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THE IMPLEMENTATION AND SUSTAINABILITY
OF THE NEW GOVERNMENT-ADMINISTERED
COMMUNITY LIVING ASSISTANCE SERVICES
AND SUPPORTS (CLASS) PROGRAM

THURSDAY, MARCH 17, 2011

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

The subcommittee met, pursuant to call, at 9:30 a.m., in room
2322 of the Rayburn House Office Building, Hon. Joseph R. Pitts
(chairman of the subcommittee) presiding.

Members present: Representatives Pitts, Burgess, Shimkus, Mur-
phy, Gingrey, Latta, Cassidy, Guthrie, Barton, Pallone, Dingell,
Towns, Capps, Schakowsky, Weiner and Waxman (ex officio).

Staff present: Clay Alspach, Counsel, Health; Howard Cohen,
Chief Health Counsel; Brenda Destro, Professional Staff Member,
Health; Paul Edattel, Professional Staff Member, Health; Julie
Goon, Health Policy Advisor; Debbee Keller, Press Secretary; Ryan
Long, Chief Counsel, Health; Jeff Mortier, Professional Staff Mem-
ber; Katie Novaria, Legislative Clerk; Monica Popp, Professional
Staff Member, Health; Heidi Stirrup, Health Policy Coordinator;
Kristin Amerling, Democratic Chief Counsel and Oversight Staff
Director; Phil Barnett, Democratic Staff Director; Alli Corr, Demo-
cratic Policy Analyst; Ruth Katz, Democratic Chief Public Health
Counsel; Purvee Kempf, Democratic Senior Counsel; Karen Light-
foot, Democratic Communications Director, and Senior Policy Advi-
sor; Karen Nelson, Democratic Deputy Committee Staff Director for
Health; and Mitch Smiley, Democratic Assistant Clerk.

Mr.PirTS. The subcommittee will come to order. The chair will
recognize himself for an opening statement.

OPENING STATEMENT OF HON. JOSEPH R. PITTS, A REP-
RESENTATIVE IN CONGRESS FROM THE COMMONWEALTH
OF PENNSYLVANIA

The Community Living Assistance Services and Supports pro-
gram, the CLASS program, a government-run long-term care insur-
ance entitlement, was included in last year’s health reform law,
seemingly as part of a budget process to make the law look less ex-
pensive than it really is. Since participants will have to pay into
the program for 5 years before becoming eligible for any benefits,
CBO estimates including the CLASS Act in Obamacare reduced the
10-year cost of the legislation by $70 billion. With CBO estimating
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that the CLASS program will begin running a deficit by 2030, and
CMS’ own actuaries estimating that the program will go into deficit
in 2025, a taxpayer bailout may look very attractive to future Con-
gresses, when premium increases and benefit cuts can no longer
make up the shortfall.

While Obamacare specifically prohibits using taxpayer funds to
finance CLASS, Congress can always pass a new law to allow the
practice. Additionally, Congress can redirect funds from general
revenue into the CLASS Independence Fund, if it needs to.

The concerns about this program are not limited to Republicans.
In October of 2009, Senators Kent Conrad, Joe Lieberman, Blanche
Lincoln, Mary Landrieu, Evan Bayh, Mark Warner and Ben Nelson
sent a letter to Senate Majority Leader Harry Reid asking him to
strip the CLASS Act out of the pending health care reform legisla-
tion. They argued “We have grave concerns that the real effect of
the provisions would be to create a new Federal entitlement with
large, long-term spending increases that far exceed revenues.” And
Kent Conrad, the Democratic Chairman of the Senate Budget Com-
mittee, famously called the CLASS Act “a Ponzi scheme of the first
order, the kind of thing that Bernie Madoff would have been proud
of.”

More recently, on February 16, Secretary of Health and Human
Services Kathleen Sebelius testified before the Senate Finance
Committee and admitted in an exchange with Senator John Thune
that'21 the CLASS Act is “totally unsustainable.” Those are her
words.

It seems the concerns with the CLASS program are widespread,
and I believe we can all agree that we do have a serious long-term
care problem in this country as the costs are driving people into
bankruptcy and weighing down the Medicaid program. We do need
to address the issue, and the private sector, which already offers
long-term care products, must be at the center.

[The prepared statement of Mr. Pitts follows:]

PREPARED STATEMENT OF HON. JOSEPH R. PITTS

The Community Living Assistance Services and Supports (CLASS) program, a
government-run long-term care (LTC) insurance entitlement, was included in last
year’s health reform law, seemingly as part of a budget gimmick to make
Obamacare look less expensive than it really is.

Since participants will have to pay into the program for 5 years before becoming
eligible for any benefits, CBO estimates including the CLASS Act in Obamacare re-
duced the 10-year cost of the legislation by $70 billion.

With CBO estimating that the CLASS program will begin running a deficit by
2030; and CMS’ own actuaries estimating that the program will go into deficit in
2025, a taxpayer bailout may look very attractive to future Congresses, when pre-
mium increases and benefits cuts can no longer make up the shortfall.

While Obamacare specifically prohibits using taxpayer funds to finance CLASS,
Congress can always pass a new law to allow the practice. Additionally, Congress
candredirect funds from general revenue into the CLASS Independence Fund, if it
needs to.

The concerns about this program are not limited to Republicans. In October 2009,
Senators Kent Conrad, Joe Lieberman, Blanche Lincoln, Mary Landrieu, Evan
Bayh, Mark Warner, and Ben Nelson sent a letter to Senate Majority Leader Harry
Reid, asking him to strip the CLASS Act out of the pending health reform legisla-
tion.

They argued “We have grave concerns that the real effect of the provisions would
be to create a new Federal entitlement with large, long-term spending increases
that far exceed revenues.”
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And Kent Conrad, the Democratic Chairman of the Senate Budget Committee, fa-
mously called the CLASS Act “a Ponzi scheme of the first order, the kind of thing
that Bernie Madoff would have been proud of.”

More recently, on February 16, Secretary of Health and Human Services Kathleen
Sebelius testified before the Senate Finance Committee and admitted in an ex-
change with Sen. John Thune that the CLASS Act is “totally unsustainable.”

It seems the concerns with the CLASS program are widespread and I believe we
can all agree that we do have a serious long-term care problem in this country as
LTC costs are driving people into bankruptcy and weighing down the Medicaid pro-

gram.
We do need to address the issue, and the private sector, which already offers LTC
products, must be at the center.

Mr.PrrTs. I now yield to my distinguished vice chairman, Dr.
Burgess, for the remainder of the time.

OPENING STATEMENT OF HON. MICHAEL C. BURGESS, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS

Mr.BURGESS. I thank the chairman for yielding.

I too have concerns with the CLASS Act. I feel it is not sustain-
able as presently drawn, and perhaps my biggest concern is that
it gives people the wrong impression of what they now have under
the Patient Protection and Affordable Care Act. We heard multiple
people testify back in 2005 when we last looked into this that there
was a concern that people were anesthetized as to their require-
ments for having some type of long-term care insurance, and I fear
that this CLASS Act does again give people the false impression
that now the government is going to pick up this expense, and in
fact, nothing could be further from the truth. And then of course
from the standpoint of employers, yet again another Congressional
mandate placed upon them.

The CLASS Act is not an answer in search of a problem. We all
know the problem exists. Unfortunately, this committee last really
debated long-term care and long-term care issues in 2005. We
never really got a chance to cover it during the debates on the Pa-
tient Protection and Affordable Care Act. It is just a fact of life:
Some of us are going to get older. As we get older, the likelihood
that we will need some type of long-term care assistance grows,
and I have to tell you, I have got a long-term care insurance policy.
I bought it just after I turned 50, long before I ever ran for Con-
gress, and I didn’t buy it because I read an article in Health Af-
fairs, I didn’t buy it because I saw something on C—SPAN that im-
pressed me that I ought to have it, I bought it because my mother
told me if I didn’t want to be a burden on my children, I would at-
tend to that while I could.

So for some people, unexpectedly early in life, an injury happens
and well over 4 million people under age 65 are in need of such
care. Nine million Americans over 65 need some type of long-term
care. The care can be costly and the segment that the government
picks up through Medicaid is an impressive number. A figure that
was produced back in 2005 when we had hearings on this that if
we could move a third of projected seniors off of Medicaid into long-
term care insurance in the latter 5 years of the 10-year budget win-
dow, which would be now, the Federal Government would save in
excess of $150 billion, something that in fact could be quite useful
today.
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The problem is hard. The answer is elusive. Market knowledge
is important but it can be confusing for the consumer, but I believe
with the CLASS Act, we have taken a step in the wrong direction
because we have given people the impression that they now have
something which in fact they may not have.

I thank the chairman for the consideration. I will yield back the
balance of my time.

Mr.PITTS. The chair thanks the gentleman and yields 5 minutes
to the ranking member, Mr. Pallone, for an opening statement.

Mr.PALLONE. Thank you, Mr. Chairman.

OPENING STATEMENT OF FRANK PALLONE, JR., A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF NEW JER-
SEY

You know, Mr. Chairman, I have a great deal of respect for you
and also for Dr. Burgess, but I have to start out by dispelling some
of the things that both of you said. I mean, first of all, I have to
say, I am getting very frustrated because it seems like almost
every hearing is an effort to repeal or debunk or defund something
that is in the Affordable Care Act and suggest that somehow it is
not real, and this is just another example of it. I mean, the CLASS
Act is very real. It is providing community-based services, cash so
that people can actually get community-based services. It is real.
It is not something that is fiction that we are kidding people about.
They will be paying into a trust fund. They will get the money back
when they become disabled and need to go out and use that cash
to buy community-based services so they can stay in the commu-
nity.

The other thing that really bothers me is that I don’t hear any
alternatives coming from the other side. I mean, Dr. Burgess cor-
rectly said that there is a real need for long-term care and support
services, and this he says is no good. Well, what is the alternative?
I don’t hear it.

We made a concerted effort, myself, Mr. Dingell and the late Sen-
ator Kennedy, who was the Senate sponsor of this bill, to come up
with a program that offers an alternative to provide services for
disabled Americans so they can remain in their homes and in their
communities. It was not put in as an effort to try save money for
the health care reform. We have been advocates for this for many
years. You talk about three people, I am the youngest of the three.
I have only been here 23 years. Mr. Dingell and the late Senator
Kennedy were here for a lot more years advocating for this legisla-
tion. It just happened to be that there was an opportunity to move
this in the context of the Affordable Care Act, and we did it be-
cause we know that there are 10 million Americans in need of long-
term services and that number is expected to increase to 26 million
by 2050. Meanwhile, more than 200 million adult Americans lack
any insurance protection against the cost of long-term services. As
a result, nearly half of all funding for these services is now pro-
vided through Medicaid, which is a growing burden on States and
requires individuals to become and remain poor to receive the help
they need, which is a terrible way to operate.

So as Americans continue to age, we are faced with an impend-
ing crisis in long-term care. The implementation of CLASS offers
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a new approach that builds upon our existing safety-net system
and helps our elderly and disabled finance the long-term care they
need to remain active and productive members of their commu-
nities for as long as possible. Now, I know this doesn’t address
nursing home care. I am fully aware of that. But the need for com-
munity-based care is just as important as a method of financing
long-term care in the nursing home. The nursing homes are paid
for by Medicaid but a lot of these services that people would be
able to access through the CLASS Act are not even provided by
Medicaid. That is why it is necessary. It is a voluntary self-fi-
nanced program designed to assist Americans who choose to par-
ticipate to proactively prepare for their future. People are taking on
responsibility, basically saying I want to prepare myself, I am will-
ing to take the responsibility. It focuses on personal responsibility,
ensures as many choices as possible are available to those needing
future services.

I know my Republican colleagues have concerns about the pro-
gram’s sustainability and its impact on the budget deficit, but to
them I would say that the Secretary has the tools she needs in the
bill to make sure this program does not grow into a new entitle-
ment. The chairman said it is an entitlement. It is not. In fact, the
law requires that she certify the program to be actuarially sound
and deficit-neutral. If anything, this program helps alleviate deficit
problems. As the CBO noted in its analysis, CLASS could save
Medicaid $2.5 billion in the first 10 years, possibly additional sav-
ings after that, and conversely, the CBO estimates that repeal of
CLASS would add $86 billion to the Federal deficit. I continue to
remind my Republican colleagues, if you start repealing the provi-
sions of the Affordable Care Act, CLASS or some of the others, you
are going to increase the deficit, and I strongly believe CLASS is
an important step in the evolution of public policy because it is a
framework based on the principles of independence, choice and em-
powerment. CLASS is about ensuring you have the services and
support you need to remain independent members of society, which
is what all of us want.

Now, I was going to yield to Mr. Dingell but I think he is going
to come later, so let me ask unanimous consent, Mr. Chairman, to
enter into the record a narrative essay by Michael Ogg from New
Jersey titled “Running Out of Time, Money and Independence?,”
which I think powerfully illustrates the realities of the current
long-term care environment.

Mr.P1irTs. Without objection, so ordered.

Mr.PALLONE. Thank you.

[The information follows:]
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wonien, but sotne, liké Serge; are men:
Virtdally “every. ‘assistant. I've ' known'
is: either. African ‘American or! an
grant, generally frofthe: Caril
bean of Africa, Serge is' Haitian: and

‘doesn’t speak: any English; we commu-
“nicate: entirely in French; Pérsonal care

assistants have told mie distréssing sto:

riesabout how certaift clients won'tleta:
‘black: person look after them o treat

black assistants in demeamng and d1

respectful ways:: : :
“-Although'I'no longer work, my ‘days

are full. 1 auditcourses atthe noted local =

- ‘university. I condiict community acces-

bility projects: for: various groups-—

checking: ‘and advocating compliance:

with “the ‘Americans - with Disabil

Act for, pedesman crossings, accessx il
ity of parks and mass transit;and soon. 1
take the train into New York Cxty and

and manage  personal care

Phil

Iphia to attend concert andvxs:t;

on April 28,2011




i ;museums. .
-I'dothe usual errands, t00, whlch al

: ways take meextratime to complete For -
some. of them;, such as grocery.or other
shopping; I take the bug or sxmply ‘goby:
wheelchair, I buysi some grocenes online, -

“bowels. After that, I must wait for close
to fourteen houts—until evening, when':
“Serge: arrives:

‘(The suprapubic: tubge
leading'to the leg bag takes care of my
urinary: mconunence) This a.n'angev
ment requires that 1 be completely in

ofm‘ungs".‘B‘ut‘I;cah’t afford more care; so -

I must make do. Sometimes, when my
“rightarm is tooweak to lifta cup or grab

a:‘snack bar, T must:wait for Serge to: :
arrive to'have water orfood. I'd be safer.’
with some care durmg the day, bt if

but thé selectic 15 bett

woiatimyslocal ‘supermiarket and: faruiers’
“Tcan’ do most il paying:and

miar]
~-“banking online, which makes 4 huge
difference. because writingis - almost
: xmpossxble for'me: :
“Toaccomplish all of the
rust start my days: carly. But
personal care assistants willing to arvive

satianearly-hour ig dlfficult Bve bem;‘

‘lucky thh Nehta

X Mommg* Nelita :
Nelita arrives at 6:00 &m: Her ‘:mght
©smile and cheerful demeanor make the.
~early start easy, Although Haitian hike
Serge; she has beéen inthis couritry long

~énough to have become Americanized;
“and she prefers speaking ‘English to
““French, (As with most Haitians, her first

Sth iy body, inchids
and healthily.
Notallp

re assistanit der—

“stand: the m:portance of- (horoughly
cleaning the ‘anal:area after a bowel -

movement; but Nelita does. Perinteal hy

" giene (cleaning ‘the’ area’ between the
“anus'and the scrotum) is espetiallyd u'n ‘
portant, a§ I remam seated the. enth
day.:So:the next step 1§ using the lift-

0 move e from.

‘.mgwell;

‘goes seriously wrong, L can

‘count on iy personal care assistant

agencty to provide emergency. help, i
Inarecent week Thad two experiencs

és.th derscore these Td

:}ust héated: my dmncr~chicken curty:

‘with 2 nice;-steaming: hot sauce--and
‘was moving the bowl from the: stove

- toptomylapﬁay ldroppedlt Thesatice

doused myleft hand, Because of spastic-
myleftarm orhand;and. -

head ‘to toe, especxaliy ‘my perineun.
Personal care assistants have told e

‘about clients who are too embarrasséd
to‘allow a thorough cleaning, especially
arotnd their genitals and:anus; This
cleansing--as well as:careful visual fn-
‘spection of the buttocks—is critical to

the preventmn -and aarly ‘detection of

< language is Haitian Creole, she fearni "“_

French in school) 1
Whien Nelita arrives, Pinin bed Even

i infections.
Whenever 1 can, 1still shave my face’

“myself, moving: rhe razor blade down:

- thouighT can't move mylegsor i1
can raise the head of my hospital bed:

“with the push of a button, bringing my-

| self almost 1o a smmg posmon. get

sthrough:the st
skin' feeling clean’ Shaving myself is,
~admittedly, irrationial. Nelita sometinies
must. support my. torso. while 1 shave,

e oiit of bed; Nelita p

cthe ceiling Hift device under eachof my:

legs, tucks supports under Iy Armpits

ipresses the controls toxaise me off the
bed, transport me along the overhead
‘track;. and:lower: mie mto Wy power.
wheelchair; which has: bi Ting

on either side of my chest; and then .

and:occasionally: I' fail, Teaving her'to

finish the job. ButI persist with shaving;

cmostly because T don’t want'to give up
‘the lagt Little bit of selficare thaticando.:
After thoroughly ‘drying’me; Nelita:
performs:her final personial care tasks:

& gcttmg i dressed. Most adults never

i  wheelchair seat it maximun tilt; about

theit ! specific

its batteries ovcrmght at an oudet m‘

“ my bedroom.
Th:s eritire procedure takes about Wi
&s..Once U in the p

It said that people with disabi

seent obsessed with bladder and bowel.

i functioning, But here’s my reahty Onee:

: - Nelitaleaves, T’ malonemmywheelcha:r
forthe réstof the day, and Tean’tgetini

- oroutofit by myself; even sing the lift
“device; So each morning when Nelita
uses the Tift t6:place ine on the toilet, 1

: bave only one opportunity:to move, my:

‘chiair; "

oy first stopkxs the kitchen foracup of -

i coffee—both to help me wake uprand to

i stinulate muSeular contractions:in the
; howel The next stop is the toilet.:

dressing preferences——mckmg inashirt
this:wdy, adjusting” frousers: that way.

But 1 ¢an’t adjust anything myself: So
~how Nelita dresses me in'the morning.
is how Pl stay all day. Duting our time
“together, she’s leared what Ilike,
Before she leavés; around 7:45, Nelita®
" Sometimes helps me get breakfast oF
‘does other chores, like laindry or taking
“out: the garbage After she leaves,

'm alone

Daytime' Alone Wlth No PCA

-No other personal care assistanit comes
untl Serge arrives at 928 pim. - Of

course, they could s only: a quesnon

vaded frdm;oontan(,l"xeanhaﬂaits‘crg by Heallh Affairs on A it
e by:gulest it :

flet onto! the
o shower commiode chair and into the -
< roll-in shower, where Nelita bathes e

;ty, I

the stearning sauce began scalding
flesh. T couldn’t put my hand under the
cold water in/my sink. 1 tried usmz my.
right hand to direct onto’

;leaving'my '

my-left hand, but 1 succeeded‘ onlyin
soaking my clothes and wheelchair: 0

“Icalled 91Twith my cell phone, and the = :

police arrived right away, followed by
emergency medical technicians (EMTs),

Ive regzsfered as. dxsabied with Jocal :

 the digital -lock: combination: for my

front door: The EMTs immediately ap
pliedanice pack stoppinig:the bummg,
and my left hatid appeared relatively uns
‘scathed. There: was no: blistering;” and i
the ice pack eased the pain;soldeclined

their offer to! take e o, the hospital.-

Because 1 was' soaked: and: the kitchen

‘amess, T dialed the agency's number. 1 -
reached  the on‘call -supervisor, and -
‘Serge’arrived thhm thmy mxnutes'f

‘and cleaned me up.
A few days  Tater, T posmoncd my

45 degrees which I'do periodically:to -

take weight off my buttocks and to pres

vent pressure ulcers, Coming outoftilt,

“my- wheelchair Tost s  power. Tt was:
dead. Unmovable, With my cell phone, '
“which Taiways have with me, Tcalled the 7 0

whielchairvendor. It doesti’t have emér:
gency service, and all it could offerwas

“tosénda techmman tomy home assoon: o
as poss SR
Twas comp]etely stirck, starmg atthe

ceiling, My laptop computer wasafrus-

~ trating three inches from my fingertips,

-and T'd forgotten to place a book in my*
“wheelchair’s pouch. Food and ‘water
‘omight-as well have: been' miles’ away:

After two hours of. smmg, stranded; 100
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: the' agency to:see: n“ they cou}d
“send someone over,

Shortl ‘thereafter,: the wheelchaxr

X arrived.: The of
thejoystick; lacated onithe rightkannrest :
~and used: to maneuver the wheelchair,
something easily .
fiked. As the technician was doing this,

had gotten dislods

‘the - husband “of | the ‘ageney’s: owner
showed up. Held been deployed:to hclp

e bui; fortunately, Was o longer

: ‘needed

Wormes About The Future

" That assurance allows me to live as nor-:
-mala lfe 3¢ possible: IT's no exaggera:

onito-say thatit's the thread that holds™
‘me:from the slippery slope of self-pity

and:despair;:Nonetheless, P a realist;

and1know I need to plan for the future.
In: contrast fo - Medic

requires all states to-offer it. Yet the ac

tual amount of Medicaid coverage fot

persaial tare: assistance vaties: from

_state to state, and that amount often

dviring: periods o

as states ot Medxcaxd Costs to balance

ST Eplan to watch my L ETOW up
rand live many, years asadults: Burwithin

‘afew years, T won't have the mioney to”

afford personal ¢are assistants. My Tong:

terin care nsurance will rin out in five
~years or so, Having worked primarily as.

s umversxt'y professor, 1 have only
motest savings, most of which T spent:

‘.t purchase And rerovate my:home,
easily qualified for Social Security.

