyone and for this reason
we will continue to ensure quality services are offered in institutional settings. How-
ever, today we have the opportunity to continue the work the President has begun
and forward the cause of community living for those who prefer it to institutional
care. If we believe that every American—young and old—has the right to live in the
community, if we have really learned that this can be achieved, the time is now to
go farther down the “road to independence.” It is time for action by Congress to give
individuals the choice and control over their future that they deserve.

If Congress were to create the Medicaid program in 2005, extensive regulatory
hurdles to get a waiver would almost certainly be required for a state to provide
an institution-only benefit. When we know how to make Medicaid better, when we
know we can get better results and serve more people without spending more
money, it is time to change the law along the lines of the proposals in the Presi-
dent’s FY 2006 budget.

Thank you, Mr. Chairman, for the opportunity to speak to you today about the
impact of long-term care on Medicaid costs and the need to eliminate the institu-
tional bias in the Medicaid program. I look forward to working with you as we move
{’:)rward with Medicaid reform. I would be happy to answer any questions you may

ave.

Mr. DEAL. Thank you, Dr. McClellan, and Dr. Holtz-Eakin, the
Director of the Congressional Budget Office. We are pleased to rec-
ognize you for an opening statement for 5 minutes.

STATEMENT OF DOUGLAS HOLTZ-EAKIN

Mr. HoLTZ-EAKIN. Thank you, Mr. Chairman, Congressman
Brown, members of the committee.

The CBO is pleased to have the chance to appear here today. We
wrote a report on this topic last year, and have submitted a written
testimony for the record. I will make only a few brief points, most
of which have already been touched upon and expressed probably
more eloquently by members in their opening statements.

Point one is that with the demographic change in the United
States, and the aging of the baby boom generation, it is quite likely
that we will face a rising demand for long-term care services, and
along with that will be a rising demand in resources to fund these
long-term care services from what are already substantial levels.
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We estimate about $200 billion in 2004 including the value of do-
nated care, this is about $25,000 per senior with impairments.

Distributing the burden of those costs is a key aspect of both pol-
icy design and the long-term budget outlook, and at the moment,
current financing is heavily influenced by rules that do not provide
incentives for individuals to make their own financial preparations,
and if left unchanged, those incentives will add to the financial de-
mands on programs in the Federal budget at a time when there
will be increasing budgetary stress.

So let me walk you through some of the nuts and bolts under-
neath that. First, the costs, if we could go to the first slide. The
demography, I think, is now familiar to members of the committee.
We anticipate that in the baseline, the rising share of the popu-
lation that is either 65 and older at the top, or 85 and older, the
high demanders of long-term care services, the bottom line, that
rising share of the population in those age groups will cause the
fraction of our national dollar devoted to long-term care to rise
from 2 percent now to 2.3 percent, a rise of about 15 percent, and
that is driven by the tripling in the share of the population that
is 85 years of age or older.

As with most of these long-term projections in the healthcare
area, this one comes with some uncertainty. A key piece of uncer-
tainty here is the rate at which impairment will be present in this
population. This projection assumes that impairment continues to
decline at the pace we have seen, about 6 percent per decade. If
that were not to be the case, the costs would grow even more rap-
idly. They would rise by about 65 percent, something that looks
closer to the rise in Social Security outlays.

Step two is to ask how will these costs be financed, and at the
moment, go to the second slide, we have a distribution of these
costs in a variety of forms. The dominant form of these costs is do-
nated care. Informal care by family members has been mentioned
by many members of the committee. This is the largest form of
care. It is very difficult to value. Estimates range from $50 to $200
billion. But even for seniors with severe impairments, it is the ma-
jority of time the case that this is their only source of care, so it
is an important part of both the provision and financing. And the
demography may work against this in the future. Families are ex-
pected to be smaller. Patterns of marriage and divorce have made
it less likely that caregivers may be in the home, and so on both
fronts, the demography is affecting this piece of the financing.

The second biggest chunk is out-of-pocket self-insurance, and
there, the key issue will be how many Americans will have ade-
quate financial resources to take that as their means of meeting
the financing burden. A very small private source at the moment
is private long-term care insurance, as has been mentioned in some
of the opening statements. This is currently about $750 out of the
$25,000 per senior, and one of the striking features at the moment
is the small take-up in private long-term care insurance, about 10
percent of folks taking that up. And then, the dominant public pro-
grams, Medicare at %4,000 out of the $25,000, and Medicaid, at
about $5,500, of which 56 percent is the Federal Government’s
share.
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So what issues does this present the committee and the Congress
going forward? Well, first it is important to remember that this will
take place in the context of larger budgetary demands. In a report
that the CBO did in 2003, we documented the long-term budget
outlook in the health area. If things go better than they have for
the past three decades, it will be the case that Medicare and Med-
icaid will triple in size. They will rise from 4 percent of our na-
tional income to 12 percent. It is in the context of a great many
gemangls on the Federal budget that this problem should be ad-

ressed.

That suggests that one should use dollars wisely, that one should
balance both within programs, between institutionalized care and
home-based care for Medicaid, balance between programs, who will
carry it, between Medicaid and Medicare, and it may be the case
that it will provide incentives to limit the size of the Federal pro-
grams, for example, by limiting middle income families’ eligibility,
through spend-down rules or other changes.

It may also be desirable to encourage either greater self-insur-
ance, personal saving to cover out-of-pocket costs for the private
long-term care market. There, there has been some research that
has tried to understand the relatively low take-up of private long-
term care insurance, and has focused on the degree to which fac-
tors such as administrative costs can explain that, whether it is
premium instability or the difficulty of insuring the services when
the prices are quite hard to forecast. There has been some focus on
whether it is just adverse selection, only those folks who really
know they are going to use this insurance buy it, or the degree to
which the presence of alternative sources of insurance, the public
programs, Medicaid, or the perceived long-term care benefits in
Medicare, are the source of crowding out the private long-term care
insurance market.

All these are important issues. They will determine the mix of
financing for what appears to be a rising demand for long-term
care services in the future, and I thank the committee for the
chance to be here today, and look forward to answering your ques-
tions.

[The prepared statement of Douglas Holtz-Eakin follows:]

PREPARED STATEMENT OF DOUGLAS HOLTZ-EAKIN, DIRECTOR, CONGRESSIONAL
BUDGET OFFICE

Mr. Chairman and Members of the Subcommittee, thank you for the opportunity
to be here today to discuss the cost and financing of long-term care (LTC) services.
A Congressional Budget Office (CBO) report from April 2004, Financing Long-Term
Care for the Elderly, examines these issues in greater detail. Long-term care is the
personal assistance that enables people with impairments to perform daily routines
such as eating, bathing, and dressing. Such services may be provided at home by
family members and friends; through home and community-based services such as
home health care, personal care, and adult day care; or in institutional settings such
as nursing or residential care facilities.

In my statement today I want to make the following points:

o With the aging of the baby-boom generation, the United States’ elderly population
is expected to grow rapidly over the next several decades. The surge in the
number of seniors will increase the number of people with impairments and, in
turn, the demand for long-term care services.

e The resources devoted to long-term care services are already substantial. CBO es-
timates that spending on such care for the elderly (including the value of do-
nated care) totaled over $200 billion in 2004—or approximately $24,000 per sen-
ior with impairments. In reporting estimates of LTC spending, CBO chose to
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include the value of donated care because it is an integral part of long-term
care, even though measuring it accurately is difficult.

e Currently, donated care is the largest source of financing for long-term care costs,
followed by the combined public programs—Medicaid and Medicare—and out-
of-pocket expenditures. Private long-term care insurance is a small portion of
the current financing.

e Financing patterns for long-term care are heavily influenced by the rules gov-
erning public LTC programs. Those rules create incentives that discourage peo-
ple from making their own financial preparations and encourage them to rely
on government assistance. If left unchanged, those incentives will add to the fi-
nancial demands that government programs for retirees are already facing as
a result of demographic changes and rising health care costs.

DEMOGRAPHIC TRENDS

The oldest members of the baby-boom generation become eligible for early retire-
ment under Social Security in 2008. According to estimates by the Bureau of the
Census, the number of elderly people (those age 65 and older) in the United States
will increase by two and a half times between 2000 and 2050. The share of the pop-
ulation claimed by the oldest seniors, those age 85 and older—and those most likely
to use long-term care—will reach about 5 percent by 2050, more than triple the 1.5
percent share they had in 2000 (see Figure 1). By comparison, the proportion of the
population accounted for by working-age people (ages 20 to 64) will grow by only
about 35 percent by 2050.

Although the number of the oldest seniors will rise, declines in the prevalence of
functional impairment could offset some of the effects of that increase. Impairment
among seniors appears to have waned significantly during the 20th century. From
1910 to the early 1990s, the overall prevalence fell by about 6 percent per decade.
From the early 1980s to the present, the prevalence of impairment may have fallen
even faster, according to research findings from the National Long-Term Care Sur-
vey. In contrast, some types of impairment, such as those requiring the use of a cane
to walk, have been increasing. Impairment among people under age 65 may also be
increasing, which could eventually lead to higher future rates of impairment among
seniors. In fact, one recent study projects that the currently declining trend in the
prevalence of impairment among seniors will reverse in the future, leading to great-
er rates of institutionalization than those that exist today.! As those conflicting
trends suggest, projecting the prevalence of impairment in future years and basing
estimates of spending on those projections are both difficult and subject to a high
degree of uncertainty.

Demographic changes may affect the composition of LTC financing in the future
as well. Smaller families, lower fertility rates, and increasing divorce rates may
make donated LTC services less common in the future. The size of the average fam-
ily has declined, reducing the number of adult children available to care for their
elderly parents. Family size fell from 3.8 members in 1940 to 3.1 members in 2000;
if current trends continue, it will decline to 2.8 people by 2040. At the same time,
the rate at which women participate in the labor force will probably continue to
grow, at least until 2010, further reducing the availability of donated care. Those
family-related trends, in sum, could further stimulate the demand for formal, or
paid, services.

SOURCES OF LONG-TERM CARE FINANCING

Long-term care is financed with both private resources and public programs (see
Figure 2). Private resources include donated care, out-of-pocket spending, and pri-
vate insurance. Public programs include primarily Medicaid and Medicare, although
the Department of Veterans Affairs and the Social Services Block Grant program
also fund long-term care.

Private Sources

Most seniors with impairments who reside in the community, including those with
severe impairments (unable to perform at least four activities of daily living, or
ADLs), rely largely on donated care from friends and family. And many people who
pay for care in their home also rely on some donated services.

The economic value of donated care is significant, although estimates of it are
highly uncertain. In 1998, the Department of Health and Human Services estimated
that replacing donated LTC services for seniors with professional care would cost

I Darius Lakdawalla and others, “Forecasting the Nursing Home Population,” Medical Care,
vol. 41, no. 1 (2003), pp. 8-20.
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between $50 billion and $103 billion (in 2004 dollars). Another analysis, in 1997,
estimated the value of donated care for people of all ages who had impairments—
measuring it as the forgone wages of caregivers—at $218 billion.2

Out-of-pocket spending in 2004 accounted for about one-fifth of total LTC expendi-
tures, or roughly $5,000 per senior with impairments (see Table 1). The federal gov-
ernment subsidizes a portion of out-of-pocket spending through the tax code. Tax-
payers with impairments (or taxpayers who have dependents with impairments)
may deduct LTC expenses from taxable income along with other medical and dental
costs, but only the portion of total medical costs (LTC, medical, and dental expenses)
that exceeds 7.5 percent of adjusted gross income.

Private insurance for long-term care is a relatively recent development and pays
for only a small amount of care at present. Few elderly people currently have pri-
vate coverage—no more than 10 percent.3 However, that source of financing is grow-
ing—although the precise extent of the growth is difficult to measure accurately.
The data on private LTC insurance generally capture payments that insurers make
directly to providers but do not always pick up insurers’ reimbursements to policy-
holders for covered services that policyholders initially pay for out of pocket. Thus,
estimates of LTC insurance payments—and of out-of-pocket spending—should be in-
terpreted with caution because the former may be underestimated and the latter
overestimated.

In 1995, private insurance paid about $700 million for LTC services for seniors,
or 0.8 percent of all such expenditures. In 2004, such spending totaled about $6 bil-
lion, CBO estimates, or about 3 percent of total expenditures. According to Amer-
ica’s Health Insurance Plans, the number of policies written yearly increased from
about 300,000 in 1988 to more than 900,000 in 2002 (see Figure 3). About 9.2 mil-
lion policies were sold from 1987 through 2002; roughly 72 percent of them are still
in force.