:abil ity Insurance,;asima permanentUS

resident; ‘and after the obligatory two-

“year:
Medica
‘persanal care assmtants.

T:began receiving

. But:Medicare-doesn’t cover‘ ance 1
: © Spite-that, give)

NewJersey is amung the less generous
i

;- Medicaid .
does cover personal care dssistance a6
ote benefit; and the federal program:

years:and. work foratleast {hi—ee before

~they can teceive benefits; so no benefits
will-be paid ontil 2017, On’the other

hand, theredisno lifetime payment limit;
NOF is thez‘e any pre-ex:(stmg cond

Evemng* Serge
s

8 pm.; and Serge arfives: To- o

night, I don’t resent hiscoming: Fvejust

“shopped: online for: groceries, and ‘2

friend brought by somé items from the

“local Asian supermarket; 'm an adven:

turous: cook, but I:lack: the ‘requisite:

iphysical abilities. Serge happily serves
Jasimy sous-chef,

cing-and dicing as

sstates for-Medi
“term care service

tion; T nced to bein New Jersey. By put:
ting my house'into a trust and making

“other’ financial arranigements, Tl be
s dressed; helpmgmebmshmyteeth
five years: by the tme my long-term
health insurance rins out, With New Jer-
“sey’s current budget crisis; and pendmg

able to become eligible for Medicaid it

Butit’s my “only: op-‘

g me out of my whaelchaxr, and:posi:

Cutss o servi

;- of pérsonal care assis:

gram, ‘Tqualified to receive dxsabﬂxty 2

“Support: from my state; N ew Jersey, with

(When'my: county’s Office on Disability

" Services assessed my personal care a
sistantneeds, itdetérmined Ineedabout

twenty-eight houts of help a week. To

“stretch my funds, 1 use only twen
oné hotrs)) But'1 don't use: the desx
‘natecl agencxes
The: state: pays: these agencxes only
62 percent-of 'what I pay my pnvate
“-agency, and I don’t trust those lower-
< paid service agencies to be ad reliable

ag the one Tuse. by addition. Perscmal o

‘care from those

I'm:working 'to o‘fganiz‘e
Médicaid eligibi .

ty:

In the Hot-too- dxstam fature; havmg :
personal cire assistants through Medic:
id will be the only way Fean live inmy.
home: Pl have exhausted iy ability o
pay for assistants myself 1t Medicaid’s
‘personal care assistant coverage is inad*
equate:to my needs, I'might be forced
:Safito-Dorningo; and she has now re

into: an institution;  like: vther people

< without sufficient resourdes {o' pay for

assistants:

It stoolateforme butthe Commumty :

;s Xpt

‘long 251 can

- Before then, we:discuss Serge’s wife.

:She was visiting in Haiti on January 12,

2010, 'when' the masswe eanhquake
struck;‘and she ‘sust

s Serge was désperate to brmg her
back 1o the United States. Unable'to
speak] Enghsh he ¢ouldn’t make the nec:
essary. inquiries with: the aitline: ¢
organize her flights. This is somethmg
that Feould dofor him.

1 was able to'get héron a fligh

tarned: ‘to-the ‘United States, Sergeis
gratefal for thishe

* natéd agencies wouldn't be free!
© fieed to pay some fraction of the cost

. With the agencyTuse, Tknow thatLwon't
be stranded; that Lwon’t have to spend

d $tl[i~

vices and

; (CIASS) Adt partofthe 2010 health care.

reform, could provide signifi cant Tonig=:
inithe future for:
{“people ina situation simila¥ to. mine..
ill:start in 2011, and the:

termi care: benefits

‘The program’
secretary of health and hurmian services

The )ob they: perfom——the

tance: they: provide~allows ‘me:to
live: as normal and fulfilling a life in: >
iy - own: home: andcommunity as: L
can. s > PO

is d to et benefits:
mence enrollment in October 2012,

Enrol

nd coms

ust pay. premiums for five:

com) igraretifed,
est. Wmdsor Nowi

Michael Ogg (oggmich
physics professor: whc
ersey.
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Mr.PiTTs. The gentleman’s time is expired. The chair recognizes
the chairman emeritus of the committee, Mr. Barton, for 5 min-
utes.

OPENING STATEMENT OF JOE BARTON, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF TEXAS

Mr.BARTON. Thank you, Mr. Chairman. I am going to yield some
of that time to Dr. Gingrey.

Last April, a month after PPACA was signed into law, the Cen-
ters for Medicare and Medicaid Services’ chief actuary, Richard
Foster, released a report entitled “Estimated Financial Effects of
the Patient Protection and Affordable Care Act.” He estimated that
by 2025, 15 years after PPACA was signed into law, projected ben-
efits of this program would exceed revenues. CBO has estimated
that benefits paid out will exceed premium payments by 2030, and
Health and Human Services Secretary Kathleen Sebelius deemed
the program as being totally unsustainable. Let me repeat that, to-
tally unsustainable. Regardless of when this program is expected
to become insolvent, we need to examine the CLASS Act to ensure
that we are not creating another Federal entitlement program
which will simply be a burden on our Federal budget. Last Con-
gress, as the ranking member of this committee, I asked then-
Chairman Waxman to bring Mr. Foster in to testify regarding this
report and the sustainability of the program. Chairman Waxman
was not able to do that, so I am very glad that Chairman Upton
and Chairman Pitts have agreed to do it in this Congress.

With the state of our economy being what it is right now and the
massive debt that we are incurring, I think it is imperative that
we rein in spending in order to protect our country’s financial sta-
bility. Long-term care is a serious issue, and I believe that myself
and all Republicans are very willing to support some sort of a pro-
gram for long-term care but it must be one which is sustainable
and which is fiscally responsible. The program that we have in cur-
rent law is not sustainable and it is not fiscally responsible. There-
fore, we need to review it and hopefully reform it.

[The prepared statement of Mr. Barton follows:]

PREPARED STATEMENT OF HON. JOE BARTON

Mr. Chairman, thank you for holding this important hearing. Last April, a month
after PPACA was signed into law, the Centers for Medicare & Medicare Services’
chief actuary, Richard Foster, released a report entitled “Estimated Financial Ef-
fects of the ,Patient Protection and Affordable Care Act.” He estimated that by 2025,
15 years after PPACA was signed into law, projected benefits of this program would
exceed revenues. The Congressional Budget Office (CBO) has estimated that bene-
fits paid out will exceed premium payments by 2030. And the Health and Human
Services Secretary, Kathleen Sebelius, has deemed the program as being “totally
unsustainable.”

Regardless of when this program is expected to become insolvent, we need to ex-
amine the CLASS program now to ensure that we are not creating another Federal
entitlement program that will overwhelm our Federal budget. Last Congress, I
asked then-Chairman Waxman to bring Mr. Foster in to testify regarding this re-
port and the sustainability of this program. I'm glad Subcommittee Chairman Pitts
has decided to examine this program.

With the state of our economy right now, and the massive debt we are incurring,
it is imperative that we rein in spending in order to protect our country’s financial
stability. Long-term care is a serious issue and should be addressed. But it must
be addressed in a fiscally responsible manner, one which creates a solvent program
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which benefits those who need care, and does not just create another massive enti-
tlement program.

Mr.BARTON. With that, I would like to yield 3 minutes to Dr.
Gingrey of Georgia.

Mr.GINGREY. Mr. Chairman and the gentleman from Texas, I
thank you for yielding.

Mr. Chairman, if we could stop the clock just for a second to let
me ask you a question? Are we each going to get 2 minutes for an
opening statement or not?

Mr.P1rTS. No, we were just

Mr.GINGREY. OK. Thank you, Mr. Chairman, and I thank the
gentleman from Texas.

OPENING STATEMENT OF HON. PHIL GINGREY, A REPRESENT-
ATIVE IN CONGRESS FROM THE STATE OF GEORGIA

The CLASS Act attempts to address an important public policy
concern, the need for non-institutional long-term care, but that is
not why we are here today. We are here today because the CLASS
Act, according to CBO, the President’s own debt commission and
even the Administration is financially unsustainable and a poten-
tial time bomb for the Federal budget and our economy. To quote
the President’s debt commission, “Sustaining the program over
time will require increasing premiums and reducing benefits to the
point that the program is not able to accomplish its stated function
of caring for the sick and disabled.” Absent reform, the debt com-
mission concluded, “The program is likely to require large general
revenue transfers or collapse under its own weight.”

To sum it up, the CLASS Act is a new entitlement nightmare
created by or included in, as the gentleman from New Jersey said,
Obamacare that when it fails it could harm disabled patients that
would depend on it as well as Medicare seniors who are currently
facing an unsustainable Medicare program of their own. So Senator
Conrad, current chairman of the Senate Budget Committee, called
the CLASS Act, and I quote him “a Ponzi scheme for the workers
who are encouraged to sign up. The perpetration of a Ponzi scheme
requires an ever increasing flow of money from investors, American
workers in this case, to keep this thing going and it is ultimately
destined to collapse.” So my question is, is Senator Conrad right?
This country does not need another Bernie Madoff fraudulent in-
vestment scheme, especially one run by the Secretary of the Health
and Human Services.

And I want to close with the debt commission recommendation
for CLASS. The commission advised the CLASS Act be reformed in
a way that makes it credibly sustainable, and if that is not pos-
sible, we advise it to be repealed.

Mr. Chairman, I am not seeing anything that would lead me to
think this program can be made credibly sustainable, and if I am
not convinced otherwise after today’s hearing, and certainly we will
listen carefully to the witnesses, I will be dropping a bipartisan bill
today with my good friend, Dr. Charles Boustany, the gentleman
{)m? Louisiana, to repeal this program once and for all, and I yield

ack.

Mr.PirTS. The chair thanks the gentleman.
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Mr.BARTON. With that, I would like to yield to Mr. Shimkus the
remaining time.

Mr.SHIMKUS. Thank you, Mr. Chairman, Mr. Ranking Member.

The national government is headed off a cliff. Our budget con-
sists of Medicare, Medicaid, Social Security, interest on the debt
and the discretionary budget. All are following the actions of the
Congress today just trying to get to the end of a budget fiscal year.
How in the world do we add another entitlement to the mix? How
gtl)l?we take 5 years of revenue making promises that we can’t ful-
1117

This is a crazy process and I am glad we are having the hearing,
and I yield back.

Mr.PrrTs. The chair thanks the gentleman. The gentleman’s time
is expired. The chair recognizes the ranking member, Mr. Waxman,
for 5 minutes.

OPENING STATEMENT OF HON. HENRY A. WAXMAN, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF CALI-
FORNIA

Mr.WaxMAN. Mr. Chairman, today’s hearing is about much more
than the nuts and bolts of the CLASS Program. At its core, this
meeting is about an issue that has touched virtually every person
in this room, public and private alike: the indignity, the burden
and the expense of long-term-care services and supports and our
lack of a decent, reasonable and accessible program for those in
need of this kind of assistance.

The problem has been with us for a long time, and it is growing.
With the aging of the Baby Boomers, the numbers are, indeed,
quite staggering, and I am sure we will hear much more about that
point from today’s witnesses. But rather than facing the challenge,
we have pushed the problem aside year after year, pledging to
those in need that with just a bit more time, we could get a good
program in place. And if the Republicans decide they want to re-
peal this program, I would like to know what they are going to put
in its place. We still haven’t heard what they want to put in place
for the health care reform that they want to repeal and replace. We
know they want to repeal. What do they have to offer?

Almost a year ago, we tried to keep the promise. In creating the
CLASS Act, a voluntary, self-sustaining, privately financed and
beneficiary-driven effort, we set in motion a process that will allow
the elderly and the disabled to be able to stay in their homes and
in their communities when they are no longer able to do so inde-
pendently. Shame on those who would take this promise away and
put nothing in its place.

Having said that, all of us who support the CLASS program—
members of Congress, HHS, advocacy organizations—all readily
agree that much work needs to be done before the program is ready
to go live in 2012. That is what the 2 years of preparation time and
the Secretarial discretion and flexibility provided for in the enact-
ing legislation is all about.

So let us get on with that task. Let us learn today about where
the program is and where the program is going and how it plans
to get there, and let us be assured that the requirements of the law
will, in fact, be met. But along the way, let us not forget who and
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what brought us to this point: the Tony Youngs of America—Tony,
we are going to hear from later, is one of our witnesses—their fam-
ilies, and the discouraging and often devastating experience of sim-
ply wanting to stay put and remain engaged and productive, and
being told that is not possible.

The CLASS program is designed to change all that. Let us give
the CLASS Act a chance and keep our promise to those who have
waited so long for meaningful reform.

I want to yield the balance of my time to Mr. Dingell.

OPENING STATEMENT OF HON. JOHN D. DINGELL, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF MICHI-
GAN

Mr.DINGELL. Mr. Chairman, I thank my good friend, Mr. Wax-
man, for giving me this time, and I commend you for having this
hearing. Oversight is an extremely important undertaking, and
this will enable us to come to conclusions as to what is the best
thing for us to do with regard to the CLASS Act and how it can
best be made to enable us to serve a terrifying unmet need for all
of our people.

This is a proposal that was put into law, as you will remember,
by the ranking member of the Health Subcommittee, Mr. Pallone,
and by my dear friend, Senator Kennedy, and I, and it is vital pro-
gram and part of the health reform law. It will fill an enormous
unmet need in our society: affordable long-term care services and
support for 10 million Americans in need of long-term care now
and some projected 15 million Americans that are going to need
that by 2020. Currently, Americans in need of long-term -care,
whether they are functionally disabled or elderly, find themselves
with few options, if any. Private long-term care insurance is avail-
able but options are limited and costs are too burdensome for many
families. This legislation, the CLASS Act, is not an entitlement
program, it is a voluntary program, and in our review today, if we
will work together, we can come up with an intelligent way of mak-
ing it work and be acceptable in terms of the budget constraints
and concerns that we have, and I call on my friends to approach
it that way rather than to seek to repeal a program which has so
much opportunity to help and benefit our people who have des-
perate needs and their families who suffer.

Medicaid cannot continue to be the only affordable long-term
care service available to Americans, and I would call on my col-
leagues to know that the CLASS Act enables people to pay a part
of their costs through premiums which they pay prior to the time
that they have need of the program. That is an extremely impor-
tant difference between it and Medicaid, and my urging to my col-
leagues on both sides of the aisle, particularly the Majority, is let
us work together to make this a good thing, to make it work for
all the people and to stop some of this nonsense about fighting
about legislation of this kind when in fact we could work together
to make things better for Americans in a fiscally responsible and
proper way.

I thank you for holding these hearings and I thank my colleague
for yielding me this time.
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Mr.PitTs. The chair thanks the gentleman. The gentleman’s time
is expired.

Mr.WAaxXMAN. Mr. Chairman, may I ask unanimous consent that
the statement from the Jewish Federations of North America be in-
serted in the record?

Mr.PirTs. Without objection, so ordered.

[The information follows:]
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OF NORTH AMERICA

r i \ Thcjewxsh Federatlom

Statement of The Jewish Federations of North America

The Jewish Federations of North America (JENA) welcomes this hearing on the
Community Living Assistance Services and Supports (CLASS) program. We hope that
the members of this Committee will carefully consider the reform recommendations put
forward by Secretary Sebelius in February. JFNA believes that these revisions will
strengthen the CLASS program and ensure its fiscal sustainability for generations to
come.

JFNA is the umbrella organization uniting 157 Jewish Federations and 400 independent
communities across North America. Our interest in health and long-term services and
supports stems from Jewish teachings that inform us that the life and health of all
community members are of infinite value. Providing health care is a Jewish obligation
and, according to the noted philosopher Maimonides, one of the most important services
that a community can make available to its residents. In Washington, JFNA works to
ensure that the voice of the Jewish federations is a prominent force in health and human
service policy decisions with special attention paid to the long-term care and disability
populations.

The CLASS Act is a sensible blend of public sector oversight built upon a foundation of
personal responsibility. This combination will prove to be crucial as the nation grapples
with the retirement of 78 million Boomers by the year 2030. By educating, engaging,
and empowering Americans about the need to put aside money for their future in a
CLASS plan, the nation will be in a stronger position to control the growth of entitlement
programs such as Medicaid. Given the fact that payment remitted to the beneficiary
through the CLASS plan is direct and not through a third-party, consumers will be
empowered to oversee the services they receive. This will undoubtedly offer Americans
more choices and empower them to seek the care they feel is most optimal for them.

This Committee faces an important question: Should Congress repeal an imperfect plan
that makes strides toward helping generations of Americans plan for their long-term care
or should CLASS be reformed to ensure its fiscal health in the years to come?

JFNA takes sustainability questions seriously but firmly believes that CLASS can be
effectively reformed given the flexibility and authority that the Department of Health &
Human Services was provided under the Patient Protection and Affordable Care Act
(Public Law 111-148). JFNA fully supports the following:

¢ The CLASS premium, which was anticipated to be flat once the policy holder
began to pay into the program, will likely be adjusted so as to account for
inflation.
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e CLASS will continue to be guaranteed issue with no underwriting performed.
However, the minimum earnings level required to participate in CLASS will
likely be raised in order to ensure that the program has beneficiaries who are
consistently active workers. The result will be greater long-term financial
stability and lower near-term premiums.

» Fraud, waste, and abuse provisions will be strengthened under the Secretary’s
recommendations. The program will also close loopholes to guard against
beneficiaries who intermittently pay into the program during their working life.

¢ The Department of Health & Human Services” continued evaluation of ways to
make the CLASS program more flexible to ensure that the diverse long-term
services and supports needs of Americans are met. JFNA hopes that the
Department issues guidelines to private insurance companies for wraparound
plans that will cover the costs exceeding the maximum CLASS benefit.

For years, JFNA has been engaged in policy debates on health and long-term care.
Jewish Americans comprise the fastest aging population in the United States due to low
birth rates and overall longevity. Strengthening the nation’s long-term care safety net is
an issue of paramount importance. We are grateful that the Committee is having this
constructive hearing on the CLASS program and hope that after a thoughtful analysis,
this Committee will be able to support Secretary Sebelius’ recommendations to
strengthen the CLASS program.

For further information, please contact Jonathan Westin, Health Policy Director at (202) 736

~5860 or jonathan. westini@jewishfederations.org

The Jewish Federations of North America represents 157 Jewish Federations and 400
Network communities, which raise and distribute mote than $3 billion annually for social
welfaze, social services and educational needs. The Fedetation movement, collectively
among the top 10 chatities on the continent, protects and enhances the well-being of Jews
worldwide through the values of tikkun olam (tepairing the world), tzedakah (chatity and
social fustice) and Torah (Jewish learning).
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Mr.DINGELL. Mr. Chairman, may I make a similar unanimous
consent request? The AARP has an excellent statement which they
have presented to me to ask me to have it submitted to the com-
mittee by unanimous consent, and I ask unanimous consent that
that excellent statement be inserted in the record.

Mr.PrrTs. Without objection.

[The information follows:]
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AARP continues to be a strong supporter of the Community Living Assistance Services
and Supports (CLASS) Program. This voluntary national insurance program has the
potential to help millions of Americans pay for long-term services and supports (LTSS)
that enable them to live in their homes and communities. We've surveyed our members
and we know that 86 percent want to stay in their homes for as long as possible, and

yet too few are able to get the services they need to continue living independently.

Participation in the CLASS Program is voluntary for both individuals and employers.
Individuals whose employers participate would be enrolled through automatic payrolil
dedhction of monthly premiums, though they can opt out if they do not wish to
participate. Individuals whose employers do not participate in CLASS, who are self-
employed, or have more than one employer will be able to participate through an
alternative mechanism. Persons must be age 18 and older and working, earning a
certain amount annually for a certain number of years. In order to receive benefits,
participants must have paid premiums for at least five years; meet the earnings and
work requirements; have a functional limitation certified by a licensed health care
practitioner, expected to last for at least 90 continuous days; and meet other eligibility
criteria. The minimum benefit to pay for services and supports must not be less than an
average of $50 a day. The Secretary of Health and Human Services (HHS) will

determine the specific premiums and benefits,

The CLASS Program enjoyed bipartisan support in the Energy and Commerce

Committee in the last Congress. AARP urges continuation of that bipartisan support to



20

ensure proper implementation of the CLASS Program. Repealing CLASS or stopping
its implementation would take away a choice -- that would otherwise be available to
many Americans -- to help them take responsibility to plan and pay for the services they
need rather than rely on public funding through the Medicaid program. In addition, the
Congressional Budget Office (CBQ) last month noted that “Repeal of the CLASS

provisions would increase federal deficits by $86 billion over the 2012-2021 period.”

CLASS Provides Medicaid Savings

According to the Kaiser Commission on Medicaid and the Uninsured, Medicaid
accounted for 43 percent of total long-term care spending in 2009 — about $103 billion.
The CLASS Program can help reduce Medicaid expenditures over time. The
Congressional Budget Office (CBO) estimated about $2 billion in federal savings to
Medicaid due to CLASS, and this was just in the first few years of CLASS paying
benefits. This figure does not include the savings that would also accrue to states,
given the state share of Medicaid spending. It is possible that over time, as more
individuals enroll in CLASS and become eligible for CLASS benefits, that CLASS would
have a larger impact in reducing Medicaid spending that may have otherwise occurred.
Receiving CLASS benefits may help delay or prevent potential spend down to Medicaid
eligibility, because CLASS will help cover long-term services and supports costs in the
home instead of often more costly institutional settings. In addition, for individuals who
are eligible for both CLASS benefits and Medicaid LTSS, CLASS would pay first for

institutional care before Medicaid and first for home and community-based services if
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the state meets certain criteria. CLASS has the potential to save both the federal and
state governments money on Medicaid once CLASS benefits are being paid to eligible

individuals.

CLASS Supports Family Caregivers

CLASS would also help support family caregivers who are caring for their loved ones.
In 2007, the estimated economic value of family caregivers’ unpaid contributions was
about $375 billion, according to AARP's Public Policy Institute. This figure is larger than
total Medicaid spending in 2007, including both state and federal contributions for both
medical and long-term care. Family caregivers provide the bulk of LTSS in this country.
In doing so, family caregivers can face physical, emotional, mentai, and financial
challenges. CLASS benefits could help pay for respite care or adult day care, for
example, that could allow a family caregiver a temporary break in their caregiving
responsibilities to take care of their own needs or to work in paid employment. Thus,
CLASS benefits could help support family caregivers in their caregiving roles, benefiting
both the care recipient and the family caregiver, as well as the employer of the family
caregiver. in addition, CLASS benefits could help pay family caregivers who provide
care for their loved ones, and help to delay or prevent premature institutionalization in a

nursing home.
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Need for CLASS Wiil Grow

The need for CLASS wili only grow with time as our country’s population ages. About
70 percent of persons over age 65 will require at least some type of long-term care
services in their lifetime. According to the National Clearinghouse for Long-Term Care
Information, this year about 9 million Americans over age 65 will need long-term care, a
number that will increase by 33 percent to 12 million in just nine years. While age is a
factor in the need for LTSS, forty percent of those currently receiving LTSS are adults
younger than age 65. CLASS gives many working Americans a new option to help plan

and pay for the services that most of them will need at some point in the future.

CLASS Flexible Benefits Enable People to Remain Independent

CLASS would also provide a flexible benefit that gives consumers the choice and
control that is essential to remaining independent. CLASS’ cash benefits allow the
consumer to use the benefit for what the consumer most needs whether that is a home
care aide, assistive technology, accessible transportation, or home modification.
CLASS is a person-and family-centered approach that will enable individuals to tailor

services and supports to meet their individual needs and preferences.

People Support CLASS

The CLASS Program also enjoys broad public support across all parties and age

groups. A Kaiser Family Foundation/Harvard School of Public Health survey, The
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Public’s Health Care Agenda for the 112" Congress, included a question on CLASS
that showed 76 percent of those surveyed favorable to CLASS across party lines and
age groups, including 69 percent among Republicans, 71 percent among Independents,
and 87 percent among Democrats. The Kaiser Health Tracking Poll for February 2011
found that majorities across party lines want to keep the CLASS Program and not

repeal it.

CLASS Sustainability, Participation, and Education

The CLASS Program is designed to be self-sustaining. CLASS benefits would be paid
by premiums and interest on the premiums. The law specifically requires that no
taxpayer funds can be used to pay for benefits. The HHS Secretary is required by law
to set the premiums based on an actuarial analysis of the program that ensures
solvency over a 75-year period. The Secretary must ensure the solvency and
sustainability of the program while at the same time striking a balance to provide
affordable premiums and meaningful benefits. As HHS works to implement CLASS, it
has the needed flexibility to help ensure that CLASS is a sustainable, solvent, and
affordable program. Much has yet to be determined about the specifics of the CLASS
Program, including the specific premiums and benefits and details of eligibility and
enrollment. These and other specifics of implementation will give a clearer picture of

what CLASS will look like and how it will work.
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Participation in the program of both employers and individuals will be important, as a
large and diverse risk pool is important to any type of insurance. Of critical importance
will be education and awareness campaigns to increase consumer awareness of the
risks and potential needs for LTSS, the lack of Medicare coverage of LTSS, and the
terms of CLASS insurance. CLASS has the potential to help millions of Americans pay
for the support they need to live at home, but it is not for everyone, such as individuals
who are retired and not returning to the workforce, as they would not meet the work
requirement in CLASS. AARP is committed to giving our members and all Americans
the information they need in the coming months and years to decide if CLASS is right

for them.

Conclusion

AARP strongly urges members of the Health Subcommittee on both sides of the aisle to
support implementation of the CLASS Program. CLASS has the potential to help
millions of Americans live in their homes and communities where they want to be and
help pay for cost effective home and community-based services. We look forward to
offering HHS input on behalf of our members and all Americans to ensure that CLASS
works for them and future generations. We appreciate the opportunity to share our
support for the CLASS Program as the Subcommittee examines the implementation of

CLASS.
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Mr.BURGESS. Mr. Chairman, may I ask unanimous consent that
our side could be allowed to see those letters?
hMr.PITTS. If you can pass those down, we will take a look at
them.

All right. We have two panels today, and I would like to intro-
duce the first panel at this time. Assistant Secretary Kathy
Greenlee was appointed by President Obama and later confirmed
by the Senate in June 2009 to serve as the Assistant Secretary for
the Administration on Aging, an agency within the U.S. Depart-
ment of Health and Human Services. In January of this year, As-
sistant Secretary Greenlee was designated as the Administrator of
the Community Living Assistance Supports and Services, more
commonly referred to as the CLASS, program. Prior to joining the
Administration, she served as the Secretary on Aging in Kansas
and as the General Counsel of the Kansas Insurance Department.
In addition, Ms. Greenlee served as Chief of Staff and Chief of Op-
erations for then-Governor Kathleen Sebelius.

Your written testimony will be entered into the record and we
ask that you summarize your statement in 5 minutes and then be
available for questioning. We look forward to your testimony. The
witness is now recognized for 5 minutes.

STATEMENT OF KATHY GREENLEE, ASSISTANT SECRETARY,
ADMINISTRATION ON AGING

Ms.GREENLEE. Thank you, Mr. Chairman.

Chairman Pitts, Ranking Member Pallone and members of the
subcommittee, thank you for the opportunity to discuss the imple-
mentation of the Community Living Assistance Services and Sup-
ports Act, or what we all commonly call the CLASS Act.

Today, approximately 10 million Americans need long-term serv-
ices and supports ranging from having an aide visit for a few hours
a week to living in a nursing home around the clock. As America
ages, that number is rising steadily. By 2020, it is expected that
15 million Americans will need some kind of long-term care. We
know that one out of six Americans who surpass the age of 65 will
spend more than $100,000 on long-term care and far more will
need less extensive but substantial care. More than one of five per-
sons who enter a nursing home will spend down their own re-
sources and qualify for Medicaid after virtually exhausting their
savings.

Unfortunately, only 8 to 10 percent of Americans have private
long-term care insurance, and new enrollment is declining while
major long-term care competitors have exited the market. Taken
together, this means that many Americans are not well prepared
to finance long-term care services and supports that they will need.

There are a number of reasons for this reluctance to prepare.
First, four out of five Americans mistakenly believe that Medicare
will provide them with extensive coverage for long-term care, and
it does not. In addition, while Medicaid is the primary payer for
long-term care, paying approximately 50 percent of all nursing
home expenditures in this country, Medicaid requires that indi-
vidual impoverish themselves in order to qualify for long-term serv-
ices and supports with only modest protections for the needs of a
spouse who remains in the community.
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Americans also frequently misjudge the likelihood that they or a
spouse will someday need long-term services and supports, and
many people are unaware of the cost of these kinds of supports. A
year of nursing home care costs around $75,000. But it isn’t just
individual budgets that are stretched. Recent data from the CMS
Office of the Actuary showed that in 2009, Medicaid spent $111.2
billion on long-term care, and spending on those services is pro-
jected to increase as the population ages, stressing both Federal
and State budgets.

Prior to coming to Washington, as the chairman acknowledged,
I had the honor of serving as the Secretary of Aging in Kansas. The
Secretary of Aging in Kansas has a unique portfolio. I oversaw
community aging programs as well as the Medicaid-funded pro-
grams for both nursing home services and home and community-
based services for frail elders. I also had the opportunity during my
service in Kansas to spend 8 years as an insurance regulator, serv-
ing half of that time as the General Counsel for the Kansas Insur-
ance Department. I have visited dozens of nursing homes and spo-
ken to thousands of seniors. I have managed a Medicaid budget.
And what I know with certainty is that all people regardless of age
hope to maintain their independence for as long as possible. I know
and respect many nursing home providers. Their particular task is
difficult. But for all of us, we hope to postpone nursing home ad-
mission for as long as possible, and some people swear that they
will never go to a nursing home.

Fortunately, for policymakers, people prefer to live in the setting
that is the least, not the most, expensive. In most cases, that set-
ting is home. How then do we help people prepare for the costs as-
sociated with aging and disability and increase their access to
home and community-based services and community supports that
they so desperately need? The CLASS program offers one new tool
to support Americans’ long-term care needs and help them remain
independent. Its goals are to provide an opportunity for individuals
to take responsibility and to prepare financially for their own long-
term care needs, support consumer choice related to their own care
and their living arrangements and facilitate independence and
community living.

President Obama and Secretary Sebelius have pledged to use the
discretion provided in the law to protect the solvency of this pro-
gram. There are changes that we intend to make through the Sec-
retary’s regulatory authority to guarantee the solvency. We are
committed, as the Secretary said in a recent speech, that we will
do everything we can to make these changes to ensure the sol-
vency. And as the Secretary has outlined, and I can spend more
time discussing with you, there are a number of things that we
have in mind that we will change by regulation.

We need to change the employment and earning requirements for
the program. We need to close loopholes that allow people to skip
payments and then enroll at a later time. We need to explore op-
tions for indexing the premiums along with the benefits. We need
to tailor the benefits to more closely meet the individual needs and
preferences. We need to educate the public about long-term care
and we need to partner with employers, and also protect against
fraud and abuse. We will do all of this in full view of the public
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with a transparent process. We will do everything we can as we
move forward to implement this law responsibly and protect its sol-
vency. Thank you.

[The prepared statement of Ms. Greenlee follows:]
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Chairman Pitts, Ranking Member Pallone, and Members of the Subcommittee, thank you
for the opportunity to discuss the implementation of the Community Living Assistance

Services and Supports Act or the CLASS Act.

Today, approximately 10 million Americans need long-term services and supports,
ranging from having an aide visit for a few hours a week to living in a nursing home with
around-the-clock care. As America ages, that number is rising steadily. By 2020, it is

expected that 15 million Americans will need some kind of long-term care.

We know that one out of six people who reach the age of 65 will spend more than
$100,000 on long-term care — and far more will need less extensive but still substantial
care as well. And 22 percent of those who enter a nursing home will spend down their
own resources and qualify for Medicaid after Virtuauy exhausting their savings.
Unfortunately, only about 8-10 percent of Americans have private long-term care
insurance coverage, and new enroliment is declining while major long-term care
competitors have exited the market. Taken together, this means that many Americans are

not well prepared to finance the long-term services and supports they will need.

There are a number of reasons behind the reluctance to prepare. The first is
misunderstanding of the available resources. Four out of five Americans mistakenly
believe that Medicare provides them with extensive coverage for long-term care. It does
not. In addition, while Medicaid is the nation’s primary payer for long-term care, paying
approximately 50 percent of the nation’s nursing home expenditures, qualifying for long-

term services and supports under Medicaid requires that individuals impoverish
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themselves, with only modest protections for the needs of one’s spouse. Second,
Americans frequently misjudge the risk that they will need long-term services and
supports. There is a natural impulse not to think about becoming dependent on others as
a result of physical or cognitive decline. Third, many people are unaware of the costs of
these kinds of services and supports. Even if they understand that a year of nursing home
care now costs about $75,000, they are unlikely to have considered the costs of home
health aides that can help people remain more independent and living in their homes. A

year of home health care costs about $18,000.

But it isn’t just individuals® budgets that are stretched by long-term care services and
supports — these costs are a key source of financial stress on public budgets. Recent data
from the CMS Office of the Actuary show that in 2009 Medicaid spent $111.2 billion on
long-term care services and that spending growth on these services is projected to

accelerate as the population ages, stressing both federal and state budgets.

Prior to coming to Washington, I had the honor of serving as the Secretary of Aging in
Kansas — which oversaw both community aging programs and Medicaid-funded long-
term care services and supports. I also served as the General Counsel for the Kansas
Insurance Department. Over the past six years, I have visited dozens of nursing homes
and spoken to thousands of seniors. I have managed a Medicaid budget. What I know
with certainty is that all people, regardless of age, hope to maintain their independence
for as long as possible. I know and respect many nursing home providers — they play a
critical role in caring for our most vulnerable seniors. But, all of us hope to postpone

nursing home admission for as long as possible and many people swear to never cross
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that threshold. Fortunately for policymakers, people prefer to live in the setting that is
least, not most, expensive. How, then, do we help people prepare for the costs associated
with aging and disability, and increase access to in-home and community supports so

people can remain in their homes?

The Community Living Assistance Services and Supports or CLASS program offers a
new tool to support Americans' long-term care needs and help them remain as
independent as possible, for as long as possible. Its goals are to create an opportunity for
individuals to prepare financially for their own long-term needs, support consumer
choices related to their own care and living arrangements, and facilitate independence

and community living.

President Obama and Secretary Sebelius have acknowledged that the CLASS program
needs improvement. Many of the changes proposed to the Senate health reform bill that
would have improved the CLASS program’s financial stability were not included in the
final legislation or reflected in the Congressional Budget Office’s assumptions that
scored the CLASS program. Therefore, it was not unexpected that the President’s Fiscal
Commission identified these same unresolved issues in December and recommended
“reform or repeal CLASS.” Given the critical unmet needs of long-term care that I noted
earlier, we should not repeal CLASS until we have made every effort to reform the

program.

The Secretary has the responsibility to ensure the program is fiscally sound. Fortunately,

the law provides her the discretion and flexibility necessary to seek that objective. The
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law clearly states that the program must be able to pay for benefits with the premiums it

takes in and that no taxpayer dollars may be used to pay for CLASS benefits.

HHS has spent the last year studying this law, the implementation options available, and
the relevant actuarial and economic research in the field. Our highly skilled staff has
discussed these studies with actuaries, economists, program and policy experts, and other
stakeholders in and outside of government. These efforts are helping us chart a path
forward to develop a benefit plan that achieves two goals while ensuring fiscal solvency.
These two goals are:

» Consumers can choose to direct their own services. This program is about giving
people more control over their own lives, and we will make sure that freedom is
not taken away.

¢ There will be no medical underwriting. CLASS should be open to all American

workers who meet the requirements, regardless of their health history.

We are exploring several areas within our statutory flexibility to strengthen the CLASS
program to help enrollees plan for their future while ensuring program solvency. These

activities and flexibilities to strengthen the program include:

* Partnering with employers to disseminate outreach information and enroll
their employees. We are also looking at ways to fully implement the alternative
enrollment system the statute envisions. CLASS contains neither an employer nor
an individual mandate, yet we are determined to engage with employers to make

enrolling in CLASS as easy as possible.
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Changing the employment and earnings requirements for the program. The
CLASS program was designed to protect today’s workers against future needs.
That is why it included a requirement that people earn a certain amount of money
in order to participate. But if that standard is set too low, we may have too many
enrollees who will quickly make claims on program benefits, thereby threatening
CLASS’s financial viability. That is not the intent of this program, so we will

look closely to make sure we have picked the right earnings requirement

Closing loopholes that could allow people to skip premium payments and
then re-enroll in the program without paying any penalty. All participants

should pay their fair share.

Exploring options for indexing premiums for inflation so they would rise
along with benefits. The approach to indexing would be completely transparent

so that participants could plan ahead.

Tailoring benefits more closely to individual needs and preferences. We are
looking at ways to make the program appealing for Americans with a wide range
of long-term care needs. A CLASS program that does not take a “one-size-fits-
all” approach will not only serve people better, it will also be attractive to larger

numbers of people.

Attracting a broad base of enrollees. We need to raise awareness about the
potential risks of needing long-term care services and supports and the availability

of this program.
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¢ Developing rebust waste, fraud, and abuse regulations and procedures.
Program integrity is critically important. We are exploring information
technology solutions in the areas of enrollment, eligibility, and claims processing

to protect the program’s integrity.

We will pursue these reforms in full public view. Consistent with the law, we will
present three solvent benefit plans as certified by the CMS Office of the Actuary to the
CLASS Independence Advisory Council. The public at large will also have an
opportunity to comment on the benefit plans and the implementing regulations through
notice-and-comment rulemaking. The feedback will be considered before the Secretary

designates a final benefit plan by October 1, 2012.

At some point in our lives, nearly 70 percent of us will need daily help because of a
disability. CLASS is not the equivalent of private long-term care insurance but it
certainly should be one of the tools in our toolbox to help Americans plan for and afford

long-term services and supports and remain independent as long as possible.

This Administration is doing everything in its power to give Americans the choice of a
financially strong CLASS program, and I look forward to working with this committee to

ensure we implement the law responsibly.

Thank you.
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Mr.PirTs. The chair thanks the gentlelady. We will now begin
our questioning, and the chair recognizes himself for 5 minutes for
questions.

Madam Secretary, some have suggested that in order to have a
sustainable program, the monthly premium may have to be at least
$240 a month or higher. When will your agency announce what the
monthly premium will be, and is it possible the premium could be
as high as $240 a month?

Ms.GREENLEE. Mr. Chairman, there are two pieces of that I
would like to address. In terms of the plans for announcing the
monthly premium, the proposal going forward is that we will sub-
mit three plans as recommended in the law to the Independence
Advisory Council for their submission to the Secretary. We will
then publish in a reg, most likely this fall, our initial assessment
of those three plans. I do not know at this point whether or not
that initial publication will include specific pricing information but
it will provide information about the specific plans that we are
looking at. We know that the best way to protect the solvency of
the program is to ensure high participation, and participation will
be a function of several things, including the price of the product.

Mr.PrrTs. Thank you. On the Administration on Aging’s author-
ity to increase premiums, do you believe the Secretary has the au-
thority to increase CLASS program premiums, and if so, on what
basis, and are there limitations?

Ms.GREENLEE. Mr. Chairman, it is clear in looking at the law
that the Secretary was given many protections once the program
is enacted in order to adjust or make changes to the premiums.
The list of recommendations that I have suggested are things that
we need to do early through a regulatory process, not just to adjust
premiums but to deal with the indexing of the premiums to help
protect the financial solvency. So she has the authority both after
the program is adopted and now.

Mr.PirTs. The President’s fiscal year 2012 budget request in-
cludes $120 million to begin the implementation of the CLASS pro-
gram. However, just last month Secretary Sebelius admitted the
CLASS program to be “totally unsustainable.” Madam Secretary,
do you agree with Secretary Sebelius that the program in its cur-
rent form is unsustainable? Yes or no.

Ms.GREENLEE. Mr. Chairman, if I could elaborate beyond a yes
or no I could be more responsive. The Secretary is referring to the
conclusion we have come to by a plain reading of the specific stat-
ute without adjustment. We are committing to making reforms to
the program so that we can hit the financial targets that she is re-
quired to hit to make sure that the program is solvent.

Mr.PirTs. Can you please explain why the Administration re-
quested $120 million for FY 2012 of which nearly $94 million was
for outreach and enrollment efforts when the Administration’s chief
health official clearly does not believe the program is sustainable
in its current form?

Ms.GREENLEE. Mr. Chairman, the Secretary’s comment with re-
gard to not sustainable in its current form is her explanation as to
why we will reform the program. We don’t intend to implement the
program without those changes. The request for the $120 million
is start-up funds so that we can begin the program. This is a new
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program. It is a type of product that has never been offered to the
American public. As I said earlier, participation is key and we will
need to do an education and outreach effort to America to describe
not just the program but the need that they have that is currently
unaddressed.

Mr.PiTTS. And can you please provide more information on the
changes you believe you will need to make to the program in order
to make it more sustainable, including premium increases and your
intended timeline for doing so?

Ms.GREENLEE. Certainly.

Mr.PITTS. The chair yields to the vice chairman, Dr. Burgess.

Mr.BURGESS. Yes. Secretary, thank you for being here. Do we
have an idea—Secretary Sebelius testified to the fact that the pro-
gram as drawn may be unsustainable. Do you have an idea as to
when that realization occurred, when that information became
available to the Secretary?

Ms.GREENLEE. During the past year, after the law was passed,
we have worked to develop two actuarial models that include the
best of actuarial science as well as economics. Each of those models
has led us to the conclusion that to protect the solvency, there are
some changes that we need to make to the program.