A typical LTC insurance policy pays the cost of nursing home care and home and
community-based care but specifies a maximum daily benefit (such as $100 or $150)
and may impose other limits. Policies with so-called inflation protection increase the
dollar value of their benefits by a contractually specified percentage each year, usu-
ally 5 percent. Although some policies offer coverage for an unlimited period, most
commonly cover services for a shorter time, such as four years, or until benefit pay-
ments for a policyholder reach a preestablished maximum lifetime amount. Policy-
holders typically become eligible to collect benefits when they reach a specific min-
imum level of impairment, usually defined as being unable to perform two or three
ADLSs or having a cognitive impairment significant enough to warrant substantial
supervision.

Premiums for LTC insurance reflect the cost of services and the risk that policy-
holders will require long-term care as they age. In 2002, the average annual pre-
mium for a typical policy with no inflation protection or nonforfeiture benefit was
$1,337 if the policy was purchased at age 65; with those two added features, the
premium rose to $2,862. Premiums were three to four times higher if the policy was
purchased at age 79 (see Table 2). The lower premiums offered to younger people
reflect the lower risk of their requiring LTC services at younger ages and the expec-
tation that younger policyholders will pay premiums over a longer period than will
people who purchase coverage when they are older. Thus, the average annual pre-
mium for the same policy with inflation protection and a nonforfeiture benefit pur-
chased by a 40-year-old would be only $1,117 and by a 50-year-old, $1,474.

In fact, fixed premiums are a key feature of LTC insurance policies—that is, the
premiums do not increase as the policyholder grows older or as his or her health
deteriorates, even though the risk of requiring services rises. Instead, insurers cal-
culate premiums to ensure that the premiums’ total, paid over the life of a policy,
plus the interest that accrues from investing them will be sufficient to cover both
the claims of the policyholder and insurers’ profits and overhead costs. However, in-
surers reserve the right to increase premiums for a specific group, or rating class,
of policyholders—such as all policyholders in a state—if new data indicate that ex-
pected claims will exceed the class’s accumulated premiums and their associated in-
vestment returns.

2Peter S. Arno, Carol Levine, and Margaret M. Memmott, “The Economic Value of Informal
Caregiving,” Health Affairs, vol. 18, no. 2 (1999), pp. 182-188. CBO converted their estimate of
$196 billion in 1997 dollars to $218 billion in 2004 dollars.

3Jeffrey R. Brown and Amy Finkelstein, The Interaction of Public and Private Insurance:
Medicaid and the Long-Term Care Insurance Market, Working Paper No. 10989 (Cambridge,
Mass.: National Bureau of Economic Research, December 2004).
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Government Programs

Medicaid is the biggest government source of payment for long-term care. Jointly
funded by the federal and state governments, Medicaid is a means-tested program
that pays for medical care for certain groups of people, including seniors with im-
pairments who have low income or whose medical and long-term care expenses are
high enough that they allow those seniors to meet Medicaid’s criteria for financial
eligibility. Within broad federal guidelines, the states establish eligibility standards;
determine the type, amount, duration, and scope of services; set the rate of pay-
ment; and administer their own programs. The share of each state’s Medicaid ex-
penditures that is paid by the federal government is determined by a statutory for-
mula; nationwide, the federal share of the long-term care portion of Medicaid spend-
ing is about 56 percent.

Medicaid generally pays for services provided both in nursing facilities and in the
home, although the specific benefits that the program provides differ from state to
state, as do patterns of practice, the needs and preferences of beneficiaries, and the
prices of services. In total, Medicaid’s expenditures for long-term care for elderly
people since 1992 have grown at an average annual rate of about 5 percent (see Fig-
ure 4). CBO estimates that in 2004, Medicaid’s payments for institutional care for
seniors, including both state and federal expenditures, totaled about $36.5 billion.
Accounting for about 40 percent of total expenditures on nursing facilities, Medic-
3id’s payments cover the care of more than half of all elderly nursing home resi-

ents.*

Medicaid’s expenditures for home and community-based services (HCBS), which
include home health care, personal care services, and spending under HCBS waiver
programs, are much smaller than its spending for nursing homes—HCBS expendi-
tures constitute only about 23 percent of total Medicaid LTC spending. (Under the
waiver programs, states have the option of providing people with impairments with
enhanced community support services not otherwise authorized by the federal stat-
utes.) Since 1992, Medicaid spending for home-based care for seniors has grown
faster than spending for institutional care, rising by about 11 percent annually, on
average, compared with about 3 percent growth for care in nursing facilities.

Many people who are not eligible for Medicaid while they live in the community
become so immediately or shortly after being admitted to a nursing facility because
of the high cost of institutional care. (Nursing home costs in 2004 averaged about
$70,000 annually for a private room.) According to a 1996 study, about one-third of
discharged nursing home patients who had been admitted as private-pay residents
became eligible for Medicaid after exhausting their personal finances; nearly one-
half of current residents had similarly qualified for coverage.> Medicaid coverage is
especially common among nursing home patients who have been institutionalized
for long periods.

Medicare, the nation’s health insurance program for the elderly, covers care pro-
vided in skilled nursing facilities (SNFs) and at home, but its benefits are designed
primarily to help beneficiaries recover from acute episodes of illness rather than to
provide care for long-term impairment.© Medicare covers up to 100 days per spell
of illness for SNF care, and the stay must be preceded by a hospitalization lasting
at least three days. In contrast, Medicare’s home health benefit, while originally
conceived to finance short-term rehabilitation, has evolved into what some observers
have described as a de facto LTC benefit. To be eligible for reimbursement under
the home health benefit, the beneficiary must be homebound and require intermit-
tent care provided by a licensed professional, such as a registered nurse or physical
therapist. If those conditions are met, Medicare will cover services provided by a

4See Celia S. Gabrel, Characteristics of Elderly Nursing Home Current Residents and Dis-
charges: Data from the 1997 National Nursing Home Survey, Advance Data no. 312 (Centers
for Disease Control and Prevention, National Center for Health Statistics, April 25, 2000). The
disparity between Medicaid’s share of total spending on nursing facilities (40 percent) and the
proportion of patients covered by Medicaid (56 percent) may result from one or more factors:
Medicaid’s low average reimbursement rates; differences between the severity of Medicaid en-
rollees’ conditions and the conditions of patients using other sources of payment; and enrollees’
cost sharing, which counts as out-of-pocket spending.

5Joshua M. Wiener, Catherine M. Sullivan, and Jason Skaggs, Spending Down to Medicaid:
New Data on the Role of Medicaid in Paying for Nursing Home Care (Washington, D.C.: AARP
Public Policy Institute, June 1996). Those proportions differ because discharged residents in-
clude people who were institutionalized for only a short time, and the sample of current resi-
dents includes more people who stay for extended periods.

6Medicaid’s nursing facility benefit (institutional care), in addition to covering skilled care
provided in a SNF, also covers nonskilled care that may be provided in a SNF or nursing home.
Medicare’s SNF benefit, however, covers only skilled care provided in skilled nursing facilities.
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home health aide, in addition to skilled care; aide services are the assistive services
that typify long-term care.

By CBO’s estimate, Medicare’s LTC spending for seniors in 2004 totaled about
$16 billion for care in skilled nursing facilities and $18 billion for home health care
(see Figure 5). Although the program’s outlays for those categories grew rapidly
from the late 1980s to the mid-1990s, expenditures actually declined near the end
of the past decade. A combination of factors was responsible, including changes to
reimbursement methods imposed by the Balanced Budget Act of 1997, increased fed-
eral activities to counter providers’ fraud and abuse of the program’s payment sys-
tems, and delays in processing claims. CBO projects steady growth in spending for
SNF and home health care over the 2006-2015 period, averaging approximately 5
percent annually.

ISSUES IN CONTROLLING FEDERAL LONG-TERM CARE SPENDING

CBO has projected that total LTC expenditures for seniors (including the value
of donated care) will rise from about $195 billion in 2000 (2.0 percent of gross do-
mestic product, or GDP) to $540 billion (in 2000 dollars) by 2040, or 2.3 percent of
GDP.7” That estimate of a relatively modest increase in use of long-term care serv-
ices incorporated the assumption that the prevalence of impairment would decline
at a rate of about 1.1 percent per year. If impairment levels instead remain about
the same as they are today, use of services will rise faster, to $760 billion by 2040,
or about 3.3 percent of GDP. Demand for care could be even higher if, as some re-
searchers believe, the prevalence of impairment actually increases in the future.

The current mix of financing for long-term care, in which a significant share of
financing comes from government programs, adds to the pressures that the federal
budget will experience with the aging of the baby-boom generation. Contributing to
the strains that government LTC programs will face are incentives created by those
programs that diminish the attractiveness of using private resources—especially pri-
vate insurance—as a means for seniors to finance their care. Changes in those in-
centives might encourage more people to make their own preparations for financing
their care rather than rely on governmental assistance.

Direct Approaches to Limiting Federal Spending for Long-Term Care

One approach to relieving the pressures on federal finances would be to directly
reduce the role of Medicaid and Medicare, the programs responsible for the bulk of
government-financed care. The most commonly discussed options are tightening the
financial qualifications for people applying for Medicaid coverage and reducing
Medicare’s coverage of home health care.

Medicaid’s spending for long-term care could be constrained by making it more
difficult for middle-income people to qualify for coverage by spending down their re-
sources. The intent of Medicaid’s current rules is to restrict applicants to those who
are destitute. Yet despite that intention, many applicants manage to protect a sig-
nificant portion of their personal wealth and still qualify for Medicaid coverage by
taking advantage of certain rules regarding the disposition of assets, a practice
known as Medicaid estate planning. Strengthening the rules to reduce the use of
such strategies would delay the point at which some people became eligible for bene-
fits and would prevent others from qualifying. It could also discourage some people
from going through the application process. However, it is unlikely that imposing
those additional restrictions would have more than a modest impact on Medicaid’s
expenditures.8

Medicare’s home health care benefit is relatively generous. Once a person meets
the physical qualifications for coverage, there are no copayments or other coinsur-
ance requirements. A modest cost-sharing requirement for beneficiaries could de-
crease the program’s LTC expenditures because beneficiaries would probably reduce
the amount of care they used in response to that kind of financial incentive.

Challenges in Encouraging Private Financing of Long-Term Care

Future federal spending on long-term care could be lessened by encouraging peo-
ple to rely more on private resources for their LTC needs. Out-of-pocket spending
and donated care already account for a very substantial share of LTC services, but
private long-term care insurance currently finances very little such care. CBO esti-
mates that the proportion of LTC spending that private insurance pays will rise to

7 Congressional Budget Office, Projections of Expenditures for Long-Term Care Services for the
Elderly (March 1999).

8 Congressional Budget Office, An Analysis of the President’s Budgetary Proposals for Fiscal
Year 2006 (March 2005). CBO estimated that the President’s proposal to change the penalty pe-
riod for illegal asset transfers would save $3 billion over 10 years.
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about 17 percent in 2020; that share would be less than the shares of either Med-
icaid or Medicare. Several factors underlie the limited rise that CBO projects for the
use of private insurance. Some factors affect the availability and quality of insur-
ance: they include issues related to administrative costs, the instability of pre-
miums, adverse selection, and the inability to insure against certain risks unique
to long-term care. A final factor—the interaction of private insurance and Med-
icaid—is critical in the way it affects demand for private insurance.

Administrative Costs. Administrative costs contribute a substantial amount to
LTC insurance premiums because most policies are sold individually rather than as
group (employer-sponsored) policies.® The costs of marketing to and enrolling indi-
viduals are about double those for groups, for which fixed administrative costs may
be spread over more people.

On average, administrative costs as a percentage of premiums are likely to fall
in the future as group policies make up a larger share of the private LTC insurance
market. In 2002, group policies constituted nearly one-third of new LTC policy
sales.!® (By comparison, nearly 90 percent of people with private health care insur-
ance hold group coverage.!!) But group policies are accounting for an increasing
share of the LTC insurance market, a trend that is likely to continue if more em-
ployers offer LTC coverage as an employee benefit. If employers offer such a benefit,
any part of the premiums for their employees’ LTC coverage that they pay for, like
their contributions for regular health insurance, is not included in employees’ tax-
able income.

Instability of Premiums. Although LTC insurers typically offer premiums that
do not automatically increase as the policyholder grows older or experiences deterio-
rating health, state insurance regulators allow insurers to increase premiums for all
holders of a given type of policy in a state (known as a rating class) if they find
that they have miscalculated the expected cost of their claims. Some insurers have
boosted premiums several times for that reason, leading many policyholders to can-
cel their coverage and in all likelihood deterring some potential purchasers from ac-
quiring LTC coverage.!2 However, premiums may be stabilizing: a survey of top-sell-
ing LTC insurance carriers by the Health Insurance Association of America ob-
served fairly steady premium levels from 1997 to 2001 after a sustained decline in
average premiums from 1990 to 1996.13

Policyholders can obtain some protection against large jumps in premiums by pur-
chasing nonforfeiture benefits with their policy. That feature enables policyholders
who cancel their coverage to recoup from the insurer at least some of the premiums
they have paid. Nevertheless, although policyholders might get a proportion of their
premiums back, they do not receive the associated returns on the investment of that
money.

Adverse Selection. The relative newness of the market for LTC insurance and
the still fairly small number of policies being sold suggest that the market may be
affected by adverse selection. People who purchase LTC insurance have greater ex-
pectations than nonpurchasers of using services in the future, and those greater ex-
pectations are not captured in the information that insurers collect as they enroll
purchasers of their policies. If insurers believed that adverse selection was occur-
ring, it might lead them to set premiums higher than a policyholder’s health status
would suggest so as to incorporate the greater likelihood that that policyholder
would use the insurance. In turn, the higher premiums might deter people who
would purchase coverage if the premiums reflected their relatively lower expecta-
tions of using LTC services.

One recent study suggests, however, that although adverse selection does exist in
the LTC insurance market, it may not be producing higher overall claims costs.!4
According to that study, the higher costs of policyholders with greater-than-average
expectations of using services in the future are offset by the lower costs of policy-
holders who are averse to risk and whose probability of using services in the future

9 America’s Health Insurance Plans, Research Findings: Long-Term Care Insurance in 2002
(Washington, D.C.: AHIP, June 2004), p. 11.

10 America’s Health Insurance Plans, Long-Term Care Insurance in 2002.

11 Carmen DeNavas-Walt, Bernadette D. Proctor, and Robert J. Mills, Income, Poverty, and
Health Insurance Coverage in the United States: 2003, Current Population Reports, Series P60-
226 (Bureau of the Census, August 2004).

12 Ann Davis, “Shaky Policy: Unexpected Rate Rises Jolt Elders Insured for Long-Term Care,”
Wall Street Journal, June 22, 2000, p. Al.

13Susan A. Coronel, Long-Term Care Insurance in 2000-2001 (Washington, D.C.: Health In-
surance Association of America, January 2003).

14 Amy Finkelstein and Kathleen McGarry, Private Information and its Effect on Market Equi-
librium, Working Paper No. 9957 (Cambridge, Mass.: National Bureau of Economic Research,
September 2003).
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is actually lower than the average for the population at large. Because of the mar-
ket’s youth, there are no clear data to resolve the question of adverse selection.

The Inability to Insure Against Certain Risks. Private LTC insurance may
be unattractive to some consumers because it does not, in general, insure against
the risk of significant price increases for long-term care. Most policies promise to
provide contractually specified cash benefits in the event that a policyholder be-
comes impaired. To protect themselves against LTC price inflation, consumers can
purchase a rider to their policy under which the policy’s benefits grow at a specified
rate each year (usually 5 percent); however, such riders offer no protection against
additional costs if prices rise at a faster pace. Concerns about price increases of that
kind are not unjustified: Medicaid’s average reimbursement rates for nursing facili-
ties grew at an average annual rate of 6.7 percent from 1979 to 2001.!5 Over a 20-
year period, a nursing facility benefit of $100 per day in today’s dollars would grow
to $265 per day with an annual inflation protection rider of 5 percent. But the ben-
efit would need to grow to $366 per day to keep up with a 6.7 percent annual
growth rate, should costs continue to grow that fast in the future.

An additional risk is that a policy could become obsolete at some point in the fu-
ture. LTC services, and the private insurance policies that cover such care, are
steadily evolving as the LTC insurance market matures. That fluidity may give
some consumers pause, and indeed, one prominent rating agency recommended in
2000 that people purchase LTC coverage no earlier than age 60 to avoid the problem
of obsolescent coverage.!6 Some consumers might also be reluctant to purchase LTC
insurance if they believed that changes in public policy at some point could render
their coverage obsolete.

The Availability of Medicaid. The availability of Medicaid poses a substantial
disincentive for people considering the purchase of private long-term care insurance.
Although Medicaid in general serves people with very low income and assets, it also
provides assistance to people with impairments who exhaust all of their private
sources of financing for their long-term care. Even people who have set aside signifi-
cant savings may eventually become eligible for Medicaid assistance. In that way,
Medicaid serves as an alternative form of insurance for people who do not have pri-
vate coverage and who are impaired for a significant period. Indeed, Medicaid’s im-
poverishment requirement may discourage people from saving because the less they
have, the more quickly they will qualify for coverage. It also creates an incentive
for people to give away or hide their assets so that they can qualify for Medicaid.

There are substantial drawbacks to Medicaid coverage for long-term care. As a
means-tested program, Medicaid requires eligible applicants to rely on out-of-pocket
spending until they use up all of their savings. In addition, because Medicaid gen-
erally pays lower fees for services than those paid by private payers, beneficiaries
may not receive the same quality of care that private policyholders receive. In some
states, moreover, Medicaid might not be as flexible in the types of services it covers
as private insurance would be; a person who has private coverage would probably
have a broader choice of providers and types of care than a Medicaid beneficiary
would have.

Those drawbacks to Medicaid’s coverage are balanced by features that some peo-
ple might consider advantageous. Medicaid is free from the perspective of the bene-
ficiary. In addition, Medicaid has a defined-benefit structure—that is, it covers a
specified set of services. Private insurance, by contrast, only ensures that a policy-
holder will have a specified monetary benefit to pay for care. It does not guarantee
that the money will be sufficient to pay for desired services.

Although Medicaid’s coverage differs in some respects from that of private insur-
ance, it may nevertheless reduce the demand for private policies. Indeed, one recent
study found that the availability of Medicaid constitutes a substantial deterrent to
the purchase of private insurance, even for people at relatively high income levels.!?
Medicaid’s rules for financial eligibility affect people’s decisions to purchase private
LTC insurance as well as how much insurance they buy because the rules offer a
low-cost alternative (by allowing people to qualify for the program’s benefits) to
making personal financial preparations for possible future impairment. People who
buy private insurance or accumulate savings substantially reduce the probability
that they will ever qualify for Medicaid’s benefits, thereby forgoing the value of the
government-provided benefits that they might otherwise have obtained. Thus, the

15 Congressional Budget Office, Financing Long-Term Care for the Elderly (April 2004), p. 19.

16 See Weiss Ratings, Inc., Long-Term Care Policies Vary Drastically in Cost to Consumers
(Palm Beach Gardens, Fla.: Weiss Ratings, Inc., April 5, 2000). Weiss Ratings evaluates the fi-
nancial condition of insurers (including companies that sell life, health, property and casualty,
and LTC insurance) as well as banks and savings and loan institutions.

17Brown and Finkelstein, The Interaction of Public and Private Insurance.
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availability of Medicaid raises the perceived cost of purchasing private insurance or
of saving. That increase is small for relatively wealthy people who have little likeli-
hood of ever qualifying for Medicaid coverage, but it can be substantial for others.

CONCLUSION

Currently, elderly people finance LTC services from various sources, including
both private resources and government programs. Incentives inherent in the current
financing structure have led to increased reliance on and spending by government
programs and may have discouraged people from relying on private resources (sav-
ings, private LTC insurance, and donated care) to prepare for potential future im-
pairment. The demographic changes projected for the coming decades will bring in-
creased demand for long-term care and heightened budgetary strains.

Figure 1.

People Age 65 and Older as a Share of the U.S. Population,
Selected Years from 1900 to 2050
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Figure 2.
Estimated Percentage Shares of Spending on Long-Term
Care for the Elderly, 2004
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Figure 3.

Annual Number of Policies of Private Long-Term Care
Insurance Sold, 1988 to 2002
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{Washington, D.C.: AHIR June 2004), p. 15.
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Figure 4.

Medicaid Long-Term Care Expenditures for Elderly
Beneficiaries, Fiscal Years 1992 to 2004
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Sources: Personal communication by Brian Bruen of the Urban Institute, and the Congressional
Budget Office’s estimates.

Figure 5.

Medicare Spending for Skilled Nursing Facility Care and
Home Health Care for Elderly Beneficiaries, Fiscal Years
1992 to 2004
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Table 1.

Long-Term Care Expenditures for the Elderly,
by Seurce of Payment, 2004

(Billions of dollars)
institutional Care Home-Based Care Total

Public Programs

Medicaid 36.5 10.8 47.3
Medicare 15.9 177 336
Private Resources
Donated Care ) 76.5 76.5
Qut-of-Pocket Payments 357 8.3 440
Private Insurance 2.4 33 5.6
Other® 2.0 25 44
Total 92.4 119.0 2114

Source: Congressional Budget Office.

Notes: Donated care is measured as the cost of replacing that care with professional services.
Numbers may not add up to totals because of rounding.

a. Includes local public programs, minor federal spending, charity care, and so forth.

Table 2.

Average Annual Premiums for Long-Term Care
Insurance, 2002

{Dollars})
No Inflation With 5 Percent With Inflation
Protection or Compounded With Protection and
if Purchased Nonforfeiture Inflation Nonforfeiture Nonforfeiture
at Age Benefit Protection Benefit Benefit
40 422 890 537 1117
50 564 1,134 715 1,474
65 1,337 2,346 1,646 2,862
79 5,330 7,572 6,479 8,991

Source: America’s Health Insurance Plans, Research Findings: Long-Term Care Insurance in 2002
(Washington, D.C.: AHIB June 2004), p. 32.

Note: These premiums are for policies offering a $150 daily benefit for four years of coverage and a
90-day elimination period.
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Mr. DEAL. I thank you, gentlemen. The Chair will recognize him-
self to begin the questioning.

We, of course, hear a lot of political rhetoric in the environment
of the President’s proposed budget and the Congressional Budget
Resolution with regard to so-called cuts in Medicaid. Dr. McClellan,
would you address that issue? Is it really cuts, or is it simply re-
ducing the rate of growth?

Mr. McCLELLAN. First of all, it is simply reducing the rate of
growth. The projected rate of growth in Federal Medicaid spending
over the next 10 years is about 7.4 percent per year, and the ad-
ministration’s proposals for savings would take that all the way
down to 7.2 percent per year. So it is really only a very small part
of overall Medicaid spending, and what the proposals are about is
getting more for the dollars that we do spend.

For example, our proposal for reducing the overpayments in our
regulated prices for prescription drugs in Medicaid saves money for
the States, and enables States that are facing a fixed and tight
budget to put more dollars into things that really do make a dif-
ference in people’s lives. Instead of overpayments for the drugs,
there would be more care in Medicaid, more support for education
programs, making the dollars go further.

Mr. DEAL. One of the things that I have heard repeatedly as I
have talked with various Governors around the country is that
they are almost unanimous in their urging us to do something by
way of reform. Governor of Virginia, Governor Warner, puts it in
terms of we are experiencing a meltdown. In talking with Governor
Haley Barbour of Mississippi a couple of weeks ago, he says that
he appreciates the largesse of the Federal Government. I think his
State maybe has the highest rate of participation in terms of Fed-
eral dollars versus State dollars, but he said even with that, he
can’t afford the program, and that he is bankrupt, in terms of Med-
icaid expenditures, and is going to have to cut somewhere I think
in the neighborhood of $500 million a year.

So it would seem to me that this is a problem that is fairly com-
mon at the State level, in terms of what they are experiencing. Is
thilsl,? Dr. McClellan, is this the kind of response you are having as
well?

Mr. McCLELLAN. Yes, it is, Mr. Chairman. My experience, in
talking with Governors, is that the States just don’t have any more
money to spend on this program, and when they say it is
unsustainable, and they uniformly do, what they mean is not that
Medicaid reforms won’t take place. They are taking place in the
States now. But if we don’t give them better tools to use to get
more for the money in Medicaid, the kinds of reforms you are going
to see are reductions in benefits and cuts in payment rates to pro-
viders. So even if you have a benefit on the book, people don’t actu-
ally have access to quality care, and cutbacks in so-called optional
programs, like the home and community-based waivers that I think
are such an important part of making Medicaid work better for the
future, are likely to be made.

So we need to move away from that system. That system is not
sustainable, and the question is whether we are going to imple-
ment reforms that help the States get more for their money, and
serve people with quality care better, or whether, the track we are
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on now, of reducing benefits, or cutting services, or cutting access
to care, is going to continue.

Mr. DEAL. Well, we have heard comments in the opening state-
ments from members such as Mr. Shadegg, who outlined what has
gone on with Arizona. Apparently, they have had a long-term waiv-
er that has been in place for a very long time. I know that, and
Mr. Bilirakis alluded to a request that Governor Bush from Florida
is making for a rather substantial waiver.