Mr.BURGESS. And will those changes likely be on raising the pre-
mium, reducing the benefit, a combination of both, or draw on the
Federal Treasury?

Ms.GREENLEE. Congressman, the changes I mentioned briefly,
they are more fully described in my written testimony, but they are
changes that can be made with regard to earnings, anti-gaming,
fraud protections and indexing the premiums, which will help
strengthen the program.

Mr.BURGESS. I will get to that in just a moment, but we do need
to pursue that a little bit. Thank you.

Mr.PITTS. The chair thanks the gentleman. Time is expired. The
chair recognizes the ranking member, Mr. Pallone, for 5 minutes
for questioning.

Mr.PALLONE. Thank you, Mr. Chairman, and I want to ask ques-
tions, but I have to say, and again, not meant with any disrespect
to you or the Republicans on the other side, but it just seems that
we know we have a huge problem out here with people not having
these community-based services and the Democrats come up with
a plan to try to address it, and it just seems like everybody on the
other side is so scared like there is this fear of a new program and,
you know, we are going to get the word out about it. I mean, the
bottom line is, when you have a problem, you try to address it and
yes, it is going to new and there are going to be some problems in
implementation and outreach, but that is what happens when you
try to do something new, address something that hasn’t been ad-
dressed before, and I appreciate the Assistant Secretary for point-
ing that out, that we are trying to do something that has never
been done before and so naturally there are going to be some kinks
in it, but that is what happens when you try to address something
that hasn’t been addressed.

Now, I just wanted to ask some brief questions, if I could. First,
I wanted to start with this decision that we made to put the pro-
gram in your agency, the Administration on Aging. Some suggest
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that that is not the proper place for it. Why is the program being
housed there and how prepared do you feel you are, and did we
make the right choice? Quickly, because I want to get to another
one.

Ms.GREENLEE. Congressman, the Secretary has the authority to
reorganize Department of Health and Human Services, which gives
her the authority to place it in the Administration on Aging. This
is a different kind of program than AoA has run in the past but
the connection is that we have long expertise in providing services
in the community that help support independence, and I believe
that I also have the credentials to help make this possible.

Mr.PALLONE. Thank you. Now, we heard statements here, the
Republicans referenced the Secretary’s statements about loopholes
and sustainability and the need to strengthen the program, but I
see the basis for the Secretary exercising flexibility and discretion
given to her in the law to implement it and make program im-
provements that address these loopholes and sustainability. Would
you tell us where the Administration is in reviewing some of these
criticisms, you know, statements that were made by the chairman
about loopholes, sustainability? How are these being addressed?

Ms.GREENLEE. As I had mentioned earlier, we have spent the
last year analyzing the law as written so that we have a funda-
mental science to the analysis. We have hired an actuary for the
CLASS staff, who will now build on that to develop solvent pro-
grams that we can take moving forward, but we know there are
changes that we need to make to protect the solvency. The Sec-
retary not only has the authority, she has the responsibility to roll
out a solvent program, and we take that very seriously.

Mr.PALLONE. OK. And then the last thing I wanted to ask is, the
process by which the requirements, the guidelines, the nuts and
bolts of the programs, if you will, will be disclosed and subject to
review by the relevant stakeholders. In other words, how will the
department go about publicizing the framework of the program and
at the same time seeking advice of those with an interest in its op-
erations?

Ms.GREENLEE. There are two primary ways. We will work with
the CLASS Independence Advisory Council, which is clearly set
forth in the law to be a place where we go for additional public
input, stakeholder input, and we will go through the Federal rule-
making process so that we will publish regs and have full oppor-
tunity for the general public to comment. We will review those
comments and address them as we move forward.

Mr.PALLONE. Well, I appreciate that. I just wanted to point out
a couple other things, and again, I am trying to sort of address
some of the criticisms that were made by my colleagues on the
other side. Statements were made about how this is a mandate to
employers. That is not true. Employers decide whether they want
to have their employees participate in this. It is voluntary. Now,
obviously, as you have said, Madam Secretary, we want as many
employers as possible to participate because the price, if you will,
will be lower if more people participate and it is very important.
But is it not mandated. The law specifically says that employers
can decide whether to sign up, and obviously you are going to try
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to get as many of them as you possibly can, but if you would com-
ment on that?

Ms.GREENLEE. That is correct. Both employers and employees
will have a choice about whether or not to participate. We will
work actively with the employer community to make it as easy as
possible for them to participate or to help individuals participate
because we need a large number and a broad risk pool of people
to apply.

Mr.PALLONE. And I appreciate that. And I have about 10 min-
utes left here. Again, I just want to stress—oh, I don’t? Oh, 10 sec-
onds? I am sorry. Now I have nothing left. No, I just want to say
again, you know, we are trying to address something that hasn’t
been addressed. You said that. We are going to have some kinks,
but let us move forward. Let us not repeal it. I really feel strongly
that way. Thank you.

Mr.P1TTS. The gentleman’s time is expired. The chair recognizes
the vice chairman, Dr. Burgess, for 5 minutes for questioning.

Mr.BURGESS. Again, thank you, Secretary Greenlee, for being
here, and your testimony is important and certainly underscores
some of the testimony we had when we last had hearings on this
in 2005, and that is the general lack of knowledge of the general
public about the importance of having long-term care insurance,
your reasons why people don’t pursue it, not wanting to think
about unpleasant things in the future, thinking that some other
Federal agency is going to pick this up at some point. So all of this
is extremely important. I guess the question just comes up, you
have mentioned the $120 million budget that is spent this first
year on developing the program. What do you think we could have
done with $120 million just sort of increasing awareness, increas-
ing the general public’s awareness of this as a problem and what
options are out there for them? Could we have done a better job?

Ms.GREENLEE. I want to make sure I understand, without a pro-
gram attached to it, just a general

Mr.BURGESS. There are programs available. I bought one in the
year 2000. Again, it wasn’t because I read an article in Health Af-
fairs. It wasn’t because I saw somebody on C—SPAN who looked
smart. My mother told me that, hey, if you don’t want to be a bur-
den on your children like I am on you, then perhaps you will con-
sider long-term care insurance, and indeed, I investigated it and
made a decision to purchase it. Now, it wasn’t particularly—you
know, it was one of those bets I hope that will never get covered,
but at the same time, if more people are aware of the importance
of having this, what the implications are of not having this, do you
think we could have perhaps done some good with $120 million as
a public outreach program, even employing old Andy Griffith to tell
us about it?

Ms.GREENLEE. You know, the private long-term care insurance
market has been selling for 30 years and they have only reached
penetration of probably 10 percent in the market. Clearly, there is
a need for more people——

Mr.BURGESS. But, if I could, we make it extremely hard. There
is no tax deductibility for long-term care insurance like there is for
some of the employer-sponsored insurance. You can’t pay the pre-
mium out of a medical savings account or health savings account.
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These are all after-tax dollars that have to be invested. There are
things we could do on the policy side absent the CLASS Act that
would have made a difference in the number of participants. I am
not saying it would have solved the entire problem. Surely there
are still going to be people who are going to need a medical safety
net. Medicaid is obviously not going to go away. But it always
seems like the default position is, we are going to expand those
Federal programs. You talk about fraud and abuse and wanting to
be able to clamp down on that. I salute you for that. I want you
to do that. But at the same time, when you look at those third-
party payment programs that are subject to fraud and abuse, it is
never United Health Care that you read about in the front of the
page of the newspaper that has a problem with too many wheel-
chairs going out, it is Medicaid, it is Medicare. It is those public
programs that seem to be so vulnerable. Why not try to partner
with those people who are already out there offering private long-
term care insurance and try to build on that, perhaps remove some
of the obstacles, work with policymakers to remove some of those
obstacles to purchase of long-term care insurance?

Ms.GREENLEE. Congressman, the product that the CLASS Act
represents is a different market than what the long-term care in-
surance market has ever addressed. This is for a different group
of individuals with a limited benefit. The private market has al-
ways offered comprehensive long-term care insurance, which many
people need, and I agree that there are new opportunities, new
ways to reach that market. That is not the same market that the
CLASS product is designed for.

Mr.BURGESS. Well, let me ask you this: Do you think when peo-
ple look at—and granted, people’s understanding of things some-
times is more superficial than I think it should be, but as people
look at the Patient Protection and Affordable Care Act, say aha,
they have got the CLASS Act in there, are they going to be more
or less inclined to more seriously look into private long-term care
insurance should they be able to afford it or is there going to be
an acknowledgement in people’s minds now that, yes, the govern-
ment is taking care of that for me, I don’t have to worry about it?

Ms.GREENLEE. This is a supplemental program, not comprehen-
sive needs, so the answer for an individual would depend on what
tﬁey could afford to purchase for themselves, but whether or not
there

Mr.BURGESS. But do you think there is a general awareness that
this is a supplemental program? It is not the way I hear it talked
about in the media.

Ms.GREENLEE. That is part of the reason for the budget request
so that we can very clear with the public so they know that this
is for a supplemental supportive program and not a comprehensive
product.

Mr.BURGESS. Look, I grant you that H.R. 3200 never saw the
light of day after it left the House floor, but when we marked up
the health care bill in this committee, the CLASS Act was brought
in at the last minute as kind of a shell bill. It was to be filled out
by other committees. And in fact, it was put together as a hodge-
podge on the Senate floor on Christmas Eve. That is why we have
got the problems that we have, and we ought to be honest about
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addressing that, fix what we can but understand that this was not
an ideal program, was never properly vetted by the United States
Congress.

I will yield back, Mr. Chairman.

Mr.PITTS. The gentleman’s time is expired. The chair recognizes
the ranking member of the full committee, Mr. Waxman, for 5 min-
utes for questions.

Mr.WaxMAN. The gentleman was correct about private long-term
care insurance. It is what we hope people would buy to take care
of themselves, otherwise we end up with people on Medicaid and
in nursing homes right now, which is the most expensive place for
long-term care, 70 percent is paid for by Medicaid, and I don’t
think that means 30 percent is paid for by long-term care insur-
ance, it means a much smaller percentage of the 30 because a lot
of people are there still under Medicare or they are paying it out
of their own pockets. So long-term care insurance has not been a
great success so far. The Federal Government allows employees to
buy long-term care insurance and it is negotiated by the OPM, of-
fice o?f something management, whatever it is, program manage-
ment?

Ms.GREENLEE. Personnel Management.

Mr.WAXMAN. Personnel Management. OK. Do you have an esti-
mate of how many Federal employees have taken up long-term care
insurance?

Ms.GREENLEE. Mr. Waxman, I can get that. I don’t have that
with me here.

Mr.WaxMAN. OK. I would like to have that for the record.

Ms.GREENLEE. But it is a small percentage, around 5 percent,
but I would need to verify.

Mr.WAXMAN. I think when we look at the fact that very few peo-
ple put away money for their retirement, which is pretty astound-
ing, to get them to buy long-term care insurance that they may
never use and are in a state of denial, if they are in a state of de-
nial about retirement, they are even in a greater state of denial
about long-term care needs. So I don’t see that long-term care in-
surance is the way we are going to solve the problems.

You answered a question I had. This is not a replacement for pri-
vate insurance. It dovetails quite nicely with that market because
it is a supplement to long-term care insurance. Isn’t that accurate?

Ms.GREENLEE. Actually I would say it is the reverse, that it is
the first step for an individual to protect themselves from a cost,
and if they want to protect themselves further, the private market
would be there to help.

Mr.WAaxXMAN. Medicaid has been the primary safety-net provider
for the poor and elderly and disabled people, and elderly and dis-
abled become poor once they start paying for the high costs of long-
term care. It pays 40 percent of the costs of long-term care services.
It is the largest payer therefore of these services in the Nation.
There are a million nursing home residents under Medicaid. That
is 70 percent of all nursing home residents. In addition, there are
2.8 million individuals receiving community-based care services
from Medicaid. So Medicaid is the biggest payer for long-term care
services, and it comes at a high price. Each year we expect to add
$44 billion to the price tag of Medicaid due entirely to an increas-
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ing demand for long-term services among an aging population.
These are vital services but they take an enormous toll on State
and Federal budgets, especially during the times of economic
downturns as we are now experiencing.

In the 2009 CBO analysis of the CLASS Act, there are some
Medicaid savings because at least in the last 2 years of the 10-year
window that come to $2.5 billion in those 2 years. Do you believe
this program has the potential to save even more Medicaid dollars?

Ms.GREENLEE. Yes, sir. There are two primary ways that we will
see Medicaid savings. People who receive both CLASS and Med-
icaid, depending on whether they are in the community or in the
nursing home, will pay a portion of that back to the State for Med-
icaid. But even more importantly for savings, the CLASS program
can help people prevent spend-down to Medicaid, use their own re-
sources with the CLASS program resources to stay in the commu-
nity without asking for Medicaid.

Mr.WaxMAN. Well, I would say to my Republican and Democratic
colleagues, if we look down the road of how to deal with this prob-
lem without humiliating people to have to go through the indignity
of becoming a Medicaid recipient after they have exhausted all
their money, we can go one of two ways. We can require people to
buy private insurance for long-term care, we can require them to
pay the money and buy it and then they will be covered. But I hear
a lot from my Republican colleagues that they don’t like a man-
date, and that would certainly not be a real popular idea, I would
expect. The other is to say everybody should pay into a fund. This
is a real clear, insurable event. If everybody paid into a fund, it
would be a small amount to pay for a relatively limited use of these
funds for those who are going to need long-term care, unlike Medi-
care, which serves everybody who becomes eligible for it because
they need health care services. Long-term care is like a cata-
strophic kind of coverage for people who need these services, and
that might be a real good social insurance system. I just hope my
Republican colleagues don’t look down their nose at all ideas of so-
cial insurance because I don’t know what other choices we have be-
cause Medicaid is not sustainable with this burden.

So I thank you for what you are doing and let us hope that this
little program—it is a little program and it is no answer, as far as
I am concerned, to the big issue—can help. I yield back.

Mr.PiTTS. The gentleman’s time is expired. The chair recognizes
the gentleman from Illinois, Mr. Shimkus, for 5 minutes.

Mr.SHIMKUS. Thank you, Mr. Chairman, and I appreciate Chair-
man Waxman’s calm approach. I mean, we all know this is a major
issue, and I am an original “mi casa” guy. When we had Federal
dollars following the individual and helping people remain inde-
pendent as long as they can and have them make the decisions
based upon dollars versus government making that decision. So
don’t take these questions as being harsh or accusative.

We have got a couple issues here. You are going to hire an actu-
ary. You are promising it is going to maintain solvency. An actu-
ary, if it goes out of solvency, the actuary is going to have to decide
one or two things: raise revenue or cut benefits. Is the Secretary
willing to do that?

Ms.GREENLEE. Mr. Shimkus, we have already hired an actuary.



42

Mr.SHIMKUS. I know. I made that statement. That was my state-
ment.

Ms.GREENLEE. Right. And before we move forward, as the law re-
quires, we will work with the CMS actuary as put forward. The
Secretary is only willing to move forward to implement the law if
we can demonstrate that it is solvent to the standards of the law
from the very beginning.

Mr.SHIMKUS. So we are having 5 years of revenue, no payouts.
Initially, that is going to be an easy decision. Our concern is year
10, year 15, and then I follow up with a question again. If then
there is a solvency issue, will she be willing to raise premiums or
cut benefits?

Ms.GREENLEE. The law requires the CMS actuary by way of this
other work that we have done to certify for both 25 and 75 years
that the program is solvent, and we are committed to that before
we start the program. Thereafter, both the Secretary and the board
of trustees have the ongoing fiscal oversight of the program and the
authority to make the changes that they might need, but we won’t
start the program unless we think it is solvent from those
modelings before we begin.

Mr.SHIMKUS. Well, I hope, Mr. Chairman, we are able to have
the Administration back numerous times to help you all review
your actuary and your numbers to make sure it is solvent because
in my opening statement, I mean, we are concerned about making
promises that we can’t deliver. We have done it in our entitlement
programs and they are bankrupting us. And so that is the concern.

So the actuary is going to calculate payments out based upon
payments in and people in the pool. What about the annual ex-
pense that your budget requests or the budget request is $120 mil-
lion for this program, is that part of the actuary numbers?

Ms.GREENLEE. The program is designed to be self-sustaining, to
pay benefits only from premium dollars. So once the program is up
and running, then that is how it will operate.

Mr.SHIMKUS. What about the overhead?

Ms.GREENLEE. And that is contained within the premium rev-
enue structure that I just described.

Mr.SHIMKUS. So we won’t see another additional annual request
for money to administer this program?

Ms.GREENLEE. No, the current request is for start-up funds.

Mr.SHIMKUS. Do you ever feel that the Secretary can go into the
$17.5 billion health care slush fund which is under section 4002,
Prevention and Public Health Fund, which is $17.5 billion? Might
she tap into that? It is at her discretion.

Ms.GREENLEE. I have never had a conversation where that even
came up in discussion of the CLASS Act.

Mr.SHIMKUS. Would you ask her for us?

Ms.GREENLEE. I can follow up with you.

Mr.SHIMKUS. Good. That would be great, because that is our con-
cern. In the fiscal environment, we already got the Secretary to
admit 2 weeks ago that she double counted $500 billion, which
really addresses the fact that the statements that the health care
law pays down the deficit and the debt is untrue. It could be true
if you double count $500 billion. It is untrue when you adequately
put the $500 billion in its proper concerns. If we want to help our
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citizens, we have to have sustainable funds. Government doesn’t
have a good record. We are hoping that you can prove us wrong
in this, and we will be following closely.

Thank you, Mr. Chairman. I yield back.

Mr.PITTS. The chair thanks the gentleman.

We are voting on the floor. We have two votes. Let us take one
more 5-minute questioning from the ranking member emeritus and
then we will recess until immediately after the second vote. The
chair recognizes the gentleman Mr. Dingell for 5 minutes.

Mr.DINGELL. Mr. Chairman, thank you for your courtesy. We
commend you for this hearing, which is a very useful thing.

I begin by welcoming the Secretary and I ask, do you have all
of the authority you need in the department to ensure that this
program gets off to a start in an actuarially sound manner?

Ms.GREENLEE. Yes, we do.

Mr.DINGELL. And you lack nothing?

Ms.GREENLEE. No. We can make it solvent. We have the author-
ity.

Mr.DINGELL. Very good. Now, I am going to make a statement
and you tell me yes or no. Ten million Americans are in need of
long-term services now, and in 2020, 15 million Americans will be
needing long-term health care services. Is that correct?

Ms.GREENLEE. That is correct.

Mr.DINGELL. Now, Madam Secretary, it is my understanding
there are a number of long-term insurers in the United States are
leaving or planning to leave the market. Is that true?

Ms.GREENLEE. Yes.

Mr.DINGELL. In my opinion, this seems to offer individuals in
need of long-term insurance much more limited options. Do you
agree?

Ms.GREENLEE. Yes.

Mr.DINGELL. Isn’t it true that the goal of the CLASS program is
to help Americans prepare for the unexpected and allow them to
participate in a choice that offers them services and allows them
to remain in the community rather than to go into the nursing
home?

Ms.GREENLEE. Yes.

Mr.DINGELL. So if I understand the program correctly, and I was
one of the authors of it, it is going to allow an individual to buy
into this program at an early time. Is that correct?

Ms.GREENLEE. Yes.

Mr.DINGELL. And so that individual will pay money into the pro-
gram before that individual begins to draw benefits?

Ms.GREENLEE. That is correct.

Mr.DINGELL. That is conventional insurance practice, is it not?

Ms.GREENLEE. Absolutely.

Mr.DINGELL. And you will see to it that it is done actuarially
soundly?

Ms.GREENLEE. Yes, we will.

Mr.DINGELL. Now, that will absolve Medicaid of providing the
same benefits in a nursing home, will it not?

Ms.GREENLEE. Congressman, it will help buffer the costs of Med-
icaid but it won’t cover the full amount

Mr.DINGELL. It will help the individual stay home. Am I right?
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Ms.GREENLEE. It will help the individual stay home.

Mr.DINGELL. OK. And instead of the taxpayer paying 100 percent
on Medicaid, the individual who derives benefits under the plan
will be paying into the plan so he will be actually paying a signifi-
cant part of the cost instead of that coming out of the pocket of the
taxpayers by way of Medicaid. Is that correct?

Ms.GREENLEE. He or she will be paying, yes, a portion of the
CLASS benefits back to the Medicaid program.

Mr.DINGELL. Now, as you said, AARP says in their rather excel-
lent statement it is going to save about $2 billion to Medicaid due
to the CLASS Act. Is that correct?

1}/{S.GREENLEE. Yes, that is consistent with the CBO score as
well.

Mr.DINGELL. Is that an actuarially sound statement by AARP?

Ms.GREENLEE. I haven’t looked at their methodology but I do
know it was the CBO score as well.

Mr.DINGELL. Now, Madam Secretary, as you said in your testi-
mony, Medicaid now pays for about 50 percent of the Nation’s nurs-
ing home expenditures, and in 2009 spent $112 billion on long-term
care services. Isn’t it probable that by offering the ability to indi-
viduals to remain in the community and not the nursing home that
it will help Medicaid to reduce its costs and also it will help reduce
nursing home costs?

Ms.GREENLEE. Congressman, it will help individuals use their
own resources and the CLASS resources to postpone the need for
Medicaid.

Mr.DINGELL. So wouldn’t I be fair in assuming that the CLASS
Act will fill an unmet need in terms of providing long-term afford-
able health care services and to support people in need?