Do you have any idea how many waivers have actually been re-
quested over the last several years, and how many are in place?

Mr. McCLELLAN. I don’t have a specific number, Mr. Chairman.
We will get that for you. But there have been waivers from vir-
tually every State. Again, the statutory Medicaid benefits were de-
signed in the 1960’s, and that is just not the way that either acute
health care or long-term care ought to be delivered today. And the
States know that, and that is why they come in with these pro-
posals that try to get more for the dollars that they are spending
than what the Medicaid statute tells them they need to do, and
that is true for the home and community-based waiver in Arizona.
Florida has taken similar steps to try to give more control to people
with a disability, and the parents of kids with a disability con-
cerning how they get their long-term services. But this is not the
way the program is designed, and we need to take steps to make
it more automatic when we have clear evidence that there are bet-
ter ways to spend the money. That ought to be where Medicaid
starts. You shouldn’t have to go through a lot of hoops to get there.

Mr. DEAL. And would you agree that if we are at a point in time
where we can look at the program as a whole, we ought to go
ahead and make those changes that give that flexibility. For exam-
ple, one of the complaints I have heard is, from Governors, is that
if you cross the threshold of financial eligibility, you then are enti-
tled to the full range of Medicaid services. They would like the op-
portunity to tailor those services in a better fashion, but absent a
waiver or some consent from the Federal Government, they are not
able to do that.

Would you agree, then, that rather than continuing this rather
hopscotch quilt type approach of waivers, that we really ought to
look at the program as a whole, and make the kind of changes that
would not only encompass the changes that the Governors want, to
give them the opportunity to serve their citizens, but would per-
haps also make this program more workable at the Federal level.
Would you agree that is what we ought to do?

Mr. McCLELLAN. We absolutely need to be looking at those steps
right now. When it comes to benefit packages for some of these so-
called optional populations, we have a lot of experience from the
SCHIP program, where there is more ability for States to get peo-
ple in the mainstream coverage, and modify the packages, and they
work. The States have expanded coverage in SCHIP, and again,
getting back to the long-term care focus of this hearing, consider
the home- and community-based services waivers or Money Follows
the Person initiative, or our Independence Plus initiatives; the evi-
dence is very clear that we can get better results, meaning higher
beneficiary satisfaction, more people in the community, more peo-
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ple served, better results for the dollars that we spend. That needs
to be put more centrally into the Medicaid program.

Mr. DEAL. Thank you. The Chair recognizes Mr. Brown.

Mr. BROWN. I thank you, Mr. Chairman. Dr. McClellan, give me
a yes or no answer to this, because I have a couple other questions
I want—you talked about the overpayment for drugs and the Med-
icaid, as you were talking about Medicaid costs. Do you go along
with outgoing Secretary of HHS Thompson on his recommendation
to repeal the prohibition in Medicare, for a moment, the prohibition
on Medicare of negotiating drug prices?

Mr. McCLELLAN. No, when Secretary Thompson was involved in
all of those discussions, and people looked at what the independent
CMS actuaries, and what the CBO analysts had to say, we went
for the approach that was going to get the best costs for up to date
access to medications, and that is what we are implementing right
now.

The recent letter from my actuary, which we can get you a copy
of, reiterated that that kind of negotiating authority would not do
anything to get significant savings beyond what we are already get-
ting in lowering drug costs

Mr. BROWN. Except for what has happened in Canada, what has
happened with Cipro, what—I don’t want to debate that.

I hear you talk about—that—this Medicaid is not a cut. It is
only—it is not a decrease, it is only a cut in the rate of growth.
And I have heard that from people who want to cut Medicaid and
other government programs that have worked for Americans for
the last 10 years. Discounting, of course, that is serving a growing
population, and discounting that Medicaid increase per capita is
smaller than Medicare, it is smaller than private insurance. In fact,
the Medicaid per capita increase is only about half of private insur-
ance increase. But I just wanted to set the record straight there.

Dr. Holtz-Eakin, I would like to ask—you had said in your writ-
ten testimony Medicaid is free from the perspective of the bene-
ficiary. I want to make sure I understand what you mean by that.
Under Federal Medicaid statute and regulations, a beneficiary who
resides in a nursing home or other institution is required to apply
most of her income toward the cost of care. The purpose of this re-
quirement is to reduce the cost of the individual’s care to Federal
and State governments, obviously.

Take an elderly woman who lives in a nursing home, combined
income from her Social Security, and say, her husband has a de-
fined pension benefit of $1,500 a month. All of—under current
rules, all of the $1,500 but a sort of a set aside personal needs al-
lowance must be applied to the cost of her nursing home care. The
personal needs allowance is for expenses, as we know, not covered
by Medicaid, such as laundry, hair care. It must, at a minimum,
be $30 a month. States have the flexibility to make it higher. So
if a Medicaid beneficiary, say, lives in a nursing home, with her
$1,500 Social Security and pension payment monthly, with a per-
sonal needs allowance of $50, she is paying $1,450 toward her care
in that nursing home. If she had a spouse living in the community,
an additional amount would be protected for the spouse, so that he
won’t be impoverished. The amount protected depends, in part, on
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the amount of income the community—the spouse in the commu-
nity has otherwise.

My question is, after looking at all of that, given the requirement
that much of a Medicaid beneficiary’s income, in this case, of this
lady, $1,450 a month, be applied to the cost of the care, cost of
care, why would a, you know, a fair-minded government official say
that—I understand people saying that for political reasons, that
Medicaid is a giveaway, it is welfare, it is a bunch of people that
are poor, whatever. But I don’t understand why a government offi-
cial with the stature and reputation of you would say that Med-
icaid is free from the perspective of the beneficiary.

Mr. HovLTZ-EAKIN. The point of the observation in the paper was
simply to, in thinking about alternative insurance policies in the
public sector and the private sector, make the point that there was
no explicit linkage between a premium payment at the front end,
and then, insurance benefit coming out at the back end. Those
aren’t explicitly linked to Medicaid. The eligibility rules clearly are
what they are, and you are very conversant with them, but really,
it was about premiums versus payouts in an insurance——

Mr. BROWN. I appreciate that answer. I—that sounds like econo-
mist talk, but not—but it also lends itself, it lends itself to dema-
goguery on the part of people that just ideologically don’t much like
Medicaid, that this is a free program, when in fact, it is not free
to beneficiaries.

Give us, if you would, following up on that, can you estimate the
amount of out of pocket resources individuals on Medicaid con-
tribute to the cost of their care? Do you have some numbers you
could give us on that?

Mr. HovLTZz-EAKIN. We have some rough guesses, on out-of-pocket
spending in general for those on Medicaid only. Out-of-pocket as a
fraction of total services is about 21 percent, and if you include the
value of donated care as out-of-pocket, it is about 57 percent. So
it depends on which metric you use, just those in the market, or
those that include the donated care.

Mr. BROWN. That being said, can we count on you to never again
say that Medicaid is free to beneficiaries?

Mr. HOLTZ-EAKIN. I don’t think I am that reliable, but I take
your point and will be careful about how we describe it.

Mr. BROWN. So you can’t quite make that promise, though.

Mr. HoLTZ-EAKIN. The number of times I have guaranteed some-
thing for the rest of life and been able to

Mr. BROWN. Well, I mean, you probably——

Mr. HoLTZ-EAKIN. I take your point, I am just——

Mr. BROWN. Okay, well, I understand. I mean, you seem like a
person that tells the truth, so understanding the truth is that is
Medicaid is not free to the beneficiary, you get the point. Okay.
Thank you, Mr. Chairman.

Mr. DEAL. The Chair recognizes Mr. Barton.

Chairman BARTON. Well, thank you. And I would love to pass a
no demagoguery clause for debate, members of this committee. If
I could get unanimous consent on the minority side, I think I can
make that stick on the majority side. But somehow, we would have
to set the fine high enough, the penalty high enough, so that we
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could actually enforce it. So it is a serious debate, and obviously,
this is a big, big issue. It is an intergenerational issue.

My first question to you, Dr. McClellan. Given what has hap-
pened in the Senate, with Senator Smith’s amendment on the Com-
mission, and what happened on the House floor last night with the
Motion to Instruct, what is your position or the President’s position
about continuing to go forward to really try to find some Medicaid
reforms this year. If you were me and chairman of this committee
that has got jurisdiction, would you recommend that we continue
to seek for solutions, or would you recommend that I say to heck
with it, and let us look at telecom?

Mr. McCLELLAN. Mr. Chairman, we really hope you will keep
after it, with all due respect to telecom.

We stand by our budget proposals. As I have said before, there
are ways to spend the dollars a lot better in Medicaid. Some of that
can lead to savings for us and for the States, and some of it can
lead to better quality care for more beneficiaries who really need
help from Medicaid today. This is an urgent problem. We have a
tremendous amount of evidence about good ways to go forward that
achieve this goal of making Medicaid more up to date and more
sustainable, and helping it serve more people who really need it
more effectively, and I sure hope you will keep at it.

Chairman BARTON. Well, I am committed to the process, and I
know Chairman Deal is. Ultimately, we have to make sure that we
have the votes, and that what we want to do makes sense, from
the perspective of the population we are trying to help, which is
our Medicaid-eligible population.

On a policy question, if we do reform this year, should harmoni-
zation between Medicare and Medicaid be a part of that? Because
some of these services can be covered either way. You know, Medi-
care has its own set of issues, separately, but if we are going to
start this process, should we look at the best way to provide the
bfngﬁt, whether it should be a Medicaid benefit or a Medicare ben-
efit?

Mr. McCLELLAN. I think that can be part of the whole discussion,
and I can tell you that there is a lot of interest in doing that from
the States. I just got back from a meeting that we held that was
sponsored by the National Governors Association yesterday, and is
going on today in Chicago, where we talked about how we can im-
plement the new Medicare law effectively. And while a lot of the
attention has appropriately been focused on the drug benefit, one
of the things that people haven’t paid as much attention to, but
should, is the fact that the law is really about providing more co-
ordinated care, more continuity of care, and more prevention of
complications for Medicare beneficiaries. And there are few Medi-
care beneficiaries who have more to gain from the new benefit than
our dual eligibles, who are often getting very fragmented care. Cur-
rently, part of it is dealt with in one part of a State agency, an-
other part is dealt with somewhere else. Some of it is dealt with
in Medicare, and it is not put together very well. We are trying
really hard to make available health plans and other support that
do a better job of coordinating care. I mean, working with the
States, bringing up the topics in this committee can be a big help
in that process.
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Chairman BARTON. I want to ask our Director of the CBO, as we
do this, is your agency committed, and I am serious about this, I
am not interested in going through this process, and getting CBO
scores that bear no reality to what the project is that we are look-
ing at—can you convince or commit to this committee, and I don’t
know how to define fair, but you and I have had discussions on
other programs, where we are diametrically opposed to what the
score was, can we set the ground rules so that if we are looking
at a particular program, what it costs, and what it is projected to
cost, that we can at least agree to how to do the scoring?

Mr. HoLTZz-EAKIN. We can set the ground rules in the way that
I hope that they have always been set, which is we will examine
the legislative proposals in their completeness. We will look at all
the impacts that they may have on the economy, and thus feed
back to the budget, and show the impact for spending, or revenues,
in the case of the Joint Committee, and in places where you have
better information than we have, we welcome it. In places where
you have questions about it, or disagree with the analysis, and
have insights that you want to share, I welcome that as well.

Chairman BARTON. Is it possible to have a system where your
staff and the committee staff, on a bipartisan basis, meet to say
here is the program, here is what we are looking at, at least to
agree, without committing to how you are—what the specific score
is going to be. I am not interested in that. I just want a protocol
that we both agree that that does cost, or that would save, so that
we, you know, we do—we have done things in the Energy Bill
where we were trying to limit spending, and they were scored by
CBO as increasing spending. And I am not interested in that kind
of a process. I want an interactive dialog with the staffs, and in
some cases, maybe principals, members, again, on a bipartisan
basis, so that we at least understand what the system is, without
being—not trying to commit you to a specific dollar score, just how
do we do it, the formula, so to speak?

Mr. HoOLTZ-EAKIN. I can commit to what I believe is business as
usual, and that would involve all of the elements you mentioned,
although I can’t guarantee agreement on all the details at the end.
I am happy to meet with you, the staff is happy to meet on a bipar-
tisan basis, with staff of the committee on a regular basis. We
stand ready to explain and accept the information. I believe that
is business as usual.

Chairman BARTON. Yes, I have got one more question to Dr.
McClellan. Home care, home-based care or community-based care,
lots of problems, lots of restrictions. That should be a part of any
reform package that we make it possible for individuals—in your
testimony, you are very strong on that, that they give them the
choice to—they are not prevented from home-based care or commu-
nity-based care, and set up the ground rules on how to pay for that.

Mr. McCLELLAN. That is right. We are past the stage where we
should be gathering evidence and talking about these kinds of re-
forms. If you look in my testimony, look at the testimony of some
of the other witnesses here today, and go to www.hcbs.org, where
we have worked with other groups to compile a lot of this evidence,
what you see is that these programs that increase personal control,
that give people support to get care how they prefer it, that address
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issues like one time transition costs, you will see that they save
money. They are based on the fact that the most cost-effective place
to provide care for many people on Medicaid is where they would
prefer to receive it. There is no place like home.

Chairman BARTON. Thank you. Thank you, Mr. Chairman.

Mr. DEAL. I thank the chairman. Ms. Capps is recognized for
questions.

Ms. Capps. Thank you, Mr. Chairman. Mr. Holtz-Eakin came be-
fore the Budget Committee earlier this year, that I sit on, and I
want to go down a series of questions for you about what the effect
of the proposal in placing additional restrictions to asset transfers
will mean for eligibility for nursing home care.

In March, CBO re-estimated the President’s fiscal year 2006
budget, and you estimated that the President’s proposal to tighten
the current penalty for asset transfers would reduce Federal Med-
icaid spending by $1.4 billion over the next 5 years. And since Fed-
eral Medicaid long-term care spending is 56 percent of all Medicaid
long-term care spending, the Federal part, this implies a total Fed-
eral and State savings of over $2 billion, $2.5, $2.6 billion. These
savings represent amounts that the Federal and State governments
will not be spending on nursing home care while the penalty, delay
in Medicaid coverage, is being applied.

During the penalty period, the nursing home will presumably
continue to care for the beneficiary. That is—this is the piece that
I am trying to get at, in terms of the budgets of the nursing homes.
Any payment for this care, then, will have to come from either the
beneficiary, or the beneficiary’s family, it would seem to me. And
my question, first question is, what is your estimate, assume, about
how many beneficiaries will be affected by this tightened penalty?
Is there a way to sort of look at how this cost will be translated
into community care?

Mr. HoLTZ-EAKIN. I don’t have the exact number of beneficiaries,
but the estimate was built off information that came, actually, from
some of the waiver programs, in particular, Connecticut——

Ms. CaAPPS. Right.

Mr. HoLTZ-EAKIN. [continuing] which reported that on the order
of 30 percent of their beneficiaries had undertaken some sort of
asset transfer, and that struck us as a bit high, since Connecticut
is not your average State, a little bit higher income, so we esti-
mated it was something on the order of 20 percent of beneficiaries
would be in the mix for those affected by the change in the penalty
period.

Ms. Capps. Okay. About how much, on average, does your esti-
mate assume that would be transferred?

Mr. HoLTZ-EAKIN. About 1 to 2 months worth of nursing home
care. The two key pieces in the estimate are 20 percent of the peo-
ple involved, and the impact is 1 to 2 months of additional care
that would be picked up by the beneficiary or their family, in this
case, and not on the Medicaid rolls.

Ms. Caprps. Well, so then, how long—you have kind of said it, but
I want to hear it clearly, how long, on average, would this estimate
assume that these individuals would be denied Medicaid coverage
due to their transfer?
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Mr. HoLTZ-EAKIN. This would change their time on Medicaid by
1 to 2 months, about 1%%.

Ms. Capps. Okay. I guess I am concerned about that 1 or 2
months. And you—the beneficiaries are those—the actual bene-
ficiary would be the one responsible for the $2.6 billion in the big
picture, but in their own case, those 1 to 2 months worth of care.
Is that

Mr. HoLTz-EAKIN. It is either the beneficiary and the family, and
the——

Ms. CappPs. Well, some—not all beneficiaries have family. I mean,
we can assume, but actually, the burden then is on them.

Mr. HoLTZ-EAKIN. The burden would be on the beneficiary, but
remember, the notion is that these are assets that they have in
hand at the time, and that by changing the penalty period, we sim-
ply are estimating they would draw down their assets, instead of
being on the Medicaid program.

Ms. Capps. And if they can’t pay, then the burden would go to
the nursing home, or they would be turned out, or I mean, because
it is a temporary—how do you see this playing out?

Mr. HoLTz-EAKIN. Can I get—if I could get slide numbers——

Ms. CapPPS. And then, while you are doing that, I want to ask you
about how much would this cost? What is 1 or 2 months worth of
care per individual, average, or for Connecticut, or:

Mr. HoLTz-EAKIN. A ballpark average for private-pay nursing
home care is about $60,000 to $70,000 annually. If Medicaid for the
nursing home carethe Federal cost would be about $35,000 on aver-
age per year.

Ms. CAPPS. For 1 to 2 months of care?

Mr. HovL1z-EAKIN. Per year, and then—so you would be looking
at $5,000 to $6,000 for private-pay, or $3,000 for the Federal share
of Medicaid costs.

Ms. Capps. Okay.

Mr. HoLTZ-EAKIN. [continuing] for 1 month.

Ms. Capps. Okay.

Mr. HoLTZ-EAKIN. If we look at slide 9, I don’t know if that is
possible.

Ms. CAPPS. I am not in the best place.

Mr. HoLTZ-EAKIN. And I won’t take—if [——

Ms. CAPPS. Just tell me what it says.

Mr. HoLTz-EAKIN. Well, it shows you diagrammatically the strat-
egy typically used in sheltering the assets.

Ms. Capps. Okay.

Mr. HoLTZ-EAKIN. And the point is that there are assets there.

Ms. Capps. But if they have transferred the assets, do they have
them?

Mr. HoLTz-EAKIN. By changing the penalty period, you change
the incentives to transfer the assets, and they presumably would
not have done so. At the moment, if they have got the assets, in
a strategy known as half-a-loaf, they can give away half, volun-
tarily incur the penalty, and so with certainty, they have got the
assets, and they are just incurring the penalty, and then going on
to Medicaid more quickly than they would if you changed the pen-
alty period.
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Ms. Capps. So if they are not transferring a lot of money, what
are their assets?

Mr. HovLtz-EAKIN. We don’t have a particular estimate of the
total assets involved, but we—if that is something you would like
to go to, we would be happy to work with you. This is an area in
which—firm estimates of asset transfers for Medicaid purpose are
very difficult to pin down. I mean, we have seen estimates for total
transfers from this group that are as high as $40 billion. What a
fraction of that might be induced by Medicaid incentives is hard to
say. We have seen an estimate of $2 billion for the transfers from
Medicaid incentives alone. It is an area of great imprecision, and
one that is worth more study.

Ms. CAPPS. So you are saying it is worth more study. I mean, if
we go from this hearing to legislation, there is a lot more informa-
tion that we need as to the way this is going to affect individual
lives.

Mr. HoLTz-EAKIN. Well, we would certainly be happy to docu-
ment the information we have, and to the extent that more infor-
mation is available, we would be eager to see it.

Mr. DEAL. The gentlelady’s time has——

Ms. Capps. Thank you.

Mr. DEAL. [continuing] expired. Dr. Norwood is recognized for
questions.

Mr. NOorRwoOD. Thank you, Mr. Chairman. Dr. McClellan, it real-
ly is good to see you again, and we are glad you are here. I want
to mention this to you for fear I might forget it.

I sent you a letter last week on dental health aid therapists,
whatever that is. But I really—it is very interesting to me, and
very important to me, and I really would appreciate you instructing
staff to get me an answer to that as soon as you can.

Mr. McCLELLAN. You will get it promptly. Thank you.

Mr. NorRwoOOD. Thank you, sir. My questions are sort of basic. I
am trying to understand how in the world would you reform Med-
icaid. Some people think the answer is oh, gosh, don’t spend less
money. That isn’t a reform, necessarily, but see if you can answer
some basic questions.

How many patients in the country are on Medicaid that are re-
ceiving benefits for long-term care? Do we know that for 2004?

Mr. McCLELLAN. We do. I am not sure I have the total number
right now. There are about, at any given time, there are about 1.6
million beneficiaries in nursing homes.

[The following was received for the record:]

We do not have the 2004 data available. The most recent numbers we have right
now are for 2002. In 2002, there were about 1.6 million beneficiaries who received

care in institutional settings, and about 3.8 million individuals receiving home- and
community-based long-term care services.

Mr. NorwoOD. All right. Nursing homes, but it is different for
those accumulated in long-term care.

Mr. McCLELLAN. That is right, but most people in nursing homes
are on Medicaid. With the increase in the number of home- and
community-based waivers, we have now, we estimate, over a mil-
lion people getting services through one or another kind of these
waivers that I have been talking about, at a much lower cost per
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per}slon, I might add. And so, there are several million people alto-
gether.

Mr. NORWOOD. Let us talk about the 1.6, and we will figure out
what the larger number is. Do we know how much we are spending
on the 1.6 million people on nursing home care? Do we have an an-
nual figure per person?

Mr. MCcCLELLAN. For the 1.6 million, remember, that is the total,
and about three quarters of the individuals are getting financing
from Medicaid. In institutions, Medicaid spends, on average, over
$30,000 a year, probably around $33,000 a year, for institutional
care, per person.

Mr. NORwWOOD. So it is about 33. Do we know, if we look at all
the money the Federal Government spends, pretty good, huh?

Mr. McCLELLAN. Yes.

Mr. NorwooD. Of all the money the Federal Government spends
in 2004 on Medicaid, what percent of that money is for long-term
care? Or—well, I want to say long-term care, rather than just nurs-
ing home.

Mr. McCLELLAN. It is about a third that goes to——

Mr. NorwoOD. Thirty, I have heard 30 to 40 percent.

Mr. McCLELLAN. Yes. That is right. That is right.

Mr. NOorRwoOD. That is a large amount, isn’t it?

Mr. McCLELLAN. It is, and it is an amount that is growing.

Mr. NorwooD. Off the subject a wee bit, but this is about reform.
This is about dollars in Medicaid. Do you know how much money
we spend in Medicaid on illegal aliens a year?

Mr. McCLELLAN. I don’t think we have a specific estimate of
that. It is not as large as the spending on long-term care. There
are——

Mr. NORWOOD. I should hope. That is a third.

Mr. McCLELLAN. Right. There are a lot of steps in place that we
try to take to make sure that the Medicaid spending is going to
people who are legally intended to be covered under the program.
If there is a question

Mr. NorwoOOD. Of course, those people are accepted at the State
level, so it is sort of out of your hands to some degree, as to wheth-
er they are illegally in the country or not.

Mr. McCLELLAN. But we do work with the States to make sure
that they are spending the money appropriately. So, it is the States
that are on the frontline for making eligibility determinations, but
we do monitor State practices.

Mr. NorwoOD. You do that real well?

Mr. McCLELLAN. Well, we are always trying to do it better.

Mr. NORWOOD. I could get you up a few that aren’t doing it real
well.

Mr. McCLELLAN. There is no question that the problems that
many States, especially border States, are facing, with undocu-
mented immigrants, are putting some strains on

Mr. NorRwOOD. Well, it is not just border States.

Mr. McCLELLAN. [continuing] care and hospital care.

Mr. NorwooOD. My home State of Georgia is not a border State,
and there is a problem there. Well, I am—time is running out. I
got to move quickly. Let me make the point, first, that Mr. Chair-
man, I have a long-term healthcare policy. Even I do. It is a great
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policy. It pays about $5,000 a month. I think it costs me some-
where $3,000, $3,600 a year. I can’t understand why in the world
it wouldn’t be a better plan to have Medicaid patients have long-
term care policies, even if we paid the policy. I mean, it has got
to be cheaper for the government, and in my personal opinion, it
is highly likely that it would be better care.

Last, I want to—okay. Well, I am going to get CBO in just a sec-
ond, if I have the time. Maybe you could answer the question to
that, Mr. Holtz-Eakin, but you are probably pretty qualified to tell
us, this committee, if it is a feasible strategy to move a significant
number of long-term care recipients or potential recipients to pri-
vate insurance, like I am talking about, if we continue to have
Medicaid just exactly like it exists today. Is it possible to move to
long-term care private insurance?

Mr. HovLTZ-EAKIN. The issue is how many people will have the
wherewithal to buy a private insurance policy, and the desire to
protect their assets to some extent, and given that, what incentives
do they have to purchase a private insurance policy, versus rely on
a government

Mr. NOorRwoOD. They don’t have any other way, or we will pay for
it. If they can’t afford the policy, we will pay for it.

Mr. Chairman, last, I want to point out for the record that ear-
lier, it was mentioned that Medicaid pays for long-term care. I
think it is pretty important for us to realize Medicaid doesn’t pay
for a thing. The American people pay for Medicaid. The taxpayer
pays for Medicaid, and they are insisting on some reforms in this
program, particularly in long-term care. I thank you for your indul-
gence, Mr. Chairman.