Ms.GREENLEE. Yes.

Mr.DINGELL. Now, do you believe that the CLASS Act will help
today’s workers to prepare for and provide for their personal long-
term needs in the future?

Ms.GREENLEE. Yes.

Mr.DINGELL. Mr. Chairman, I note that I am returning to the
committee 33 seconds. I yield back the balance of my time.

Mr.PirTs. The chair thanks the gentleman. And on the unani-
mous consent request of the gentlemen, Mr. Waxman and Mr. Din-
gell, without objection, the documents are entered into the record.
So ordered.

Without objection, so ordered.

We will now recess until immediately after the second vote. I
trust the witnesses will bear with us. We will get back as soon as
possible. Thank you. The committee is in recess.

[Recess.]

Mr.PiTTs. The recess time having expired, we will go back to
questioning, and the chair recognizes the gentleman from Lou-
isiana, Dr. Cassidy, for 5 minutes for questioning.

Mr.CassiDY. Thank you, Mr. Chairman.

I can’t help but notice that Mr. Waxman pointed out the indig-
nities of people being on Medicaid and yet the PPACA put 16 mil-
lion people on Medicaid by design and more by effect, and so I
found that an interesting comment. And I also will remark that the
people on the other side of the aisle who are frightened of weather
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forecasts 100 years from now are so sanguine about realistic pre-
dictions of bankruptcy within 11 years. Now, I am a physician who
works in a public hospital so I am very familiar with people, politi-
cians overpromising and underfunding. Do I call you Secretary or
Assistant Secretary?

Ms.GREENLEE. Either one is appropriate.

Mr.CassiDY. Madam Secretary, I just want to take the logic from
the other side of the aisle and go through this. Their argument
about an individual mandate is that if you don’t force people to be
in the insurance program, only those who are sickest will take the
policies and it enters the so-called death spiral where only the sick-
est are in it but those who would have to support them by not
being sick and paying premiums get out because of expense. Now,
you by law are mandated to keep this actuarially sound for 75
years. Let us assume the logic is correct that we are going to enter
into a situation where only those who are going to benefit wish to
be in and those who frankly don’t see it in their financial interest
to do so choose not to join. Now, you have to obviously by law make
the premiums effective. So it seems to me, and tell me if you dis-
agree, if there is this adverse selection that progressively you will
have to raise the premiums so much so that you will enter into the
death spiral we heard so much about regarding the private health
insurance market.

Ms.GREENLEE. Congressman, as you have heard me testify, we
are absolutely committed to the solvency of the program, and the
key to the solvency will be broad participation——

Mr.CassiDy. But keep in mind my presumption. My presumption
is that they are right, that without a mandate only those who ben-
efit financially choose to participate, and if you will, drop out those
who don’t see it in their financial interest to pay a lot in and get
a little out.

Ms.GREENLEE. The underlying question is, what is the method by
which you gain broad participation so that you can avoid

Mr.CassiDY. No, my underlying question is, is this at risk of en-
tering the death spiral?

Ms.GREENLEE. We must have broad participation and not only
pe(ﬁ)le who could access the benefit early in order for it to be finan-
cially——

Mr.CassiDY. And is it possible—Mr. Waxman spoke about poten-
tials, so is it potentially true that again we would have a lot of non-
working spouses who would participate, which I gather would be
thought to be at a higher risk for claiming benefits without paying
in over the long hauls, someone actively working, etc., that people
over 65 cannot have their premiums adjusted upward, all those
things that obviously limit your ability to raise premiums on any-
body but the younger working class, that as those younger people
see wow, this premium is $240 a month for a benefit that I am sup-
posed to get when I am 70 years old. I have to buy a car. Is there
the potential for this adverse selection process to occur?

Ms.GREENLEE. Congressman, you are describing an adverse se-
lection death spiral that would occur if the program only attracted
those individuals. We are familiar

Mr.CassiDY. Is there the potential—because I tell you, the second
panel, when I read the testimony of the second panel, four out of
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whatever, six, agreed that there is a strong potential for that death
spiral to occur.

Ms.GREENLEE. It comes back to the question of broad participa-
tion, and all of the actuaries, the actuaries we work with, all of the
actuaries that will testify after me also understand that a basic in-
surance sort of fundamental principle is broad participation in the
method by which——

Mr.CAssIDY. So let me ask you, have you put into your models,
if you have premiums of $240 a month how broad your participa-
tion will be?

Ms.GREENLEE. We have looked at different pricing mechanisms,
of different pricing options and looked at what a similar product
looks like in the marketplace and understand to get broad partici-
pation we must be competitive both in product design and in price.
I might return to something you said just to tell you that non-
working spouses are not eligible in this program. I believe that was
considered in an earlier bill that came through Congress but that
actually wasn’t a feature that was

Mr.CAssIDY. So let me finish up by saying again, I will see pa-
tients on Monday at a public hospital in which politicians over-
promise and underfund and I see that it is ultimately the patient
who pays the penalty. So it is very easy for us to promise when
future generations have to pay, but I will tell you, it won’t just be
future generations that pay, it will be future so-called beneficiaries.
Unless you can convince me there is not a death spiral, I have to
admit I have to be more skeptical of this than a 100-year forecast.
Thank you.

Mr.PiTTS. The chair thanks the gentleman. The gentleman’s time
is expired. The chair recognizes the gentlelady from California, Ms.
Capps, for 5 minutes for questions.

Mrs.Capps. Thank you, Mr. Chairman. One general comment, if
I may, to begin. While I appreciate hearing from this Administra-
tion on the topic of aging and certainly on your testimony, Madam
Secretary, about the importance of strong long-term care and pro-
gram accessible to all Americans, I can’t ignore the fact that this
hearing is yet another in a long line organized by those on the
other side of the aisle obsessed with repealing the Affordable Care
Act. When repeal doesn’t work, they try to defund. When defunding
doesn’t work, they try to find targets like school-based health cen-
ters or the CLASS program to cut off. As the ranking member said,
it is like déja vu all over again, so I will continue myself to ask
for a hearing on the number one issue to our constituents, which
is jobs, and I will continue to ask for this subcommittee to come
together and support our health care workforce.

I also find it concerning that while the Republican members of
this committee are declaring the program we are discussing today
unsustainable, actually they should be taking credit for the flexi-
bility that will be the key to ensuring its success. In fact, there is
a political article today which describes how the CLASS program
flexibility came to be. It was an amendment by then-Senator Judd
Gregg and it was accepted unanimously by the Senate Health Com-
mittee. In fact, after it was agreed to, Senator Gregg went on to
say that his amendment ensures that the program will be fiscally
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solvent and that we won’t be passing the buck to future genera-
tions.

So Hon. Secretary Ms. Greenlee, considering the amount of flexi-
bility in the program design that you have already discussed, do
you agree with Senator Gregg in his assessment?

Ms.GREENLEE. Congresswoman, as I understand, in response to
Senator Gregg’s concern, the 75-year requirement was placed into
the law so that we look long term, and we are required to look long
term from the very beginning to know that we can hit that marker
before we ever start the program.

Mrs.Capps. Thank you. Now, I acknowledge in this committee a
strong difference of opinion among some of us on the substance of
this program but the overall issue should be one we can easily
agree on: The current system for affordable long-term care is not
just broken, it is all but nonexistent. Long-term care insurance is
far too expensive for most individuals and Medicare does not cover
the range of care needed. Instead, we ask Americans to spend down
their savings, sell their assets and purposely become impoverished
so that they can access the Medicaid program, the primary long-
term care provider in most of our country.

Two weeks ago, this committee heard how expensive Medicaid is
both to the Federal Government and to the States. This is particu-
larly true in regards to long-term care but right now what other
option is there for most Americans? My colleague, Mr. Waxman, ac-
curately described how Medicaid costs could be lessened by this
program. Before many families get to this point, they often struggle
to find needed care for their loved ones themselves. I think it is
fairly clear and straightforward how the CLASS program would
benefit people who might need assistance with such activities of
daily living as dressing, toileting, eating, and sometime in the fu-
ture this could be the case for all of us but the program also prom-
ises to help those individuals who provide this kind of assistance
to those in need, family caregivers whose own lives are often dis-
rupted or put on hold while they care for a loved one. So would you
describe how the CLASS program would affect and benefit individ-
uals such as family members?

Ms.GREENLEE. Family caregivers in specific—as you probably
know from talking to your constituents, family care-giving is a tre-
mendous burden both physically and financially. One of the ways
that the CLASS program would help provide the family member
themselves with cash benefits so that they can purchase assist-
ance—respite care, the kinds of things right now that are often
borne by family caregivers both in terms of physical work and ex-
pense to provide care to their loved one.

Mrs.CAPPS. One more question, or comment and question. There
is a notion that the CLASS program won’t work because there is
no room for it and that is because of the existence of a private mar-
ket, as limited as it is, provides the potential market for long-term
care is limited. The fact that there isn’t more of a market for it
must mean that people don’t want this, yet this fails to take into
consideration that government programs often spur private mar-
kets. For example, the implementation of Medicare led to the cre-
ation of what is now a successful Medi-gap market. As the former
General Counsel for the Kansas Insurance Department, how do you
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see the CLASS program impacting the private market? Do you see
any room for collaboration? Do you think this will be a growth in-
dustry in the future?

Ms.GREENLEE. Thank you. As I mentioned earlier, the private
market has been around for about 30 years. They started with com-
prehensive nursing home insurance and then added and changed
really to include community-based services but it has always been
designed to be a comprehensive product. Nothing like the CLASS
program has ever existed in the private market so these are com-
plementary but different markets and I think there is plenty of
both need and room for both to exist as we move forward.

Mrs.CAPPS. Thank you very much. I yield back.

Mr.PirTs. The gentlelady’s time is expired. The chair recognizes
the gentleman from Pennsylvania, Dr. Murphy, for 5 minutes for
questioning.

Mr.MURPHY. Thank you. Thank you, Madam Secretary.

I appreciate the comments from my colleagues about good inten-
tions, and all of us want to make sure that those who are disabled
have the care that they need, but good intentions do not nec-
essarily cause good law, and I may intend to pay all of my bills,
but if I don’t, the bank isn’t going to accept my intentions as a rea-
son to not foreclose on my home or my car. So it is important that
we have these numbers, and I appreciate your patience in helping
us understand this.

With regard to the health care bill, the latest CBO and Joint
Commission on Taxation estimates are that for the first decade on
the health care bill, it would cause a net increase in Federal defi-
cits of $210 billion over the period of 2012 to 2021. Now, last
March the CBO and JCT estimated it would actually be $124 bil-
lion, it would reduce deficits, so we are off here by almost $300 bil-
lion in those estimates. They also note that the repeal of the
CLASS Act provisions would increase Federal deficits by $86 bil-
lion, meaning that that money was counted as part to pay the bills
for the health care bill. For the first 5 years, I believe the revenue
would be collected from people on a voluntary basis as long as they
didn’t opt out. Am I correct on that?

Ms.GREENLEE. You are correct on that, yes.

Mr.MURPHY. And that would be a defined contribution, you
would set the rates of what someone would pay. Am I correct?

Ms.GREENLEE. Yes.

Mr.MURPHY. And it is a defined benefit of $50 a day. Am I cor-
rect on that?

Ms.GREENLEE. There will be a defined benefit. That is what we
are still developing.

Mr.MurpPHY. We still don’t know how much that will be. Will
there be lifetime caps on that?

Ms.GREENLEE. We are working with the law, which says an aver-
age of $50 a day with a lifetime benefit in the product design but
I don’t have specifics other than that to give you.

Mr.MURPHY. Well, given this information we have that in order
to pay for the health care bill overall, the other day Secretary
Sebelius was speaking to us and under questioning from Mr.
Shimkus she acknowledged that the health care bill actually by
borrowing the $500 billion from Medicare really was double count-
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ing that money to pay for the health care bill but we still had to
pay back Medicare. So I ask a similar question here. This money
which is going towards helping to offset the cost of the health care
bill, is it also double counted?

Ms.GREENLEE. Congressman, truthfully, I am aware of the CBO
budgeting process. My responsibility really is to help advise how
we make this particular program solvent and not—I don’t do as
much with what the CBO counting of the score and certainly not
for the overall bill.

Mr.MURPHY. I appreciate that, but isn’t that money also being
counted to offset the health care costs of the rest of the bill?

Ms.GREENLEE. As I understand the CBO scoring, for the first 5
years as you described, there would be money coming in and that
has been considered in the CBO scoring as you have described.

Mr.MURPHY. So that is double counted. That money is also to
help pay for the health care bill as well as to cover the CLASS Act?

Ms.GREENLEE. I would have to go back to the CBO description
but that sounds accurate, but I would just refer back to what CBO
did themselves

Mr.MURPHY. Yes, it is double counting. I am taking that as an
answer. In that case, don’t we have to pay back that money to
cover the CLASS Act, that $80 billion plus, and not just take it
out? You also need that as you are going through to define the ben-
efits and contributions and the caps. I am assuming that you are
hoping that money comes back and isn’t just taken out and it never
returns.

Ms.GREENLEE. Certainly, we will only move a program forward
if there are premiums, and we have modeling to indicate that the
premiums will cover the benefits as designed, so by inference we
are assuming that will have premiums to collect and that they are
accounted for in the Federal Government that we can draw upon
to pay the benefits.

Mr.MURPHY. I am trying to help you, because you have a very
difficult job here. If $80 billion plus is taken out to pay for health
care but you still need to have $80 billion in there to pay for your
benefits, the question is, where is that money going to come from?
And I liken it this way: If I went to the State of Pennsylvania and
I said I want to start up a long-term care insurance company and
so what I am going to do is, I am going to collect benefits from peo-
ple but I am going to spend that money on other things but I prom-
ise you the day it starts I am going to have money to pay for that.
I am sure they would say you are not going to do this, and if you
try to, we are going to put you in jail because you don’t have the
money to do that. I think you have been given an impossible situa-
tion here where you are going to have to come up with this plan
that someone is already taken $80 billion plus for something else,
and I hope there is a mechanism, I don’t know what it is, where
the money is going to come from to help you. Do you have any idea
how that is going to work out?

Ms.GREENLEE. Congressman, I am understanding your question.
To me, this is the difference between the budget methodology and
the financial accounting that we need to do in order to run a sol-
vent program. I have much more authority and responsibility with
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regard to the basic accounting and fundamental science of the
plan

Mr.MURPHY. I appreciate it, and my concern is also for the peo-
ple. I hate to promise people a benefit and then say, “By the way,
there is no money to pay for it so we are going to have to raise
your premiums, raise your co-pays, reduce your benefits and set
caps.” That is concerning to me because that is a promise unkept.

I am out of time. Thank you.

Mr.PITTS. The gentleman’s time is expired. The chair recognizes
the gentlelady from Illinois, Ms. Schakowsky, for 5 minutes for
questioning.

Ms.SCHAKOWSKY. The gentleman just described exactly what we
have with private insurance right now, that kind of uncertainty
that is in the private market, and I have confidence that the
CLASS Act will actually address this problem.

I am happy to meet you and to see you here. I have been working
on the issue of long-term care since I was in the State legislature
starting in 1991 in Illinois and helped to pass the prevention from
spousal impoverishment that people didn’t have to lose their
homes, spend down every single asset in order to have their spouse
go to a nursing home. The issue of the cost of long-term care not
just for persons with disabilities, who I see are here today and I
welcome them, but certainly for most families or many families,
anyway, you know, face this really frightening prospect right now
of not being able to have the care that they need, having to move
from one place to another, find some place that will accept Medi-
care, and so I wanted to, Mr. Chairman, put into the record and
then refer to the National Council on Aging has “Top 10 Reasons
Why Conservatives Should Love the CLASS Program,” and I would
like unanimous consent to place this in the record.

Mr.P1irTs. Without objection, so ordered.

[The information follows:]
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Top 10 Reasons Why Consetvatives Should Love
the CLASS Program

Voluntary program in health reform provides affordable, meaningful long-term care coverage
Jor Americans with no mandates or taxpayer dollars

Washington, DC (March 16, 2011) ~ The Affordable Care Act has come under attack from
some consetrvatives who claim it costs too much and requires individuals to purchase
insurance. But there is at least one part of health reform that conservatives should embrace.

‘The Community Living Assistance Services and Supports (CLASS) program will provide
affordable, meaningful long-term care coverage for millions of Americans and their
families—right in their own homes and communities—at no cost to taxpayers.

“CLASS represents a historic and fiscally responsible opportunity for Ameticans to plan for
their own futures and invest in long-term care coverage that works,” said Howard Bedlin,
vice president for public policy and advocacy at the National Council on Aging (NCOA).
NCOA was instrumental in including CLASS in health reform and is working to ensure its
implementation.

CLASS will be discussed in the Energy and Commerce Subcommittee on Health in
Washington, D.C. on Thursday, March 17.

Why CLASS Matters

Today, Medicare and employer-based health policies covet little or no long-term care.
Medicaid pays for nearly half of all long-term care, but it requires individuals to become and
remain poor to receive the help they need. Morcover, two-thitds of Medicaid spending goes
to nursing homes and other institutions—instead of home and community-based services.

“CLASS provides coverage for long-term care where people want it most-—in their own
homes and communities,” Bedlin said. To qualify for benefits, individuals must be unable to
petform activities of daily living—such as eating, bathing, or dressing. They then receive a
flexible cash benefit that they can use to pay for services to keep them independent longer.
Unlike private long-tetm care insurance, no one can be turned down for CLASS coverage
because of a pre-existing illness or disability, and the benefits can last a lifetime.
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Top 10 Reasons Why Conservatives Should Love CLASS

1.

CLASS provides flexibility to ensute fiscal solvency. Thanks to an amendment from
former Sen. Judd Gregg (R-NH), the plan includes strong provisions to guarantee fiscal
solvency for 75 years. Statutory language was purposefully written to provide flexibility
in benefit design, eligibility triggers, and work requirements, which will help reduce
adverse selection and ensure solvency.

No federal tax funds will be used to pay benefits. Section 3208(b) states: “No
taxpayer funds shall be used for payment of benefits under a CLASS Independent
Benefit Plan.”

CLASS has no mandates. It is optional for both employers and consumers.

CLASS will increase business productivity by reducing caregiver absenteeism and
permitting people with disabilities to work. A recent survey found that 74% of caregivers
have had to change their job or stop working because of their caregiving responsibilities.

Americans actoss patty lines strongly support CLASS. According to the most recent
Kaiser Family Foundation poll in February, 74% of Americans support the program,
with only 20% opposed. Among Independent voters, 75% support and 19% oppose.
Among Republicans, 57% support and 36% oppose—a 21-point margin.

CLASS will likely jumpstart a flat private long-term care insurance market, in
which sales have declined and many companies have had to increase premiums on
current policyholders. Just as implementation of Medicare led to the creation of a
successful Medigap market, implementation of CLASS should lead to a successful
market for supplemental “wrap-around” private insurance. When France implemented a
proposal similar to CLASS, sales of private plans increased annually by 15%, largely
because the public debate increased awareness of long-term care risk.

CLASS will empower consumers, promote independence and choice, and avoid
federal bureaucracy through a flexible cash benefit. CL.ASS provides a defined
contribution, which most conservatives prefer, not a defined benefit. Monthly cash
benefits will allow consumers to choose and pay for their own services and spur
innovations in service delivery.

CLASS will reduce the federal budget deficit by $86 billion over the next 10 years,
as well as in the following decade, according to a recent estimate from the Congtessional
Budget Office (CBO). Confusion regarding this estimate reflects a misunderstanding of
long-term care insurance products in general, which are designed to build reserves in
early years so that benefits can be paid later. Private insurance products accomplish this
through a restrictive underwriting process, refusing to sell to those with pre-existing
conditions. In contrast, CLASS builds reserves and helps guard against adverse selection
through a five-year vesting period. This important design feature is the primary reason
behind the CBO estimate.
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9. CLASS will cut Medicaid costs. According to CBO, federal and state Medicaid costs
will be reduced by about $3.5 billion between 2016 and 2019, with larger savings after
that can bend the long-term cost curve.

10. CLASS promotes personal responsibility and planning. The voluntary option allows
individuals to plan ahead if they should need assistance in the future.

H#Hit#
About NCOA
The National Council on Aging is a nonprofit service and advocacy organigation headguartered in Washington, DC.
NCOA is a national voice for older Americans—especially those who are vulnerable and disadvantaged—and the
commnnily organizations that serve them. It brings together nonprofit organizations, businesses, and government to
develop creative solutions that improve the lives of all older adults. NCOA works with thousands of organizations
across the country to help sewiors find jobs and benefits, improve their health, live independently, and remain active in
their communities. For more information, please visit woww.NCOA.org:.
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Ms.SCHAKOWSKY. I wanted to go over a couple of them and wel-
come your comments. It says, one, CLASS provides flexibility to en-
sure fiscal solvency, and thanks to an amendment from former
Senator Judd Gregg, the plan includes strong provisions to guar-
antee fiscal solvency for 75 years. Statutory language was purpose-
fully written to provide flexibility in benefit design, eligibility trig-
gers and work requirements which help reduce adverse selection
and ensure solvency. I wondered if you wanted to comment or ex-
pand or just assure its accuracy.