Mr. DEAL. Ms. Baldwin is recognized.

Ms. BALDWIN. Thank you, Mr. Chairman. Dr. McClellan, I read
that you were recently quoted at White House Conference on Aging
as saying that you planned on eliminating the institutional bias in
Medicaid by December of this year. And as you know, in most in-
stances, it is more difficult to obtain Medicaid coverage of needed
care in the home, and thus many people with disabilities are living
in institutions, even though they would rather have the freedom of
living at home.

So I applaud your statement and its intent, because I, too, sup-
port helping individuals with disabilities live in the least restrictive
setting of their choice. I would really like to know more specifics
on what sort of policies you plan to adopt at CMS in order to ac-
complish this goal in this very short timeframe.

Mr. McCLELLAN. I think there is a little bit of a mistranslation.
We didn’t say we planned to do it. This is something that it is
going to take changes in legislation. The way that the Medicaid
statute is set up, as you know, is that under the Medicaid statute,
you are entitled to a nursing home benefit. That is the entitlement,
because that is what long-term care meant in the 1960’s.

What we have seen, through the waiver programs that we have
supported and through the Independence Plus demonstration pro-
grams, is that we can serve more people in the home or in other
settings that they prefer. We can do it at a lower cost. We can do
it with better healthcare outcomes, and we can do it with better
satisfaction for our beneficiaries when we move away from that
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statute toward the kinds of approaches that States have adopted
when they jump through all of these hoops, and go through all the
regulatory hurdles to get one of these waivers approved. What we
would like to see is that approach being built more directly into the
Medicaid program, and that gets back to the comment from Chair-
man Barton earlier——

Ms. BALDWIN. Right.

Mr. McCLELLAN. [continuing] that we need to have a discussion
with you about how we can do that, about how we can serve more
people in a setting that they prefer. I am confident we can do it
in a way that gets assistance to more individuals who need help,
and at a lower cost per person, and help reduce the strains on the
Medicaid programs that we have been talking about this morning.

Ms. BALDWIN. Would you like us to consider making home and
community-based care a mandatory service under Medicaid?

Mr. McCLELLAN. What I would like us to do together is look at
the experience we have, where we know that when States adopt
these reforms, these waivers, which they have to go through a lot
of work to do today, it is not the default today——

Ms. BALDWIN. Right.

Mr. McCLELLAN. It by no means happens automatically. As you
said, most people on Medicaid who need long-term care services
cannot choose how to get them. We need to look at the experiences
we have, and find a way to build that into the program more auto-
matically. That is something that is going to take a dialog between
you and us, and I was very encouraged, as I said earlier, by the
opening statements, where there seemed to be pretty strong sup-
port on both sides of the aisle that we could find a way to get to
an agreement on making Medicaid more rebalanced toward per-
sonal control and spending the dollars the way that people want
them spent in the program.

Ms. BALDWIN. Well, again, in terms of the discussion that we will
be having in order to meet this goal, do you see recommendation
of lifting the caps on the current Medicaid home and community-
based care waivers, or suspending budget neutrality policy, so that
again, to accomplish that goal, all that wish to live in the commu-
nity are able to access community care?

Mr. McCLELLAN. Well, I think we need to deal with the reality,
that as you have heard, and as I have heard from all the Governors
I have talked to, that States don’t have more money to spend, so
we need to find ways to implement these programs that make the
dollars in Medicaid go further, that serve more people at the same
or lower costs. And a lot of these waivers give us some directions
in how to do that. Many of the States are prioritizing how the long-
term care services are used, and who they can, and want to serve
first. One approach is to consider what the top priorities are for
spending this money better. Another approach is to bring in some
of the other ideas that have been discussed this morning, on bring-
ing in more private funding for long-term care needs.

I think one of the reasons that this bias in the Medicaid program
has persisted for so long is that it acts as a kind of rationing. There
are a lot of people who don’t want to be in an institution, and if
you don’t have a better design in the Medicaid program, a fallback
is to say that is all we are going to cover. And that is a good way
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to keep costs down. It is not the most effective way to spend Med-
icaid dollars, but it is one that we ought to try to. And by bringing
in ideas like the Long-Term Care Partnership, and seeing what we
can do to promote and help people understand about the benefits
of approaches like reverse mortgages, I think we have got a lot bet-
ter chance to help more people in a community where they need
it while they are dealing with the fiscal realities that States are
facing today. That is the discussion that we ought to be having this
year.

Mr. DEAL. Dr. Burgess.

Mr. BURGESS. Thank you, Mr. Chairman. Dr. McClellan, I hope
that if we were sitting here in this committee today, and were try-
ing to devise the Medicaid system, that it wouldn’t look like what
we are talking about. But have you thought about what the Med-
icaid system should look like. If we were to start the year 2005,
and make the Medicaid system, what would it look like? What
would it be?

Mr. McCLELLAN. Well, it is a very good question, Dr. Burgess.
We have done a lot of thinking about that, in preparation for this
hearing, and in reviewing all the results that we have seen from
waivers, one way that it would be different, as I have been talking
about, is that it would focus on the needs of individuals that it is
intended to serve. Medicaid needs to first and foremost focus on
people who are truly medically needy. That is where the taxpayers
want us to spend the dollars. That is why the Medicaid program
is such an essential lifeline. It would give them, when it comes to
long-term care services, much more control over how they get their
services, and the support they need to use those Medicaid dollars
effectively.

And the reason I can say that with a lot of confidence is that we
have many cases from all of these home- and community-based
service waivers, and our Independence Plus demonstrations, and
some of these other approaches to provide care in the community,
that give these results, that show that you can serve people more
effectively, meaning they are happier, and you can do it at a lower
cost per person. You can expand the amount, the number of people
who are served with these approaches, and that ought to be our
focus in the Medicaid program. Let us look at what is actually
working to get better care to the people who need it the most, and
let us build that into the Medicaid program.

Mr. BURGESS. And Dr. Holtz-Eakin, along those same lines, have
you thought about what the Medicaid system should cost?

Mr. HovLrz-EAKIN. We don’t have a branding as a target esti-
mate. I think the important thing for the committee to keep in
mind is that while it may be the case that as we get older and as
a Nation become better off, we will spend more on healthcare. It
is simultaneously the case that the projections under current law
of healthcare spending are a key part of a long-term budget outlook
which threatens to be numerically unsustainable, and we have doc-
umented this in our 2003 report. It is the most pressing domestic
policy matter that we see out there, and looking at long-term care
in conjunction with all the other demands in the health area simul-
taneously is an imperative. We are thinking about the budgetary
future of the United States, but also its economic policies.
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Mr. BURGESS. So just for the record, say that again. It is the
most pressing domestic policy issue that we face?

Mr. HoLTZ-EAKIN. Yes, it is.

Mr. BURGESS. Okay. Thank you for your candor. Well, again, I,
too, have a long-term care policy. I bought it in the year 2000, be-
cause my mother told me to, and it was a good idea, and I am glad
I did. One of the things that, when I looked into it, one of the
things I wanted to be sure of was that I did have the ability for
home care or community care, and then the other thing that I
looked into is if I was—if I did the spend down and went on Med-
icaid, that instead of being in Denton, Texas, I would probably be
in Paris, Texas, because all of our nursing homes in Denton have
been closed down because of liability problems, or they are just
empty shells of what they used to be. So it is hard enough to get
your kids to come visit you anyway, but if you move 400 or 500
miles away, that was going to be another problem. So it was a pret-
ty easy decision for me to buy my own policy, and just like Dr. Nor-
wood, I have a policy that covers myself and my wife, and it is
$2,000 a year, and it is not a tremendous financial burden. Sure,
there is other things I could do with that money, but it seems like
we have anesthetized the American public about the need for long-
term care insurance, or even to consider long-term care insurance,
to even weigh it in the equation of your household basket of ex-
penses. Most people, and in fact, before my mother told me to do
it, I would have never considered long-term care insurance.

What are some of the things that we can do as we go through
this process to un-anesthetize the American public about the neces-
sity of the purchase of long-term care insurance, or at least to look
into the possibility of purchasing long-term care insurance. And I
guess we will start with you, Dr. McClellan, but I do want to hear,
Dr. Holtz-Eakin, your comments as well.

Mr. McCLELLAN. Well, that is a very good question. We have un-
dertaken some steps in recent months to provide more education
and support tools for people. You can see them when you visit our
website. We have also been working in partnership with the ad-
ministration on Aging to develop resources that people who are
thinking about long-term care planning can use, and we helped
fund a study that you are going to hear about a little bit later in
this hearing, conducted by the NCOA, which has looked at the po-
tential for reverse mortgages, and what people’s opinions are about
them right now. And I think despite all of that work, there clearly
is a knowledge gap, and many people aren’t thinking ahead.

As you heard from Congresswoman Wilson, a lot of people think
that Medicare is somehow going to take care of this, and that is
just not the case. People do need to be planning for their long-term
care needs if they really want to have the kind of support in the
setting that they would prefer. So I think educational activities are
really important, and they ought to be part of our efforts this year
to try to get to a more sustainable long-term care system.

Mr. HoLTZ-EAKIN. I guess I would offer three observations. The
first is that to the extent that there is awareness, it also may be
useful to have policies that are more standardized and easier for
people to compare, so that they can actually do the shopping and
know what they are paying for when they get it.
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And it would probably be useful, as well, to remember that incen-
tives to purchase the long-term care policy are the same incentives
that basically say I would like to preserve my assets somehow,
rather than have to pay them out for my long-term care. So looking
at this simultaneously with the broad awareness of transfers of as-
sets as a potential way to preserve, or having things in the home,
which is not a counted asset, as a way to preserve, thinking com-
prehensively, and not just focusing on the long-term care market
in isolation I think would be a second thing to worry about.

Mr. BURGESS. But Representative Wilson from New Mexico al-
ready pointed out that the greatest marketing effort right now that
is going on is with the portion of asset protection attorneys who are
encouraging people to go the other way, and protect assets, and
then rely on the Medicaid system for long-term care insurance. I
don’t know if we can get any of these quotes up that I was given.
Slide 4, I don’t know if that will project for us, it was just rather
enlightening, as I was glancing through these. If not, I will ask
unanimous consent that we put that in the record.

“So if you want to confuse, completely confuse the Medicaid au-
thorities, they may just approve you on the basis that they haven’t
got a clue of what is going on, and it looks so fancy it must be
right. Just don’t mention my name when you do it. This is Alex
Bove, Advanced Medicaid Planning and Related Issues, National
Academy of Elder Law.”

So that is kind of what we are up against on the other side, and
it seems to be very difficult to get that message out. Well, I just
want to ask Dr. Holtz-Eakin one other thing. Along the lines of
Chairman Barton, when he talked about honesty or ground rules
for CBO scoring, one of the examples that came to mind, Dr.
Zerhouni, I don’t remember whether it was in this committee or in
a private briefing, talked about a strategy for Alzheimer’s. If they
can get to the point where they can delay the onset of Alzheimer’s
disease by 5 years, the cost of taking care of an Alzheimer’s patient
could be reduced by 50 percent. Do you have any way of working
that type of knowledge into your scoring as you go through and
I(iolg at the cost of taking care of an Alzheimer’s patient, for exam-
ple?

Mr. HovLtz-EAKIN. Certainly, that is how we build our estimates.
We look to the research literature, and particularly, the peer re-
viewed research literature to give us consensus estimates of, in this
case, medical impacts, other areas that would be different impacts,
look at the cost implications that would come from changes in those
medical treatments that are necessary. And then, build that into
estimates of legislation to the extent that the legislation would ac-
tually deliver them, and often, there are tough calls about how it
would be implemented, and the kinds of administrative procedures
that would put the legislation into place. That would be Mr.
McClellan’s domain. Then there are also some things that people
often forget, which is to the extent that these are ongoing medical
improvements that would happen anyway, they are usually in our
baseline, and as a result, people don’t get credit twice for having
them in the baseline, and then proposing legislation.

And particularly in these areas, the time horizons often work
against proposals. Spending is usually up front, medical improve-
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ments are often well down the line, outside five or even 10 year
budget windows, and as a result, there is a mismatch. But the
process——

Mr. BURGESS. So the short answer is no.

Mr. DEAL. The gentleman’s time has expired.

Mr. HoLTZ-EAKIN. But the information goes into it, and I want
to emphasize that that is standard business.

Mr. BURGESS. All right. Thank you.

Mr. DEAL. We have got a vote going on that is going to be for
several votes, probably four or more. Mr. Allen, would you like to
proceed with your questions?

Mr. ALLEN. I would, Mr. Chairman.

Mr. WAXMAN. Are you going to bring them all back, so we
can——

Mr. DEAL. Well, I was hoping we could finish with this panel and
dismiss them, but we still have a couple of others that have ques-
tions. You both have questions?

Mr. ALLEN. Mr. Chairman.

Mr. DEAL. I guess we are going to—we will have to bring them
back. Would you like to go ahead and start?

Mr. ALLEN. I would. Well, Mr. Waxman, will you be able to come
back or not?

Mr. WaxMAN. Well, my problem is that I have to be at another
committee, and I think that the chairman probably wants to dis-
miss this panel, and you and I are the only ones left for a 5-minute
period, so let us

Mr. DEAL. I think we are going to have to have them back——

Mr. WAXMAN. [continuing] be brief.

Mr. DEAL. [continuing] unfortunately Mr. WAXMAN. What is
that?

Mr. DEAL. We are going to have to

Mr. ALLEN. Well, I would defer first to Mr. Waxman, and then
do my questions after his, if that is

Mr. DEAL. Well, we recognize Mr. Waxman then.

Mr. WAXMAN. Thank you very much. Unfortunate timing. Dr.
McClellan, you said you wanted to eliminate the institutional bias
in the Medicaid program, and you have a New Freedoms Initiative,
which is intended to move individuals with disabilities from insti-
tutions to the community. Is this proposal a demonstration or a
broad program for which all individuals with disability would be el-
igible?

Mr. McCLELLAN. This is a program that would provide funding
at the level of $1.75 billion over 5 years, with $350 million avail-
able for each year. It would be enough funding for a number of
States to do it. As always, when you have new reforms, if you can
give them a boost at the beginning, it is more likely that you will
be able to get other States to come along later. We have seen
the——

Mr. WAXMAN. Well, is this going to cost, as I understand it, $2.9
billion over the next 10 years?

Mr. McCLELLAN. We are authorizing $350 million a year for the
next 5 years, and I think the projections that the actuaries have
done suggest that some of that spending may occur a little bit
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later, but if it occurs sooner, we are fully supportive of that, too.
We would authorize——

Mr. WAXMAN. Now, this is also going to be in the context of a
proposal to cut $60 billion from Medicaid. According to your budg-
et, you propose to cut $6 billion out of Medicaid by block granting
administrative costs. Is that right?

Mr. McCLELLAN. We propose reforms in administrative costs,
which as you know, have been one of the most rapidly growing
components of the Medicaid program.
hMr. WAXMAN. But this—you are going to get $6 billion out of
that.

Mr. McCLELLAN. I think it could be. There are other versions of
administrative cost reform proposals. CBO has scored some that
would limit the administrative costs increases to 5 percent per per-
son over:

Mr. WAXMAN. But isn’t it true that part of Medicaid administra-
tive cost goes to survey and certification of nursing homes in which
individuals with disabilities reside?

Mr. McCLELLAN. Some of it goes to survey and certification.
There also, as you know, is Federal funding that we provide for
some of the nursing home survey and certification activities.

Mr. WAXMAN. In your budget, you propose to cut more than $11.7
billion from targeted case management. Is that correct?

Mr. McCLELLAN. The fiscal year 2006 budget reduces spending
on targeted case management by $8.2 billion over 10 years.

Mr. WAXMAN. And isn’t it true that individuals with physical im-
pairments and limitations, like blindness and spinal cord injury,
severe mental or emotional conditions, including mental illness,
and other disabling conditions, such as cerebral palsy, cystic fibro-
sis, Down’s syndrome, and mental retardation, muscular dystrophy,
autism, spina bifida, HIV/AIDS, rely on targeted case management
for their care?

Mr. McCLELLAN. There are other programs that provide care co-
ordination and support. For example, in our Money Follows the
Person demonstration——

Mr. WAXMAN. Well, there may be other programs, but doesn’t a
lot of that money that is targeted case management go for those
people?

Mr. McCLELLAN. It also goes for services provided in prisons, in
schools, in areas that are outside of the primary responsibility of
the Medicaid program, where there are other Federal financing
sources that are clearly more appropriate.

Mr. WAXMAN. I want to point out my colleague, Dr. Burgess, I
just went through people with a lot of disabilities. Those people
can’t get long-term care insurance. If people have MS, even it is not
active, they can’t get—long-term care insurance provides under-
writing to exclude people from being able to buy it. I just think we
have to keep that

Mr. BURGESS. Will the gentleman yield?

Mr. WAXMAN. I won’t, because of the time pressure. But I just
want to point that out. It is a problem when we look to private in-
surance, but by my calculation, Dr. McClellan, while you propose
increasing spending for individuals with disabilities through a few
demonstration projects to the tune of $1.4 billion over 5 years, you
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then actually cut $17.7 billion out of areas in Medicaid that they
have—that will have a particularly negative impact on individuals
with disabilities.

I find it hard to believe we can make improvement in the lives
of individuals while cutting such a significant amount of funding
for the program that serves so many people with disabilities. Does
the administration favor requiring a person to take out a reverse
mortgage on their home before they can receive long-term care
under Medicaid?

Mr. McCLELLAN. We do not propose any such requirements.
What we have proposed is making sure people know about the op-
tions that reverse mortgages can provide, since there is a lot of po-
tential for helping people get care where they want it and how they
want it through mortgages.

Mr. WAXMAN. So, you wouldn’t mandate it. Does the administra-
tion favor a requirement that a person have a long-term care insur-
ance policy as a condition for eligibility to receive long-term care
benefits from Medicaid?

Mr. McCLELLAN. We haven’t proposed a requirement. We have
proposed the Long-term Care Partnership program be reinstated by
Congress, because that allows people to use a long-term care insur-
ance policy to protect their assets, and also keeps Medicaid funding
reserved for people who truly can’t afford to pay.

Mr. WAXMAN. As a man familiar with Medicare, Medicaid, eco-
nomics, and human nature, do you think people refuse to go out
and buy private insurance because they are calculating on the fact
that Medicaid is going to be available to them when they have
long-term care insurance, or do you think it is more likely that
they don’t anticipate ever having those needs, they think Medicare
maybe already covers it, they have other pressing economic de-
mands on them, and they are not well-informed about these poli-
cies, and these policies exclude people who have underwriting prob-
lems, and there are no uniform standards in terms of inflation and
coverage and all of that? Do you think that Medicaid is a reason
why people aren’t buying these policies?

Mr. McCLELLAN. I think that there are a number of reasons like
the ones that you have described, but all that leads to the conclu-
sion that we need to change the current system. Right now, three
quarters of the

Mr. WAxMAN. Change the current system of Medicaid?

Mr. McCLELLAN. Change the current system in Medicaid, change
the current system in providing support and education for people
to use these alternatives to Medicaid to finance the long-term care
that they want in the way that they want it. As you said, a lot of
people don’t know about it. If we did a better job of informing peo-
ple and making these options available, and showing how they can
help, then that can reduce the pressure on the Medicaid program.
When three quarters of the people in nursing homes are
getting——

Mr. WAxXMAN. I don’t disagree with you, but——

Mr. DEAL. Gentleman, your time has expired. We can——

Mr. WAXMAN. My time has expired. Well, he didn’t

Mr. DEAL. [continuing] speculate on what people’s motives
are——
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Mr. WAXMAN. [continuing] answer my question.
Mr. DEAL. Well, you asked him
Mr. McCLELLAN. Well, I tried, but——

Mr. DEAL. [continuing] to speculate on the human mind, and
their motivations. That would be great speculation as to what peo-
ple’s motivations are. We are going to unfortunately have to ad-
journ for another series of votes. Gentlemen, I had hoped that we
were going to be at the point we could dismiss you, but I do have
a couple of other members who have already gone to vote, and
asked if you would stay for their questions when we return. Hope-
fully, we can wind your portion up very quickly when we get back.

Thank you. We stand in recess.

[Brief recess.]

Mr. BILIRAKIS. [continuing] a reform of the system. I don’t know
what would be. But let me ask you, Dr. McClellan. If we don’t
enact real reforms, do you expect these trends to continue? I guess
I am asking the questions, and I suppose I know the answer has
to be yes, but maybe you could explain that a little bit.

Mr. McCLELLAN. I think the answer is yes, and that is some-
thing we are hearing, as you said, uniformly from Governors in
both parties, from all over the country. Their view, and the view
of many is that the current program just isn’t sustainable. And
there will be reforms taking place, whether this committee acts or
not. If you don’t act, you are going to see more of the same, more
benefits being reduced, optional populations being dropped, innova-
tive approaches like home- and community-based services being
limited, and payment rates being cut to the point that people don’t
have access——

Mr. BILIRAKIS. So we are talking about reform is necessary to
kee[‘)? this from becoming a trend all over the country. Is that cor-
rect?

Mr. McCLELLAN. We need to give the Governors and the Med-
icaid program better tools to get high quality care to patients with-
out spending more money. And I think the good news is that there
is some clear evidence of ways in which we can do that, and some
of the best examples are these home- and community-based pro-
grams that ought to be a more integral part of the Medicaid pro-
gram, and I hope we will find a way to all work together to use
these proven approaches, these evidence-based approaches

Mr. BILIRAKIS. Now, you have indicated, Doctor, and we have
worked together on healthcare for many, many years, and you are
a medical doctor, and I know that you care about patients. And ad-
ditionally, you have shown a real caring over the years. So I would
like to think that whatever it is we are going to be addressing here,
it is always keeping the beneficiaries in mind. You know, we don’t
want to degrade them in any way, and force people out of the sys-
tem, and somebody made the comment that these—they are being
forced to take reverse mortgages, I am not sure whether that came
out the way it was intended to come out, and as far as I know, they
are not being forced to do that. If they are, I would like to know
about it.

Mr. McCLELLAN. That is correct, and you know, I appreciate
your comment, and the reason that I feel pretty passionately about
this is because I have seen not only my own patients, but in this
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job, I get a chance to meet with groups like the National Center
for Independent Living, ADAPT, and others who have firsthand pa-
tient and person-based organizations for the people who actually
want to get better care in the Medicaid program, and they feel very
passionately about that. That is the main reason that we ought to
be here taking action on this issue

Mr. BILIRAKIS. Well—I mean—I think I have made it clear over
the years, I won’t be a party to hurting people who are deserving,
as far as cuts are concerned and whatnot. I mean, I think the word
cut is an inappropriate word. It is savings, but——

Mr. McCLELLAN. Right.

Mr. BILIRAKIS. [continuing] the fact of the matter is that hope-
fully, those savings will result in more people, or less people being
dropped and more people maybe even coming aboard.

Dr. Holtz-Eakin, why—you know, we are slaves here legislatively
to CBO, to your scoring. That was set up, I guess, by the Congress,
so it is what we did to ourselves, and yet, I know there has got to
be, well, I know I am running out of time here. I guess basically
my question is very quickly, is why is there such a difficulty in rec-
onciling what you all think regarding scoring versus what we think
regarding scoring? Now, I realize that maybe you are more the ex-
perts, and we are in an ivory tower, and that sort of thing, but you
know, we—a long time ago, we thought that there should be dy-
namic scoring, and we have taken over the Congress, and still, we
don’t have dynamic scoring.

The Democrats had the same problems with scoring as we have.
A lot of things that we talk here about some of the things that can
be done here on long-term care and whatnot, chances are CBO
would probably not give us any credit for any savings, if you will,
in that regard.

Very quick answer, because I know my time has expired.

Mr. HoL1z-EAKIN. Well, some quick points in no particular order.
First, on dynamic scoring. In—three years ago, CBO put out a full
scale analysis of the President’s budget proposals, that included all
the feedbacks, including macroeconomic feedbacks, that was in the
context of the dividend proposal. We have continued to do that
every year. That—we have worked with the Budget Committees to
make sure that that is useful to the Congress, and we are working
with them to see if there are other areas where they would like
more information of that type.

On general issues, and why reasonable people don’t see eye to
eye on budget scoring, I think there are a couple of things that
often come up. No. 1, differential information. That is one that can
be fixed. Any time a member or staff has information that they
think is superior to what we have, we encourage them to bring it
to us to help us improve the scoring process.

Second would be the degree to which we are providing a con-
sensus estimate versus one which might be a deeply held but non-
consensus estimate on the part of a member. I think that is often
a source of disagreement, and I think it is a legitimate source of
disagreement.

And then the final is the degree to which we are capturing things
that are in the legislation. And in the end, we score legislation.
Often, members, in their heads, score their intent, and there are




64

cases where the legislation doesn’t match their intent, either be-
cause it requires implementation, it doesn’t show up in the budget
window, or it—there are just drafting problems. In any of those cir-
cumstances, I think the No. 1 thing is to make sure that neither
side sits in isolation and stews about it. We need to have a good
dialog and open communication to make sure we improve.