Ms.GREENLEE. Congresswoman, the Secretary has the responsi-
bility to guarantee solvency and the authority to make adjustments
that we need to in order to get us to that point. The amendment
by Senator Gregg certainly gives us the guideposts that we must
make sure that this is solvent in the long run for 75 years.

Ms.SCHAKOWSKY. Let me go to the second one. No Federal tax
funds will be used to pay benefits. Section 3208 states, “No tax-
payer funds shall be used for payment of benefits under CLASS
independent benefit plan.”

Ms.GREENLEE. That is correct. The premiums have to cover the
benefits.

Ms.ScHAKOWSKY. Three, CLASS has no mandates. It is optional
for both employers and consumers.

Ms.GREENLEE. That is correct.

Ms.ScHAKOWSKY. CLASS will increase business productivity by
reducing caregiver absenteeism and permitting people with disabil-
ities to work. A recent survey found that 74 percent of caregivers
have had to change their job or stop working because of their care-
giving responsibilities.

Ms.GREENLEE. Well, as you know, the main purpose of the law
is to provide cash to an individual who needs assistance. There is
a parallel there for additional support for the caregivers who are
providing that assistance. Care-giving is a huge burden, and as we
know, many people struggle to both maintain their own work and
care for a loved one, so helping the person needing care will help
both people.

Ms.SCHAKOWSKY. Americans across party lines strongly support
CLASS. Let me just give you some figures. The Kaiser Family
Foundation poll in February, 74 percent of Americans support the
program. Only 20 percent oppose it. Among independent voters, 75
percent support, 19 percent oppose. Among Republicans, 57 percent
support, 36 percent oppose it, 21 percent margin. I will go on, six,
CLASS will jump-start a flat private long-term care insurance mar-
ket. I think you talked a bit about that. I know that Congress-
woman Capps suggested that this actually could do this. I want to
just give you one fact. When France implemented a proposal simi-
lar to CLASS, sales of private plans increased annually by 15 per-
cent, largely because the public debate increased awareness of
long-term care risk. So you stated earlier that you hoped that and
thought that would be the result?

Ms.GREENLEE. Certainly. One of the major issues that we need
to address and that is part of the plan for the budget is to market
to the American public the problem, that there is a need for sup-
port for long-term services. CLASS is one option. Private insurance
would be another.
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Ms.SCHAKOWSKY. I am going to skip to, CLASS will reduce the
Federal budget deficit by $86 billion over the next 10 years.

Ms.GREENLEE. Yes, that was the CBO score.

Ms.SCHAKOWSKY. My time is expired. Thank you.

Mr.PiTTS. The chair thanks the gentlelady and recognizes the
gentleman from Ohio, Mr. Latta, for 5 minutes for questioning.

Mr.LATTA. Thank you, Mr. Chairman, and Assistant Secretary,
thanks very much for being here today. I really appreciate it.

Just kind of the line of questions that some of the other members
asked a little bit earlier but maybe I could just follow up on. One
is, I just want to make sure I understand it, did the Secretary say
at a Senate hearing that the program will not start unless we can
be absolutely certain that it will be solvent and self-sustaining into
the future? Did she make that—I just want to make sure I have
got that correct.

Ms.GREENLEE. Yes.

Mr.LATTA. OK. And also in your testimony, you stated on page
4, you said that “President Obama and Secretary Sebelius have ac-
knowledged that the CLASS program needs improvement. Many of
the changes proposed to the Senate health reform bill that would
have improved the CLASS program’s financial stability were not
included in the final legislation were reflected in the Congressional
Budget Office assumptions that scored the CLASS program. There-
fore, it was not unexpected that the President’s fiscal commission
identified that these same unresolved issues in December and rec-
ommended reform or repeal of CLASS. Given the critical unmet
needs of long-term care that I noted earlier, we should not repeal
CLASS until we have made every effort to reform the program,”
and that was in your testimony.

And the next question is, is it my understanding that the Presi-
dent is requesting in fiscal year 2012 $120 million?

Ms.GREENLEE. That is correct.

Mr.LATTA. OK. And may I ask, what exactly does he want to
spend the $120 million on?

Ms.GREENLEE. Ninety-three point five million would be for edu-
cation and outreach efforts to both inform the public about the new
program as well as the larger issue of the need for long-term care.
The other two expenses are for administrative costs and——

Mr.LATTA. OK. Let me ask this question. If we have a program
that everybody acknowledges is broken, why do we want to spend
money educating people on something that might not work in the
present form? Let me give you this example. If someone in the pri-
vate market makes a defect product and puts it on the market,
should that person have done that?

Ms.GREENLEE. I am trying to draw a connection to CLASS here.

Mr.LATTA. If someone goes out and makes a defective product,
knowingly knows that they put something out on the market that
is defective, should they have done that?

Ms.GREENLEE. We don’t intend to market a defective product.

Mr.LATTA. OK. Well, let me ask this, though. We are going to
educate people on $120 million on something that is broken, you
know, in the private market what would happen is, we would have
every State attorney general, we would have the ABCs of the Fed-
eral Government, we would have private individuals filing class
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lawsuits against someone that would have done that. And so I
guess, you know, I am not saying good or bad about this program.
What I am saying is, why do we in the Federal Government want
to spend money on something that we already know right now isn’t
working and we are going to go out and market it to tell people—
are we going to tell people this is defective? Should we use the
statement from the Secretary and her testimony before the Senate
Finance hearing saying the program will not start unless we can
be absolutely certain that it will be solvent and self-sustaining into
the future?

Ms.GREENLEE. We spent a year since the law was adopted ana-
lyzing through two actuarial models what the law would look like,
and that led us to the conclusion that there are changes and im-
provements that we need to make so that we can go to market with
a product——

Mr.LATTA. Pardon me. Should that be the first statement we
should put out in any notice to anybody, we should put a dis-
claimer, a caveat to the American people saying that this program
will not start unless we can be absolutely certain that it will be sol-
vent and self-sustaining into the future?

Ms.GREENLEE. I think we should tell the American public that
this program will be solvent because we won’t start if it won’t, and
provide them information so they know what they are participating
in if they choose to.

Mr.LATTA. You know, and again, though, maybe my logic is off,
but we are going to spend money on something out there that is
defective. Shouldn’t we first improve the product, then market it?

Ms.GREENLEE. To me, that is the description of what we are tell-
ing you that we are in the process of doing, that we did the initial
modeling. There are improvements that we need to make. Both the
President and Secretary have discussed that in terms of reform in
response to the debt commission, and we will not, again, using your
language, go to market until those improvements are made and we
know it is solvent.

Mr.LATTA. OK. Do you all have the authority to make all the re-
forms in it beforehand?

Ms.GREENLEE. There are between 35 and 40 different places in
the law where the Secretary is given both authority and responsi-
bility to make the program work.

Mr.LATTA. Do you have to come back to Congress to have any
forms implemented?

Ms.GREENLEE. No, we don’t have any proposals at this point.

Mr.LATTA. But at the same time, we are going to spend $120 mil-
lion. How long do you think it is going to be before you could go
out to market and actually have a product that people can say on
our side that it is something that is totally done, that we don’t
have to worry about telling people that it is not incorrect?

Ms.GREENLEE. The statute requires the Secretary to publish a
final plan in October 2012, and we will hit that marker and have
a product at that point that we could support and go to market
shortly after that. That is the scheduled described in the law.

Mr.LATTA. Thank you, Mr. Chairman.
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Mr.P1TTS. The gentleman’s time is expired. The chair recognizes
the gentleman from New York, Mr. Weiner, for 5 minutes for ques-
tions.

Mr.WEINER. Thank you, Mr. Chairman.

This morning I woke up to a phone call from my brother, Jason,
who told me that my mom, who is 75 years old, who skis every
weekend and who takes long walks, tries not to drive anywhere,
walks up and down her stairs, and she lives in a four-story walkup,
had to be taken to the doctor because she fell. Jason is going to
eventually have to go to work. I have to figure out whether I am
going to be able to cast votes tonight because I am going to have
to run home to see if I can take care of her when she gets done
with the doctor. Nothing remarkable about this story.

Ms.GREENLEE. No.

Mr.WEINER. Every single day people are trying to figure out how
you deal with an increasingly healthy, longer-living, aging society,
something we should be very proud of, something that was largely
the result of the Medicare Act, which many people objected to.
They said it is socialized medicine, what are we doing, we should
stay out of people’s business. But we created that program and now
we have healthier people, and a lot of them women because hus-
bands die, you know, actuarially die earlier so a lot of women like
my mother. She didn’t choose to fall and hurt her hip. No one
chooses to have Alzheimer’s because they are Democrat or Repub-
lican. No one gets up one morning and says the free market leads
me to decide that today I am going to go shopping for a broken hip.
It doesn’t happen.

You know, there is an expression that it takes a great man to
build a barn but any jackass can kick one down, in this case, a
great woman to build a barn. In this case, my friends on the other
side of the aisle are kicking down their own barn. They are the
ones that have continually said throughout the health care debate,
well, if you just give people money back and let them decide the
smart way to spend it, then that is the way to structure a program.
That is what the CLASS Act did. It imbued the idea that my
friends had and yet here they are saying, you know what, we can’t
do that. Now, it is funny how they all stipulate so comfortingly, oh,
of course, it is a big problem, oh, yes, it is a very big problem be-
cause they know every one of their constituents literally sits in
anxiety like I do and like my brother, how are we going to balance
this. We don’t want my mother to be in an institution. That would
cost a great deal, and she doesn’t really need it. But how do we
provide this seam of care? I am very lucky. Jason is very lucky. We
are both gainfully employed. We have some flexibility. But what
about the families that don’t? They know that it is not a partisan
thing about whether your loved one gets sick. It is not a party
thing. If we can step back for one moment and say well, wait a
minute, if we all concede and stipulate that this is a problem that
needs to be solved, let us think of the foundation on how we try
to solve it.

Now, I believe in a single-payer system like Medicare that covers
things like this, that covers people 65 and older, also covers 55,
also covers 35 and 45. I believe in that. Now, some of my Repub-
lican friends say, no, we don’t believe in that, we don’t like Medi-
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care, we don’t like programs like it, we believe in the private
model, let us double down on private insurance. And so Secretary
Greenlee, you are here to say well, we have come up with a pro-
gram that tries to address something you stipulate is a need in a
model that you stipulate you like more, doesn’t have a guaranteed
anything except that we are going to try to make sure everyone
gets at least $50 a day and now we are saying, oh, this is a very
big problem but we don’t like this idea. We don’t like this way. OK.
Where is your idea? Well, we heard earlier there is no Republican
idea. This is an entirely deconstructionist agenda. And I want to
say to my friends and to my colleagues, for 99 percent of the Amer-
ican public, they see politics as kind of this white noise in their
background. They just want to tune in every once in a while and
say, you know what, they get it. They watch this debate today on
C-SPAN 6 or whatever it is on. They watch this debate today and
they listen to you say, well, I want to see a guarantee. Well, if you
are dealing with a loved one who has hurt themselves and needs
care and needs to be taken care of maybe for the first time in your
life, you are not thinking that way. You are thinking, you know
what, let us see if we can try to help out a little bit, and we have
to return to this place where we try and solve problems, not con-
stallrlltly deconstruct the solutions that other people are coming up
with.

And I say to my colleagues on the other side of the aisle, good
and decent people, God willing you live that life where none of your
senior loved ones get sick. God willing. I wish that to you. But on
the off chance that one of your constituents, even one of them, faces
this problem, let us try to come up with a solution, and we are
bludgeoning this poor person who is trying to say, you know what,
I stipulate to the idea, it might not be perfect. It 1s a tough chal-
lenge. We are trying to fix it. We are using a model that you sug-
gested, using flexibility that you demanded and we are trying our
best and we are committed to trying to solve the problems.

And what is the answer? Oh, you can’t say with metaphysical
certitude you will solve the problems today before you leave the
room? Well, in that case, let us hear from the four panelists who
we paid to come here to say this program stinks. Let us listen to
them. That ain’t the way to run a country.

Mr.PirTs. The chair will ask the audience to please restrain
themselves.

The gentleman’s time is expired. The chair recognizes the gen-
tleman from Georgia, Dr. Gingrey, for 5 minutes for questioning.

Mr.GINGREY. Mr. Chairman, thank you, and I will take a lot of
my time to maybe give a speech as well, and even if the audience
were permitted their applause, I am not sure that I would get any,
but I will take the privilege anyway.

Let me just say this, that my friend from New York made a com-
ment in regard to this side of the aisle being in opposition to Medi-
care and Medicaid and SCHIP, and he didn’t say it but probably
Social Security as well, and that is absolutely not true. That is ab-
solutely not true. I have spent my whole adult professional life
practicing medicine, 31 years, and I was a freshman in medical
school when Medicare passed. So this side of the aisle truly be-
lieves in the importance of the safety-net programs that we have.
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But we also firmly believe, Madam Secretary, that we need to pay
for these programs, and if we don’t and if we use gimmicks and cer-
tainly we feel and can point to the evidence in the Patient Protec-
tion and Affordable Care Act that there was a funny accounting
used, double counting. We brought that out a number of times in
this particular hearing. And all of this is what leads to $14.3 tril-
lion worth of debt and deficits of $1.63 trillion and the need to
raise taxes in the President’s current budget that he submitted to
us last month by $1.6 trillion.

So, you know, you go off a cliff. As important as these programs
are—and I have talked to some of you between the break, and I
understand that this CLASS Act has great merit and maybe some
potential but clearly with this double counting, the gentleman from
Pennsylvania on our side brought that up and I am going to bring
it up again, Madam Secretary, because this is the kind of thing
that is wrecking this country and pushing us toward the precipice
of bankruptcy, and so that is why we say if a program like this
doesn’t work, let us don’t start it, and I plead with you not to do
that. I wish this bill was a stand-alone provision that we could
really vet and make sure before we started anything like this that
it was not just another situation where you have the big Federal
Government raiding the trust funds, whether it is Social Security
or Medicare.

So let me, Madam Secretary, address that once again. My num-
bers say that the CBO found that something like $39 billion—Mr.
Murphy had a higher figure—the total costs of Obamacare, would
be paid for by the total net savings from the CLASS Act. So do you
know why CBO—again, he asked you that question and I will give
you a second opportunity to answer it—why the CBO counted the
$39 billion toward paying for Obamacare and yet you say the im-
portance of raising that money earlier before this program goes
into effect in essentially 5 years, where is that money going to
come from when it is needed for these seniors that Mr. Weiner and
others are compassionately talking about?

Ms.GREENLEE. Congressman, I hope to be able to describe accu-
rately to you how I believe the program will operate. I don’t have
any involvement with the CBO scoring, and I know that is some-
thing that you realize. The money will be collected for a number
of years, 5 years, before the money is paid back out, and it is clear
that there will be an obligation to the American public that they
pay premiums, we will pay their benefits. I am simply not involved
in the CBO scoring process or how the budget impacts the actual
accounting of the program. We will make sure the accounting
works and continue to be involved, follow up with you if there is
something that we need to readdress with regard to the CBO——

Mr.GINGREY. Well, Madam Secretary, you have said that a num-
ber of times, and I appreciate that, and I think you are very honest
in your testimony, and being an honest woman and somebody with
a lot of experience going back to your days in Kansas, do you think
it is fair for the Administration to spend whatever dollar amount,
whether it is $40 billion or $80 billion, put into the CLASS Act
trust fund and then take it out and use it as part of the CBO score
to make the Obamacare numbers work?

Ms.GREENLEE. I just don’t have a comment on that, sir.
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Mr.GINGREY. Well, Madam Secretary, let me go a little bit fur-
ther on that and say this. The Secretary of Health and Human
Services has stated that she has the regulatory authority to make
changes to this program. Do you believe under that authority that
she has the ability to increase the program’s income -eligibility
standards? It is a fairly straightforward yes or no question. And I
think my time is about to expire. Yes or no.

Ms.GREENLEE. Yes, there are requirements in the law she must
follow. She has the authority to do that.

Mr.GINGREY. Mr. Chairman, if you will bear with me just for a
second then, I would like to ask unanimous consent to put into the
Congressional record this CRS report that questions whether or not
the Secretary has that authority, and that questions the overall vi-
ability of the program, and I admit this to the record.

Mr.P1irTs. Without objection, so ordered.

[The information follows:]
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To: Hon. Charles Boustany, Jr.
Attention: Mike Thompson
From: Edward C. Liu, Legislative Attorney, x7-9166

Subject: Authority of the Secretary of HHS to Make Exceptions to Minimum Earnings
Requirement for Eligibility Under the CLASS Act

This memorandum responds to your request for an analysis of the scope of the authority of the Secretary
of Health and Human Services to define exceptions to the minimum earnings requirement for purposes of
being considered an eligible beneficiary under § 3202(6)(C) of the Public Health Service Act (PHSA) as
added by the Community Living Assistance Services and Supports Act (CLASS Act).!

Background

The CLASS Act was enacted as Title VIII of the Patient Protection and Affordable Care Act (PPACA)? to
create a federal long term care (LTC) insurance program. Individuals who are actively employed may

. enroll in the program. Enrollees who meet the criteria to be considered eligible beneficiaries may receive
benefits under the CLASS Act in the event that they are certified as experiencing a functional limitation
with respect to at least two or three activities of daily living (ADLs).? The Secretary is given the authority
to decide whether benefits will be triggered by an inability to perform two or three ADLs.*

Among the reqmremenm that must be met for enrollees to be considered eligible beneficiaries is a
minimum earnings requirement which provides that enrollees must have earned, with Tespect to at least
three calendar years during the first 60 months for which the individual has paid premiums under the
program, at feast the amount necessary to be credited with a quarter of coverage under the Social Security
Act.® The CLASS Act also provides that the Secretary of HHS “shall promulgate regulations specifying

142U C § 30011 et seq. This memorandum does not discuss the scope of the Secretary’s authority to modify the CLASS
progr der other provisions of law that may provide addmonal administrative flexibility.

IPL. 111 ~148, §§ 8001-8002.

3 42 U.S.C. § 3001-2(a)C)(0). The statutory definition of ADLs ipass cating, toileting, transferring, bathing, dressing, and
continence. 42 U.S.C. § 30011-1(3).

442°U.S.C. § 30011-2()(CXD).

%42 U.S.C. § 30011-1(6)(A)(H). Such amount is determined pursuant to 42 U.S.C. § 413(d), and for 2011 is set at $1,120.

75 Fed. Reg, 74123, 74125-74126 (Nov. 30, 2010).

Congressional Research Service 7-5700 www.ers,gov
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exceptions to the minimum carnings requirement [described above] for purposes of being considered an
eligible beneficiary for certain populations.””®

Analysis

Specifically, you have asked whether, hypothetically speaking, the Secretary could use her delegated
authority to define exceptions under § 3202(6)(C) to modify the minimum earnings requirement for
eligible beneficiaries so that enrollees would be required to earn more than is currently required by the
text of the CLASS Act.” As described above, § 3202(6)(C) explicitly authorizes the Secretary to make
exceptions to the statutory minimum earnings requirement for certain populations.® Therefore, the
question of whether the type of modification described in the hypothetical above is within the Secretary’s
authority appears to turn on whether an increase in the amount that an enrollee would need to earn in
order to become an eligible beneficiary would be considered an exception to the existing minimum
earnings requirement. In turn, answering this question requires examining the precise scope and meaning
of “exceptions” as used in § 3202(6)(C).

The Supreme Court has held that, except where Congress has unambiguously expressed its intent, courts
should defer to an agency’s interpretation of a statutory term, if such an interpretation is a reasonable
one.® However, “[i]f the intent of Congress is clear, that is the end of the matter; for the court, as well as
the agency, must give effect to the unambiguously expressed intent of Congress.”'® Therefore, the initial
question that must be answered is whether Congress’s use of the word “exceptions” is unambiguous in the
context of § 3202(6)(C).

The CLASS Act does not provide an explicit definition of the word “exceptions.” However, English
language dictionaries define an exception variously as the “exclusion or restriction (as of a class,
statement, or rule) by taking out something that would otherwise be included;” “a case to which a rule
does not apply;” or as “the act of excepting.”"! The verb except means “to take or leave out from a
number or a whole.”* Similarly, legal dictionaries define an exception as “something that is excluded
from a rule’s operation.”" In the absence of any other factors suggesting that the term is ambiguous, the
consistency of dictionary definitions could be viewed by a court as evidence that the term “exceptions” is
unambiguous, and that it refers to situations in which a rule of general applicability shall not be applied.

If the meaning of a term is unambiguous, then courts and agencies are bound by that meaning." But, it is
still necessary to determine whether an agency’s action is consistent with that understanding of the
statutory text. In the context of § 3202(6)(C), application of the meaning of the term “exceptions”
described above would mean that the Secretary of HHS would be authorized to promulgate regulations

£ 42 U.S.C. § 3001L-1(6)(C). )

7 For purposes of this hypothetical, it is d that the mini ings requil would be raised for all enrolices, or for
groups of enrollees based on income or other economic metrics.

#42 US.C. § 3001-1(6)C).

¢ Chevron, U.S.A., Inc. v, NRDC, Inc., 467 U.S. 837, 843 (U.S. 1984)

°

' WEBSTER's THIRD NEW INTERNATIONAL DICTIONARY 791 (1976); MERRIAM-WEBSTER'S COLLEGIATE DICTIONARY, TENTH
EbrrioN403 (1996).

12 Id'.
' Brack’s LAW DICTIONARY 644 (9th ed. 2009).
" Chevron, 467 U.S. at 843,
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specifying cases in which the minimum earnings requirement does not apply for purposes of being
considered an eligible beneficiary under the CLASS Act.

Defining exceptions in this way would appear to permit the Secretary of HHS to lower or eliminate the
minimum earnings requirement in certain cases, but it is not clear that it would similarly permit the
Secretary to require enrollees to earn more than is statutorily required before they may be considered
eligible beneficiaries. On one hand, requiring an enrollee to earn more than would be required under the
statutory minimum earnings requirement would technically fit the definition because it would be a case in
which the general rule did not apply. But, on the other hand, a distinction might be made between
preventing a rule’s operation in a particular case compared with imposing additional requirements that are
in excess of what would have satisfied the original rule.

In support of this distinction, a potential litigant might cite the opinion of the United States Court of
Appeals for the District of Columbia Circuit in Public Citizen v, Health and Human Services.”® In this )
case, the court was interpreting the agency’s authority under § 1160{a)(2) of the Social Security Act
(SSA)."® That section provides that information collected by Quality Improvement Organizations' in
response to complaints by Medicare beneficiaries

shall not be disclosed to any person except ... in such cases and under such circumstances as the
Secretary {of HHS] shall by regulations provide to assure adequate protection of the rights and
interests of patients, health care practitioners, or providers of health care...."'®

HHS issued a manual, under this authority, which created an additional circumstance in which
information could not be released, specifically if an identifiable health care provider objected to
disclosure.!” The plaintiffs in the Public Citizen case argued that this provision in the manual conflicted
with another section of the SSA, that directed QIOs to “inform the individual ... of the [quality
improvement] organization's final disposition of the complaint.”?

In holding that that HHS exceeded its authority in permitting nondisclosure of the QIOs final
determination if identified providers’ did not consent, the court stated that “[§ 1160(a)(2) of the SSA]
does not permit the Secretary to impose his own nondisclosure requirements; rather, it authorizes the
Secretary to promulgate regulatory exceptions to the general nondisclosure requirement.” Based on this
language, it appears that the court made a distinction between a delegation to an agency to create
exceptions to a general rule and a delegation to that agency of the authority to promulgate regulations that
are more stringent than what the general rule would have required.

As mentioned above, there is a possibility that a court presented with this issue would find that an
increase in the minimum earnings requirement constituted a valid exception to the statutory standard.
However, based on the ordinary meaning of the word “exceptions™ and the opinion in Public Citizen v.
HHS, it appears that there is a basis upon which a court could conclude that § 3202(6)(C) alone would not

'S Public Citizen, Ioc. v, HHS, 332 F.3d 654 (D.C. Cir. 2003).

' 42 U.S.C. § 13200-9(a)(2).

17 Quality Improvement Organizations are entitics that contract with Medicare to review the quality, reasonableness, and
fiiciency of medical services provided under Medi as well as to determine whether the services provided are within

Medicare's statutory ge. 42 U.S.C. §§ 1320c-3(a)(1) and 1395y(g).

%42 U.S.C. § 13200-9(2)(2). )

* Public Citizen v. HHS, 332 F.3d at 656.

P 42 US.C. § 13200-3(a)(14).
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provide the Secretary with suﬂicwnt authonty to raise the minimum earnings requirement for eligible
beneficiaries under the CLASS Act.?!

# Although beymd the scope of this memorandum, there maybe addntioml limits on the ability of the Secretary to make

ep i earnings requi for certain p For ple, if the Secretary were to raise the
mxmmumearmngs i for certain lations based on healthsmnm,dmmxghtbefmmdtobemoonﬂmmthorhcr
provisions of the CLASS Act that probibxt medical underwriting. 42 U.S.C. § 3001-2(b)(3).
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Mr.GINGREY. I yield back.

Mr.PiTTS. The gentleman’s time has expired. The chair recog-
nizes the gentleman from New York, Mr. Towns, for 5 minutes for
questioning.

Mr.Towns. Thank you very much, Mr. Chairman and Ranking
Member, for holding this hearing. And we have long agreed that
our country simply does not have an established framework to pro-
vide long-term care for those in need.

Nursing home care is extremely expensive. When paid for by
Medicaid, taxpayers are spending over $200 per person per day on
these expenditures. At a time when both the Federal and State
budgets are extremely tight, we need to be looking for ways to al-
leviate these issues. Programs like CLASS can pose one solution so
long as we can work together to ensure that it remains financially
sound.

Let me ask you, Ms. Greenlee, what is HHS doing to ensure the
fiscal soundness of this program? Now, this question might have
been asked and I am sorry.

Ms.GREENLEE. I am certainly willing to answer. Since the law
was passed a year ago, we have been involved in putting together
two different actuarial models so that we can check them against
each other to determine how the program works from the actuarial
point of view. It is from those models that we have come to the con-
clusion that we need to make some changes to the program. We
will now move forward using the new assumptions so that we can
develop the plans that we need to prepare for presentation to the
advisory council and to the Secretary. All of that will be a very
public and transparent process so we continue to move forward and
build on what we have learned so far.

Mr.TownNs. Thank you very much. You mentioned in your writ-
ten testimony that many of the changes proposed to the Senate
health reform bill that would have improved the CLASS program’s
financial stability were not included in the final legislation. Can
you give me at least two examples?

Ms.GREENLEE. Indexing of the premiums would be one example.

Mr.Towns. Yes.

Ms.GREENLEE. I was not a participant in those conversations. As
we have come to the conclusion that we need to make some
changes, revisiting that Senate list was the first place we looked
for ideas and some of those things on the list are ones that we are
proposing now.

Mr.TownNs. You know, Mr. Chairman, we are getting a lot of crit-
icism on the other side, and it bothers me because I am not getting
any suggestions or ideas from the other side when it is a known
fact that people are now living longer and they need this care at
the end of their days, and if we are not going to work together to
come up with some ideas, how do we reject what is already there?
I mean, I just want to get a little answer because I am really trou-
bled, because this is a very serious issue and I am not sure it has
been treated in a serious fashion, and I direct that to you, Mr.
Chairman, not to the witness on this one.

Mr.GINGREY. Mr. Towns, if you would yield to me?

Mr.Towns. I would be delighted. I will yield to anybody that
might be able to help me.
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Mr.GINGREY. Well, I appreciate, and I think in my time and the
remarks that I made and the questions that I asked of the Sec-
retary is to further outline and shine a little light on the fact that
we are very much concerned, Mr. Towns, in regard to this program,
if it were stand-alone and we could get it right

Mr.WEINER. Will the gentleman yield?

Mr.GINGREY. Yes.

Mr.WEINER. I appreciate the gentleman yielding. I mean, the fact
of the matter is, we had 75 hours of hearings, hours and hours of
markups and basically every single time it was greeted with “No,
we are against it.” Mr. Towns, you are correct in pointing out, they
don’t have—this repeal and replace is a fiction. It is just repeal.
Earlier you missed it, Dr. Burgess said no, we don’t have a bill. I
would ask, Dr. Gingrey, is there a bill? We will take a look at it
right now. Let us hold it up and take a look at it. They said read
the bill. It won’t even take you much time to read their bill, Mr.
Towns. They don’t have one. They are bankrupt of ideas but they
do know that for all the people that are going to get care under the
CLASS Act, they want them to be out of luck. That is clear, Mr.
Towns, and I yield back to you.

Mr.Towns. I thank the gentleman, and I must admit that I agree
with your statement, and I think it is unfortunate because this is
a very serious issue and I don’t think it has been handled in a very
serious fashion, and that bothers me.

Mr.BURGESS. Will the gentleman yield?

Mr.Towns. I would be delighted to yield. Do you have any kind
of solution?

Mr.BURGESS. Well, I just

Mr.Towns. If you do, I will yield to you.

Mr.BURGESS. Well, the solution is the hearing that we are having
today, but I would just point out, this is a hearing that we were
promised when we marked the bill up in the middle of the night
without having a hearing on this subject, and Chairman Pallone at
that time promised a hearing after the bill passed. That seemed
odd to me, but I was willing to go along with it. Well, now we are
having the hearing, but unfortunately, the bill was passed and
signed into law, and as we know, the Gregg amendment over in the
Senate was slapped together at the last minute. The Gregg amend-
ment did protect the draw on the Treasury but that can be over-
written by the Secretary of Health and Human Services. Is that not
correct?

Mr.TownNs. Thank you, Mr. Chairman.

Mr.PirTs. The gentleman’s time has expired. The chair thanks
the gentleman and yields 5 minutes to the gentleman Mr. Guthrie
from Kentucky for questions.

Mr.GUTHRIE. Thank you, Mr. Chairman. I appreciate that. And
we are concerned. You know, people do have issues when they are
older and we need to prepare financially for that. And like all the
members here, I am willing to work with whoever we need to help
people. People can’t use health savings accounts, they can’t use pre-
tax dollars for long-term planning, and that is where we need to
go with it.

But on the premium side of it, if you look at the questions we
are asking, I mean, Kentucky today, the legislature is in general
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assembly and special session to close $100 million gap in Medicare
and looking at cutting education to do so. So when something
passes and the Secretary of Health and Human Services says in its
current form is not solvent, I think it would be absolutely irrespon-
sible for us seeing what is happening in the budget not to sit down
and ask these questions, and you are giving some answers that are
comforting.

A couple of things, one, on the premium. It is going to be self-
sustaining so the premium that goes in pays the benefit?

Ms.GREENLEE. That is correct.

Mr.GUTHRIE. And so there is no—well, the premium may be
high. That is the question once you start figuring out what it is
going to be, maybe, you know, if it is unaffordable. It won’t be any,
well, we are going to save Medicaid here, therefore we can—the
law doesn’t allow you to say this premium will pay this but there
is a gap but we are going to have savings in Medicaid and there-
fore it is a self-funding program. You know what I'm saying, just
booking savings in other categories to

Ms.GREENLEE. No, the analysis is self-contained within the
CLASS Act itself. I mean, the Medicaid savings are important to
watch but they don’t in some way offset what is happening within
the CLASS program itself.

Mr.GUTHRIE. Now, if I understand this, the first 5 years people
will pay in but you can’t receive a benefit for 5 years because you
have to pay in 5 years to receive a benefit.

Ms.GREENLEE. That is correct.

Mr.GUTHRIE. So the money paid in has been scored to support
other parts of the health care bill?

Ms.GREENLEE. Yes.

Mr.GUTHRIE. So when you say a premium is going to pay bene-
fits, you have to account for that? Because that money is not going
to be there in year five to pay so the premium will have to be high-
er to cover the benefits in the CLASS Act alone because you are
taking money out to subsidize something else, right?

Ms.GREENLEE. This is

Mr.GUTHRIE. You have to factor that into that.

Ms.GREENLEE. As I described earlier, the difference between
budgeting and the budgeting process and the accounting that we
have to do in the receipts and expenditures in the CLASS program
itself. They are not the same thing. They are related but they are
not the same thing in terms of the solvency of the program.

Mr.GUTHRIE. Well, I know you are not budgeting, I mean, I know
you are not CBO but you are going to have to account in the value
of the premium for the fact that you are not going to have the first
5 years of dollars to spend for benefits.

Ms.GREENLEE. No, the program must be credited with the pre-
miums that come in.

Mr.GuTHRIE. OK. So you are going to count the premiums that
are spent somewhere else as part of the benefit?

Ms.GREENLEE. It will have to——

Mr.GUTHRIE. You are not going to have the money there.

Ms.GREENLEE. But it has to be a part of the accounting that we
make for the program. I mean, it is very clear in the law that the
premiums that come in have to cover the benefits and there will




68

be a request for benefits. I mean, that is the program design. If
there is a budget methodology that accounts for that in a different
way, it does not change the fundamental

Mr.GUTHRIE. So now we are going to have to cover the first 5
years of money?

Ms.GREENLEE. Five years it will be there, but again, these are
kind of different financial mechanisms that we are interchanging.

Mr.GUTHRIE. I have worked in family business and provided ben-
efits to our workers and looked for ways for people to plan for their
long-term care. If a business doesn’t auto-enroll, is there an alter-
native process to enroll individuals? If a business chooses not to
offe?r it as an auto-enroll benefit, then what is the alternative proc-
ess?

Ms.GREENLEE. The key here is that both the employers and the
individuals have a choice. The law describes an employer opt-in
methodology, which is up to the employer if they want to partici-
pate, and we also have to come up with an alternative mechanism
for individuals. We are seriously interested in engaging the busi-
ness community about what would work for them. If they choose
not to opt in, are there other kinds of information, other kinds of
ways that they could help their employees gain access to the pro-
gram, and we will be engaged with the employer community in a
robust fashion because their support is helpful to us as we gain the
large numbers of-

Mr.GUTHRIE. Well, that is just a way to reach access.

Ms.GREENLEE. That is how we get the numbers we need.

Mr.GUTHRIE. Like when you do immunizations, you get them at
school because you know you are going to get everybody coming in.

Ms.GREENLEE. And we need to be engaged with them and plan
to do that.

Mr.GUTHRIE. I have just about a minute, but I understand you
have the 3 months so you don’t want to pay in early, drop out and
then get back in and try to get in at your earlier rate so if you drop
out for 3 months, then you come back, you are reassessed at the
age and the time and actuarially at the time you come back in, so
if you buy a policy at 20, it should be cheaper than if you buy a
policy when you are 60 because you have got longer—hopefully, un-
less you are disabled, have a longer time to pay. So currently we
have had people on unemployment for 2 years so we have these
kinds of situations, but if somebody dropped out, lost their job and
couldn’t get a job for 3 months and a day, when they show back
up they would be reassessed at their new age. So if they started
at 20, they get 40, they lose their job, they come back at 40, 3
months and a day later they get reassessed. Is that how

Mhs.GREENLEE. There are two things we have to achieve together
in that——

Mr.GUTHRIE. I mean, that is just a real issue that——

Ms.GREENLEE. Right, the fact that people may come in and out
of the program in a very legitimate way that we need to price but
we also need to protect from gaming the program at the same time.

Mr.GUTHRIE. Thanks. I appreciate it.

Mr.PirTs. The gentleman’s time has expired. Madam Secretary,
thank you for your testimony and your response to the questions.
Earlier this month, Secretary Sebelius promised Dr. Gingrey dur-
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ing her testimony before this committee that HHS would engage in
a transparent process in the development of the CLASS program.
My hope is that you will share information with this committee as
you develop the program’s structure.

Ms.GREENLEE. Yes.

Mr.PirTs. Thank you, and that concludes the first panel, and the
chair thanks the Secretary for your very informative testimony and
responses.

Mr.DINGELL. Mr. Chairman?

Mr.PiTTS. Yes, Chairman.

Mr.DINGELL. Very briefly. Thank you for having this hearing. It
has been very useful and it is moving us towards seeing to it this
program works well. This is the purpose for which oversight was
designed and it is our responsibility, and I commend you for it.
Thank you.

Mr.PrrTs. Thank you, Mr. Dingell, for those comments.

So you are excused at this time and we will call the second panel
to sit at the table, and I will introduce them at this time. Thank
you. And let me introduce the witnesses and they will testify in
this order, and I ask that they will summarize with 5-minute state-
ments each. We will make your written testimony part of the
record. First of all, Mr. Allen Schmitz is a Principal and Consulting
Actuary with the Milwaukee office of Milliman, focusing primarily
on long-term care insurance. Mr. Schmitz was part of a team of ac-
tuaries from the American Academy of Actuaries that has provided
actuarial analysis and review of the CLASS program. Mr. Schmitz
has also recently served on the Society of Actuaries’ long-term care
insurance section council and currently leads the International Ac-
tuarial Association long-term care team.

Dr. Joe Antos is Wilson H. Taylor Scholar in Health Care and
Retirement Policy at the American Enterprise Institute. Dr. Antos
is also a Commissioner of the Maryland Health Services Cost Re-
view Commission, a help advisor to the Congressional Budget Of-
fice and an Adjunct Professor at the Gillings School of Global Pub-
lic Health at the University of North Carolina at Chapel Hill. Be-
fore joining AEI, he was Assistant Director for Help and Human
Resources at the Congressional Budget Office. Dr. Antos received
his PhD in economics from the University of Rochester.

Mr. Warshawsky currently serves as the Director of Retirement
Research at Towers Watson, a global human capital consulting
firm. He conducts and oversees research on employer-sponsored re-
tirement programs and policies, Social Security financial planning
and health care financing. In addition, Mr. Warshawsky was con-
firmed by the Senate to serve as a member of the Social Security
Advisory Board for a term through 2012. He previously served as
Assistant Secretary for economic policy at the U.S. Treasury De-
partment.

Mr. William Minnix, Jr., has served as the President and CEO
of LeadingAge since 2001. LeadingAge is an association of 5,400
not-for-profit organizations focused on advancing policies that sup-
port the empowerment of people to live fully as they age. For more
than 35 years, Mr. Minnix has been an advocate for innovation in
not-for-profit aging services, and during his tenure with
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LeadingAge established the LeadingAge Center for Aging Services
Technologies.

Mr. Tony Young is the NISH Senior Public Policy Strategist ad-
dressing employment issues as they affect individuals with signifi-
cant disabilities. Mr. Young is particularly involved with the
AbilityOne program, whose mission is to provide employment op-
portunities for people who are blind or have severe disabilities in
the manufacture and delivery of products and services to the Fed-
eral Government. In 1998, Mr. Young received the Disability
Achievement Award by the American Public Health Association’s
Disability Forum. This award is given to a person who has a long
history of making substantial achievements in the field of disability
science or policy benefiting persons with disabilities.

So welcome. We look forward to your testimony, and Mr.
Schmitz, you are recognized for 5 minutes.

STATEMENTS OF ALLEN J. SCHMITZ, FSA, MAAA, PRINCIPAL,
CONSULTING ACTUARY, MILLIMAN, AMERICAN ACADEMY OF
ACTUARIES; JOSEPH ANTOS, PH.D., WILLIAM H. TAYLOR
SCHOLAR IN HEALTH CARE AND RETIREMENT POLICY, THE
AMERICAN ENTERPRISE INSTITUTE; HON. MARK J.
WARSHAWSKY, CURRENT MEMBER OF THE SOCIAL SECU-
RITY ADVISORY BOARD, DIRECTOR OF RETIREMENT RE-
SEARCH, TOWERS WATSON; WILLIAM LAWRENCE MINNIX,
JR., LEADINGAGE, CEO, ADVANCE CLASS, INC., CHAIR; AND
ANTHONY J. YOUNG, SENIOR PUBLIC POLICY STRATEGIST,
NISH, THE ABILITYONE PROGRAM

STATEMENT OF ALLEN J. SCHMITZ

Mr.ScaMITZ. Thank you, Chairman Pitts and Ranking Member
Pallone, for the opportunity to testify today.

My name is Al Schmitz, and I am here on behalf of the American
Academy of Actuaries. We published an analysis of the CLASS Act
legislation in 2009, which modeled an earlier version of the pro-
gram. Based on that analysis, we concluded that the program
would not be sustainable in the long term and that it would be un-
likely to cover more than a small percentage of the intended popu-
lation. Those same concerns persist with the CLASS program as
enacted.

The CLASS program is a voluntary, guaranteed-issue, employ-
ment-based program. It is important to note that the CLASS pro-
gram is required to be actuarially sound over a 75-year period with
no support from taxpayers. Nevertheless, the actuarially sound re-
quirement will be very difficult to achieve under the current pro-
gram design.

A primary concern is the considerable potential for adverse selec-
tion in this program. Without addressing many of the program’s
issues, the program will be unsustainable in the long term. An ef-
fective, actuarially sound public long-term care program will limit
the effect of adverse selection, and this is critical in a voluntary
program in which participants may opt in and opt out. Those with
greater need for long-term care coverage are more likely to opt in
and those individuals without that need are more likely to opt out.
This adverse selection increases the average insured risk and re-
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sults in higher average premiums which in turn may lead to less
participation from healthy individuals and even more adverse se-
lection. This can result in a premium spiral.

Important provisions in the CLASS Act that affect adverse selec-
tion include guaranteed issue with a weak actively-at-work require-
ment, opt-out and opt-in provisions that allow participants to delay
coverage until it is needed, premium subsidies requiring a pre-
mium of only $5 per month for students and those below the pov-
erty line, a waiting period that is not long enough to control ad-
verse selection, rate increase limitations for certain individuals
older than age 65, and benefit design features such as cash benefits
and unlimited lifetime maximums that have been and continue to
be problematic in the private long-term care insurance market be-
cause they are susceptible to induced demand and may drive high-
er premiums and lower participation.

There has been significant focus on participation levels as a crit-
ical yardstick in measuring the viability and success of this pro-
gram, and while higher participation generally makes it easier to
obtain a reasonable spread of risk, it should be made clear that it
is the mix of individuals with different risk characteristics enrolled
in the program at any one time and not participation alone that
is key to long-term sustainability. High participation from only
higher-risk individuals will threaten the program.

Key factors influencing participation are affordability and mar-
keting. The premium levels must be affordable, competitive with
what is available in the private long-term care insurance market
and of good value to consumers. But the CLASS program design in-
cludes features that increase adverse selection and result in rel-
atively unaffordable premiums. A strong marketing program would
significantly increase participation and aid in obtaining a reason-
able spread of risk. In addition, it would encourage individuals to
plan for their future long-term care needs, and getting people to
plan for their future long-term care needs could help reduce pres-
sure on government which currently pays a majority of long-term
care. A sustainable voluntary program will have provisions to ad-
dress many of the adverse-selection concerns I have outlined.