Mr. DEAL. The gentleman’s time has expired.

Mr. BILIRAKIS. Thank you, Mr. Chairman. I am sorry it took——

Mr. DEAL. Sure. Mr. Allen is recognized for 5 minutes.

Mr. ALLEN. Thank you, Mr. Chairman, and thank you both for
being here. Comments and a couple of questions.

You know, I noticed the language in your testimony, Dr. McClel-
lan. I am not going to attribute to you. I am sure someone else is
paid to come up with this. The New Freedoms Initiative. The
Money Follows the Person Initiative. The Real Choice Systems
Change Grants. I mean, then you apply it to Maine, and I do ap-
preciate the recognition of what Maine has done, but you began by
saying to ensure people know about their options before entering
a nursing home, this is your testimony, Maine required
preadmission screening and periodic reassessment for all nursing
home residents.

We did that. It isn’t about choice, really. It is not really about
choice. It is about two things. No. 1, we constricted the number of
nursing home beds over a period of time. We tightened up the cer-
tificate of need process, and there was a lot of pain in the nursing
home industry in Maine over those years. It certainly wasn’t a
choice on their part. But beyond that, it was designed to move out
of nursing homes those people who could be served either in a com-
munity-based setting or in their own homes. It was—and so, when
I said earlier that people in nursing homes in Maine today belong
in nursing homes for sure, I really meant that.

We have done a lot between 1995 and 2002. This is just reading
from your prepared testimony. The number of Medicaid nursing
home residents in Maine decreased 18 percent, while the number
of people receiving Medicaid and State-funded home and commu-
nity-based services increased by 78 percent. We have made the
transition that I think you are urging all of us to make. But when
I look at the President’s budget, and what is proposed, we are al-
ready, Maine is already facing a State Medicaid shortfall of $70
million for the next 2 year cycle, due to the FMAP going down 2
percentage points.

One projection is, under the President’s proposal, we would lose
$307 million in Federal funding over the next 10 years, and you
were saying, no, we need to find better tools without spending more
money. This is healthcare, and my view is we are going to spend
more money, because we have an aging population, and that just
goes with the territory.

But my first question is, given States that have already made the
effort to move people out of nursing home care wherever it is pos-
sible, into home or community-based care, is that going to affect,
in any way, the amount of reductions that we are expected to take
compared to other States, with respect to the President’s proposals?

Mr. McCLELLAN. Just first let me say that I appreciate your
pointing out Maine’s experience, where you have seen, as you
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pointed out, a 17 percent increase over 7 years, while more people
are being served with long-term care assistance, and they are get-
ting better results.

If that were the rule and not the exception in Medicaid, we
would be in a lot better shape, in terms of the overall sustainability
of the program. So, that is what we would like to see happen in
a lot of other States, and it is not happening right now around the
country. Most Medicaid beneficiaries do not have a choice and are
not asked these questions regularly about how they want to get
their care.

With respect to what the President’s budget proposals mean for
Maine

Mr. ALLEN. Would we catch a break?

Mr. McCLELLAN. Well, you are going to get some savings, you
know. Some of the proposals that we have made for addressing the
overpayments in prescription drugs and the asset transfer pro-
posals are actually savings for States as well, and with respect to
the intergovernmental transfers, we do want to make sure that we
are implementing them in a way that doesn’t have adverse impacts
on populations that are intended to be served.

And once again, there is good experience from which to learn. We
have been working with lots of States to address and eliminate im-
proper intergovernmental transfers, when we have the authority to
do so under current law, and we have been able to do that success-
fully with most States. So we need to keep moving in that direction
to spend the dollars effectively, and do it within the law.

Mr. ALLEN. But if I can go back, improper intergovernmental
transfers is one way, what you call improper, is one way that we
have been able to care for as many people as we can, and I come
back to what Mr. Bilirakis said. You know, it feels sometimes as
if the administration has, you know, is fixed on the cost number,
but isn’t fixed on the beneficiaries. You know, we have got a
healthcare system in this country, and that is the problem. I mean,
the wheels are coming off this employer-based system, I think, and
so we are struggling with Medicaid, particularly in a down econ-
omy with people losing their jobs, you know, and yet, there is no
recognition that in the best of worlds, it won’t be long-term care in-
surance or reverse mortgages. Something much more fundamental
needs to happen here, which I think is a combination of efficiency
and more revenue, but you don’t get there without more revenue,
but you have to have the efficiency as well, and that is—well, my
time is up, but if you maybe have a quick comment.

Mr. McCLELLAN. I would agree with you. The first priority has
to be what is best for beneficiaries, and again, that is what moti-
vates our proposals on these reforms in Medicaid long-term care
systems.

They help more beneficiaries live a better life, and that ought to
be the first thing that we care about. It just so happens you can
do these things in a way that doesn’t increase Medicaid spending.
We have overwhelming evidence, including evidence from Maine,
that these approaches lead to better results for more people, with-
out increasing funds. If every State had only seen their Medicaid
spending on long-term care go up by 17 percent over the last 7
years, we would be in much better shape than we are today.
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Mr. ALLEN. But Medicaid spending is still rising in Maine.

Mr. McCLELLAN. Well, right, and it is projected to rise under our
budget, too——

Mr. ALLEN. Yeah.

Mr. McCLELLAN. [continuing] by over 7 percent per year. We just
need to make sure that money goes as far as possible in helping
as many people who really need it as possible.

Mr. ALLEN. Thank you.

Mr. DEAL. The gentleman’s time has expired. Ms. Myrick is rec-
ognized for 5 minutes.

Ms. Myrick. Thank you, Mr. Chairman. Thank you both for
being here. And Dr. Holtz-Eakin, I have a question for you regard-
ing the cost of long-term care. We all know it is going to go up. I
think we are kidding ourselves if we say it is not. And what ap-
pears to be a declining availability of donated care. I happen to be
one that thinks that is going to continue to happen, because of soci-
etal changes that have taken place from the way it used to be years
ago, when everybody helped one another.

My concern, and I would like you to, just to expand a little bit
on some of the implications to that on our tax burden on the citi-
zens and on the States, as were talking about before. If we don’t
shift to other utilizations, like greater utilization of long-term care
insurance, private long-term care insurance.

Mr. HoLtZz-EAKIN. Well, I think that the outer bounds, you could
pull out of the numbers we presented, and—doing arithmetic in my
head is a dangerous thing, but the value of the donated care is
hard to pin down. It has ranged from $50 to $200 billion in recent
years. But suppose we picked $100 billion as the value of that, and
suppose that by whatever mechanism, it was translated to public
sector budgets.

That would be spending. Once it was spent, it would have to be
financed somehow, and in the long run, that will mean higher
taxes. If it is in Medicaid, $56 billion of that would be the Feds.
The remainder would be at State and local governments, and you
know, probably not 100 percent of it would show up on the govern-
ment, but you could imagine a third, maybe a half, and that is a
substantial additional need for resources, and it would show up in
taxes in the long run.

Ms. MYRICK. Well, it just to me proves the need that we have got
to do something. We can’t go down the same road we have been
going down, and expect to get a different result. Appreciate it.

I yield back my time, Mr. Chairman.

Mr‘i DEAL. I thank the gentlelady. Mr. Green, do you have ques-
tions?

Mr. GREEN. Thank you, Mr. Chairman. And Dr. McClellan and
I agree that many individuals in need of long-term care would
rather be at home, and we have that example in Texas, are in their
communities and institutional setting. Your testimony reference
our State of Texas, which has taken measures to allow individuals
to move from institutions to the community, and yet, in our last
Texas legislative session in 2003, they set limits on the individual
costs of care for individuals. It is generally recognized that the cost
of long-term care exceeds Medicaid reimbursements to the tune of
$4.5 billion annually, and if you are in an institutional setting, and
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there is a cap on it, these costs are absorbed by the provider, you
know, that. However, in the home and community setting, the low
income families are left holding the bag. Because they don’t have
that ability, they don’t have $4.5 billion. They are typically—they
are taking their mom or their father in, or their aunt and uncle,
and I worry that the only choice they really have will be between
limiting either the scope or the quality of the care in an effort to
make the ends meet.

Does the President’s plan to expand home and community-based
services safeguard Medicaid beneficiaries from that situation, and
ensure that States will provide our community-based Medicaid pa-
tients with quality care?

Mr. McCLELLAN. Absolutely. We have requirements now in place
that we have strengthened in the past year for monitoring the
quality and the safety of services provided in home- and commu-
nity-based waiver programs. States are required to give us an up-
date on those waivers on an ongoing basis, and every waiver that
we get now incorporates these kinds of quality assurance and qual-
ity improvement steps into the actual waiver application, and to
the actual waiver template, and I do think that it is important to
look at how these systems actually perform. We need to keep a
close eye on how satisfied beneficiaries are and whether they are
really getting a better quality of life, which is absolutely our intent,
and can be achieved.

In fact, we have recently reorganized our Center for Medicaid
and State Operations to have one whole office that focuses on the
performance of the Medicaid program, and specifically, the per-
formance of these kinds of waivers. So we are monitoring that more
closely than ever before. It is an important part of a successful
home- and community-based waiver program, and we will keep a
close eye on it going forward.

Mr. GREEN. Okay. And this is a question for either you or Dr.
Holtz-Eakin, and I would like to talk about the Medicaid’s Long-
Term Care Insurance Partnership, as an incentive to folks who
purchase long-term care insurance. If the panel could shed some
light on whether the partnership has actually created overall sav-
ings in Medicaid, and if so, how much, and to what extent has this
program encouraged specifically low and middle income individ-
uals, and those most likely to become Medicaid long-term bene-
ficiaries, to purchase that long-term insurance. Also, is there any
Federal mandate that these long-term policies under these partner-
ships contain some type of minimum standard coverage, so people
will know what they are buying?

It is for both of you really.

Mr. McCLELLAN. Just a few comments. There are four States
that adopted this before the Congressional moratorium was im-
posed, and I think one important bottom line is that for people who
use these approaches to purchase long-term care policies, it does
work. They don’t end up going on Medicaid. It would obviously be
more helpful if we could expand this program more widely. I think
ideas like you are talking about for giving people advice and sup-
port about how to use these long-term care insurance policies to
protect their assets, and get more control over how they get long-
term care services, should be an important part of the expansion
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as well. It is a very important way to help protect people’s assets
and shift the burden from Medicaid to the private sector.

Mr. GREEN. Dr. Holtz-Eakin, can you—I understood there was a
concern that these partnerships actually cost Medicaid more
money.

Mr. HoLTz-EAKIN. When we priced the President’s budgetary
proposals in this area, we came out with what was a $45 million
cost, a modest cost at best, but the key analytic issue is the degree
to which the partnership policies draw their participants from
those who would otherwise have simply bought a private long-term
care insurance policy. And there is lots of survey evidence from, for
example, participants in Indiana, that that is, in fact, how they
looked at it. I could have bought my own long-term care insurance
policy, and I chose this partnership one instead. If so, you won’t get
savings from that avenue. That, in fact, puts people on Medicaid
more quickly. The other possibility is they come from a population
that would otherwise not have any insurance whatsoever, in which
case there would be savings.

So the key issue is, where is the partnership policy drawing its
participants, from those who would buy insurance on their own, or
those who would be uninsured? Our estimate, based on what we
know about the current participants, and those who were likely to
be eligible, was that on balance, it would break so that it trans-
ferred people from the private insurance market to the partnership.

Mr. GREEN. To the partnership. And that is a concern, because
again, low income and middle income people have finite resources,
but it needs to be reasonable enough that they can do it, and yet,
still know what they are buying, so they don’t pay for 5 years, and
then, you know, 5 years later, they say I can’t afford it, and so they
drop it, and so, they've got nothing. But that is why there needs
to be some kind of minimum standard, like we do for supplemental
policies for Medicare.

Mr. HoLT1Z-EAKIN. And if I could just add, I think this is part of
the long-term goal of getting more people into long-term care insur-
ance if they have got the means to do so. You know, people who
are already in their seventies or eighties, and who are really on the
edge of going—of needing these kinds of services aren’t the main
target for this program. It is people who are baby boomers, who
may be coming into needing long-term care services over the next
five or 10 years, so you are not going to see the short-term impact
as much as you can make the Medicaid program more sustainable
for the long term. If we have got the middle class buying and pro-
viding for their long-term care services more on their own, and this
is one of a number of strategies to do that.

Mr. GREEN. Okay. Thank you, Mr. Chairman.

Mr. DEAL. Mr. Shimkus is recognized.

Mr. SHIMKUS. Excuse me. Thank you, and I appreciate you all
coming in, and your patience, and I also thank the patience of