On behalf of the academy, I offer the following recommendations
for modifying the CLASS program: an actively-at-work definition
with the minimum requirement of 20 to 30 hours of scheduled
work or comparable requirement, restrictions on the ability to opt
out and subsequently opt in with the use of either a long second
waiting period or alternative underwriting mechanism, the use of
benefit elimination period and duration limits, benefits that are
paid on a reimbursement rather than cash basis, and an initial
premium structure that provides for schedule premium increases at
either Consumer Price Index or alternative rate.

These modifications along with an effective marketing effort will
improve the sustainability of this voluntary long-term care pro-
gram. Without these modifications, the program is likely to be
unsustainable. We are encouraged that Congress and the Adminis-
tration are considering changes to the program design that could
help address adverse selection. Significant additional changes, how-
ever, are necessary to address the concerns I have raised here
today or the CLASS program may not be sustainable.
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Again, I thank you for the opportunity to appear before you
today and would welcome any questions.
[The prepared statement of Mr. Schmitz follows:]
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Thank you, Chairman Pitts and ranking member Pallone, for the opportunity to testity today on
the sustainability of the Community Living Assistance Services and Supports (CLASS) Act as

enacted under the Affordable Care Act (ACA).

My name is Allen Schmitz, and I'm here today on behalf of the American Academy of
Actuaries. A joint task force of the Academy and Society of Actuaries published an analysis of
the CLASS Act legislation in 2009, which modeled an earlier version of the program.! Based on
that analysis, it was concluded that the program would not be sustainable in the long term and
that it would be unlikely to cover more than a small proportion of the intended population. Those

same concerns persist with the CLASS program enacted as part of ACA.

The CLASS program is a voluntary, guaranteed issue, employment-based program. It’s
important to note that the CLASS program is required to be actuarially sound over a 75-year

period with no support from taxpayers.

And, while it is commendable for its inclusion, the actuarially sound requirement will be very
difficult to achieve under the current program design. A primary concern is the considerable
potential for adverse selection in this program, which could necessitate significant future
increases in premiums and/or reductions in benefits. Without addressing many of the issues I will

outline in the remainder of my testimony, the program is unsustainable in the long term.

! American Academy of Actuaries and Society of Actuaries analysis of the Community Living Assistance Services
and Supports Act as included in section 191 of the Affordable Health Choices Act, which was itroduced on June 9,
2009 in the Senate Committee on Health, Education, Labor and Pensions:

http://www.actuary org/pdffhealth/class_julv09.pdf
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An effective, actuarially sound public long-term care (LTC) program will limit the effect of
adverse selection. This is critical with a voluntary program in which participants may opt in
and/or out—those individuals with greater need for long-term care coverage are more likely to
opt in, while individuals without that need are more likely to opt out. This adverse selection
increases the average insured risk and results in higher average premiums, which in turn may
lead to less participation from healthy individuals and even more adverse selection. The process
may continue and spiral, ultimately to a level at which it cannot be priced or the premium is so

high it is equal to the prepaid cost of care.

Important provisions in the CLASS Act that affect adverse selection include:

« Guaranteed issue with a weak actively-at-work requirement;

«  Opt-out and opt-in provisions that allow participants to delay coverage until it is needed;

+ Premium subsidies requiring a premium of only $5 per month for students and those
below the poverty line;

+ A waiting period that is not long enough to effectively control adverse selection;

« Rate increase limitations for those who are older than age 65, have paid premiums for 20
years and are no longer working; and

« Benefit design features, such as cash benefits and unlimited lifetime maximums that have
been and continue to be problematic in the private LTC insurance market because they
are susceptible to induced demand and may drive higher premiums and lower program

participation.
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There has been a significant focus on participation levels as a critical yardstick in measuring the
viability and success of the program. While higher participation generally does make it easier to
obtain a reasonable spread of risk necessary to sustain the program, it should be made clear that
it is the mix of individuals with different risk characteristics enrolled in the program at any one
time, and not participation alone, that is the key to long-term sustainability. High participation

from only higher-risk individuais will threaten the program.

Key factors influencing participation are affordability and marketing.

The premium levels must be affordable, competitive with what is available in the private long-
term care insurance market, and of good value to consumers, But the CLASS program design

includes features that increase adverse selection and result in relatively unaffordable premiums.

A strong markeiing program would significantly increase participation and aid in obtaining a
reasonable spread of risk. In addition, it would encourage individuals to plan for their future
long-term care needs-—and getting people to plan for their future LTC needs could help reduce

pressure on the government, which currently pays for a majority of long-term care.

A sustainable voluntary program will have provisions to address many of the adverse selection
concerns [ have outlined. On behalf of the Academy, I offer the following recommendations for
modifying the CLASS program:

« Anactively-at-work definition with a minimum requirement of 20 to 30 hours of

scheduled work or a comparable requirement;
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» Restrictions on the ability to opt out and subsequently opt in with the use of either a long
second waiting period for benefits or an alternative underwriting mechanism(s);

« The use of a benefit elimination period or duration limits;

« Benefits that are paid on a reimbursement rather than cash basis;

» An initial premium structure that provides for scheduled premium increases for active

enrollees at either a consumer price index or alternative rate.

These modifications, along with an effective marketing effort, will improve the sustainability of
this voluntary long-term care program. Without these modifications, the program is likely to be

unsustainable.

We are encouraged that Congress and the administration are considering changes to the program
design that could help address adverse selection. Significant additional changes, however, are
necessary to address the concerns I have raised here today, or the CLASS program may not be
sustainable. Again, I thank you for the opportunity to appear before you today and would

welcome any questions you might have.
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Mr.PirTs. The chair thanks the gentleman and recognizes Dr.
Antos for 5 minutes.

STATEMENT OF JOSEPH ANTOS

Mr.ANTOS. Thank you, Mr. Chairman, and thank you, Ranking
Member Pallone.

CLASS is a new Federal long-term care program that is financed
solely through enrollee premiums. Because the program collects
premiums in advance of benefit payments, CLASS reduces the
budget deficit in the near term. Over the longer term, CLASS in-
creases the deficit and worsens the fiscal crisis we are already fac-
ing due to the mounting costs of Medicare, Medicaid and Social Se-
curity.

The goals of CLASS are laudable. The program aims to provide
persons with functional limitations cash assistance to help them re-
main living in their communities, but few people will benefit unless
the program is attractive to a broad population who can share the
cost and keep premiums affordable. CLASS will primarily enroll an
older, sicker population, which will drive premiums up sharply.
This adverse selection will create a death spiral of rising premiums
and declining participation that will doom the program as it is now
structured.

The technical defects in CLASS arise from the intention to make
long-term care benefits readily available including to persons who
already have disabilities but are still able to work. Underwriting is
prohibited and enrollees of the same age are charged the same pre-
mium regardless of their health or disability status. Moreover, low-
income people would pay a $5 monthly premium. Consequently,
premiums for other enrollees will be high to begin with and grow
rapidly as healthier people refuse coverage or drop out of the pro-
gram. Automatic enrollment and the minimal work requirement
will have very little impact on this situation.

Premiums are hard to predict. CBO estimates that premiums
would be $123 a month for a $75-a-day benefit. The CMS Chief Ac-
tuary estimates $240. That tells you that there is fundamental un-
certainty about what is going on with this program. By comparison,
however, private premiums average about $184 for a daily benefit,
somewhat larger than $150. There are differences, but nonetheless
that tells you something about the state of the market. With high
CLASS premiums and better deals elsewhere, it is not surprising
that participation is estimated at 2 to 3—1/2 percent of the market.

It will soon become obvious to many workers that prompt enroll-
ment in CLASS is not in their best interest, even for those few who
are actively interested in purchasing long-term care insurance. A
40-year-old who waits 10 years would save about $15,000 in pre-
miums with only a small risk of becoming unable to qualify for
CLASS by the time she reaches 50. Consequently, there will be few
younger, healthier people in the program to subsidize those who
will soon draw benefits.

The law requires premiums to be set to keep the CLASS trust
fund solvent over 75 years. That guarantees steep price hikes as
the mix of enrollees shifts towards those with greater risk. Even
if solvency is achieved, the program will generate budget deficits in
coming years. CBO says the deficit will appear sometime after
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2030. The CMS Actuary says 2025. The question is not whether
there will be deficits but rather when and how much.

As with Medicare, the trust fund does nothing to protect the
CLASS program. Surpluses that accumulate in the fund are in-
vested in non-marketable Treasury securities, essentially IOUs
that obligate Treasury to find funds to cover the operation of
CLASS when premiums are no longer sufficient to cover expenses.
That money is of course used, the surpluses are used immediately
by the Treasury to fund the ongoing operations of the Federal Gov-
ernment. It is standard operating procedure. Although premiums
would be set to maintain a positive fund balance for 75 years, that
balance includes the excess premiums from the first few years that
were in fact spent and it includes imputed interest on Treasury
Secretaries that is not in fact new money.

If adverse selection is not addressed, CLASS will face a funding
crisis. Unless Congress reneges on a public promise, it fails to pay
benefits after having collected billions in premiums, it would have
no choice but to provide a financial bailout rivaling anything we
have seen to date. Congress could take action to mitigate adverse
selection by, for example, toughening the work requirement or per-
mitting some form of underwriting. I know that Secretary Sebelius
has said that she has the authority to take the necessary actions
and the CRS analysis that was introduced strongly indicates that
that is not the case. Congress could also ignore the structural de-
fects of CLASS and force workers to buy it, despite the fact that
very few people now buy long-term care insurance today, which
says something about how people view the situation regardless of
what we analysts think is right.

There is no guarantee that even legislative changes, even dra-
matic legislative changes, can cure the CLASS program’s serious
defects. Repeal is a logical alternative. It is far better as a public
policy matter to repeal a defective program than to let it repeal
itself through fiscal failure.

[The prepared statement of Mr. Antos follows:]
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Summary

The Community Living Assistance Services and Supports (CLASS) program would provide

persons with functional limitations cash assistance to help them remain living in their

communities. CLASS is financed solely by enrollee premiums, with no federal subsidy. The

program is unsustainable and will add substantially to the budget deficit in the coming years.

Without major program changes, CLASS will face a financial crisis that could lead to a financial

bailout rivaling anything we have seen to date.

L

Because CLASS prohibits underwriting and charges the same premium to enrollees of the
same age regardless of their health status, the program will primarily attract people who
are most likely to need benefits—a problem known as adverse selection.

To keep the CLASS Independence Fund solvent, premiums will rise sharply as healthier
people refuse coverage or drop out of the program. That will create a death spiral of
rising premiums and declining participation that will cause CLASS to fail.

Despite remaining solvent, CLASS will generate growing budget deficits. Premium
receipts will not keep pace with program outlays, even though no benefits will be paid for
the first five years.

Warnings about defects in the design of CLASS have been raised by CBO, the CMS
chief actuary, the President’s Fiscal Commission, the American Academy of Actuaries,
and thé Secretary of Health and Human Services. Proposed changes may be too little too
late.

Repeal is the only logical alternative. It is far better to repeal a defective program than to

let it repeal itself through fiscal failure.
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Thank you, Chairman Pitts, Ranking Member Pallone, and members of the Subcommittee
for the opportunity to speak this morning on the fiscal consequences of the Community Living

Assistance Services and Supports (CLASS) Program.

I am Joseph Antos, the Wilson H. Taylor Scholar in Health Care and Retirement Policy at
the American Enterprise Institute (AEI), a non-profit, non-partisan public policy research
organization based in Washington, D.C. I am also a member of the panel of health advisers for
the Congressional Budget Office (CBO), and [ was formerly the Assistant Director for Health
and Human Resources at CBO. My comments today are my own and do not necessarily reflect

the views of AEL, CBO, or other organizations with which I am affiliated.

CLASS is a new federal long-term care program that is financed solely through enrollee
premiums. Because the program collects premiums in advance of benefit payments, CLASS
reduces the budget deficit in the near term. Over the longer term, CLASS increases the deficit
and worsens the fiscal crisis we are already facing due to the mounting costs of Medicare,

Medicaid, and Social Security.

The goals of CLASS are laudable. Persons with functional limitations need assistance if
they are to remain living in their communities. CLASS would provide a cash benefit that could
help those individuals purchase a variety of non-medical services and supports, such as personal
assistance services, housing modifications, and transportation. That could relieve the burden on

families and delay the need for institutionalization.
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But few people will benefit unless the program is attractive to a broad population who
can share the cost and keep premiums affordable. Instead, CLASS will primarily enroll an older
and sicker population who will take full advantage of the benefit. Younger, healthier people are
much less likely to enroll in CLASS, which will drive up premiums sharply. This adverse
selection will create a death spiral of rising premiums and declining participation that will doom

the program as it is now structured.

Long-Term Care Insurance and the CLASS Program

Government programs, and particularly Medicaid, cover the bulk of long-term care
expenses (see Fig. 1). Private insurance, which is purchased by about seven million people, pays
for just over seven percent of the total.'! This low take-up rate reflects weak demand in the

market for long-term care insurance that will also impact sales of CLASS coverage.

A major factor reducing demand for private long-term care insurance is the prospect that
Medicaid will pay for services when the need arises, perhaps coupled with an unwillingness to
actively plan for the distant possibility of becoming disabled. Long-term care needs are difﬁgult
to predict and may not arise for decades. Many consumers appear willing to gamble that their
care will be paid for (or that they may not need such care) rather than paying thousands of dollars

in premiums.
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Figure 1. Long-Term Care Spending by Source of Payment, 2005
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Source: Fact Sheet: National Spending for Long-Term Care, Health Policy Institute,

Georgetown University, February 2007,

Willingness to buy coverage increases with age. About 50 percent of consumers who
apply for private long-term care insurance are between age 50 and 64, undoubtedly because the
prospect of needing services is more plausible to older persons who may also have the financial

means to pay the premiums.?

CLASS offers a less generous benefit at a price that might initially be somewhat lower
than typical in the private insurance market. A cash benefit of at least $50 a day is paid to
enrollees through a debit card account. The benefit amount will be based on the number of

functional limitations that an individual has. In contrast, two-thirds of private policies offer daily
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benefits ranging from $100 to $199. CLASS benefits continue for as long as the individual
needs care, whereas private coverage typically limits the benefit period—generally five years or
less.> However, enrollees in CLASS may not draw a benefit until they have paid premiums for 5
years (3 of which while they are still working). Private insurance generally requires a 90 day

waiting period before benefits will be paid.

Premiums are intended to be affordable, under the assumption that the program will be
broadly popular. Once someone enrolls in CLASS, his premiums remain constant over time
unless there needs to be an upward adjustment to ensure the program’s solvency for 75 years.*

Premiums may also increase if an enrollee drops out for three or more months and re-enrolls.

There is considerable uncertainty regarding how CLASS coverage will be priced since a
product with similar features has not been marketed previously. CBO estimates that the average
monthly premium would be $123 for benefits of $75 a day.” The chief actuary of the Centers for
Medicare and Medicaid Services (CMS) estimates that an average premium level of about $240
per month would be required to adequately fund the CLASS program.® Those estimates
compare to private premiums that average $184 for a daily benefit that is likely to be somewhat

larger than $150.

All workers age 18 or older are eligible for CLASS, as long as they earn enough to pay
Social Security taxes for one quarter—about $1,200 a year currently. CLASS coverage is

guaranteed issue, which means that no one can be rejected because of pre-existing conditions.
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CLASS will be sold through participating employers, with all employees automatically enrolled

unless they opt out.

An Unworkable Program

With these specifications, CLASS is not going to be an easy sell. The “nudge” of auto-
enroliment will not work. It may make workers more aware of long-term care insurance and
future needs, but only the first time it is raised. After that the CLASS form will be largely
ignored, just like the rest of the routine paperwork associated with hiring. Moreover, unlike
automatic enrollment in 401(k) savings plans which typically requires a minimal contribution,

CLASS premiums will be substantial and difficult to overlook.

The cost of CLASS will make it a nonstarter for the vast majority of workers, particularly
those who are younger and healthier. Premiums are lower for those who enroll at younger ages,
since they will have more years to pay into the program. But everyone in an age cohort pays the
same premium regardless of their risk of needing long-term care services. The only exception is
any enrollee with an income under 100 percent of the federal poverty level, who pays $5 a month
(inflation-adjusted after the first year)., Other enrollees’ premiums must be increased to subsidize

those individuals.

This premium structure exacerbates the adverse selection that can be a problem in any
insurance market. Those who are at greater risk will pay favorable rates, and are more likely to

enroll. Those who are healthier will pay unfavorable rates, and are less likely to enroll. A
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healthy person who wants long-term care insurance is likely to find a better deal in the private

market.

Since CLASS is guaranteed issue with no underwriting, it will soon become obvious to
many workers that prompt enrollment when the program is first offered is not in their best
interests. The calculation for a 40 year-old illustrates the point. If she enrolls then, she will pay
premiums for perhaps another 40 years before receiving CLASS benefits. 1f she waits until she
is 50, she pays a higher premium but for fewer years. A ten-year delay in enrollment could save
$15,000 in premium payments, which must be weighed against the greater risk of becoming

disabled before qualifying for benefits if she delays.”

Given these imponderables, many middle-aged people are likely to refuse enrollment
when first offered, if only because the proper course is unclear. Younger workers will have less
difficulty deciding not to enroll immediately, knowing that they cannot be refused later on.
Reflecting these facts, CBO assumes that 3.5 percent of the adult population will participate in
CLASS, as compared with four percent participation in the current employer-sponsored private
long-term care insurance market.® The CMS chief actuary assumes a more conservative two

percent participation rate.’

The framers of the CLASS legislation wanted to make it easy for people to get coverage,
but they ignored economic realities. Guaranteed issue with no underwriting virtually guarantees
a selection death spiral, with premium increases that will drive out all but those who are most

likely to need services.
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Ironically, this problem is exacerbated by the requirement that premiums be set to ensure
solvency over 75 years. That guarantees steep price hikes as the mix of enrollees shifts toward
those with greater health risk. As premiums rise sharply, healthy people do not enroll and those
who did will drop their coverage as the net value of the coverage declines. Continued shifts in
the composition of the covered population will necessitate even steeper premium increases,

reinforcing the financial pressures on CLASS and ultimately leading to collapse.

The rules of the program could be changed to mitigate the impact of adverse selection on
CLASS, but there are no easy fixes. The most obvious cure is to allow underwriting, perhaps
coupled with an initial open enrollment period. A longer waiting period before benefits are
available during which premiums are paid—perhaps 10 or 15 years—would also reduce
selection, although it is notable that private insurers generally do not require long waiting

periods.'®

Some argue that CLASS needs more funds to advertise its product. The President’s 2012
budget requests $93 million to fund an advertising campaign for the program. Such an effort
would only be effective if the product is attractive to consumers.’? To accomplish that, the
government should hand the reins over to private insurers who have an incentive to develop
products that can sell. But the potential market is limited, as our current experience with private
long-term care insurance demonstrates. Private companies could run this program more .
efficiently, but if Congress wants millions of additional people to have coverage it will have to

find the money to subsidize them.
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Congress also could move from persuasion to compulsion by mandating CLASS
purchase by all workers or perhaps everyone."> That eliminates the adverse selection problem,
replacing it with a host of other problems that plague the health insurance mandate—without the

possibility that competition among private plans could promote efficiency.

If adverse selection is not addressed, CLASS will face a funding crisis. Unless Congress
reneges on a public promise and fails to pay benefits after having collected billions in premiums,

it would have no choice but to provide a financial bailout rivaling anything we have seen to date.

Budget Impact

At the time of enactment, the Congressional Budget Office estimated that the CLASS
program would reduce the federal deficit by $70 billion through 2019." More recently, CBO
estimated that CLASS will collect $112 billion in premiums and spend $28 billion over the

2012-2021 period, resulting in a reduction in the federal budget deficit of $84 billion.!*

In the near term, the CLASS program reduces the federal deficit because premiums are
collected in advance of benefit payments. Individuals must be enrolled in CLASS for at least
five years before they may collect benefits. Over the longer term, the CLASS program increases
the federal deficit as premiums fall short of outlays. CBO estimates that the program will
generate budget deficits during its third decade of operation, while the CMS chief actuary

projects deficits starting in 2025,
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This seems to contradict one of the key protections built into the law. The Patient
Protection and Affordable Care Act (PPACA) requires the Secretary of Health and Human
Services to set premiums annually that ensure that the program is solvent over the subsequent
75-year period. If the program is solvent, how can it generate budget deficits? The explanation

lies in the difference between budget and trust fund accounting.

PPACA establishes a trust fund known as the CLASS Independence Fund (*Fund™) that
will receive premium payments and disburse benefit amounts, in the same way that Medicare’s
Supplementary Medical Insurance Trust Fund operates. Surpluses that accumulate in the Fund
are invested in nonmarketable Treasury securities—essentially IOUs that obligate Treasury to

find funds to cover the operation of CLASS when premiums no longer cover expenses.

That money does not sit idle in a bank account. Instead, Treasury uses the Fund’s
surpluses to finance other ongoing operations of the federal government. Although premiums
would be set to maintain a positive Fund balance for 75 years, that balance includes the excess
premiums from the first few years that were in fact spent, and it includes imputed interest on

Treasury securities that is not in fact new money.

Solvency means that annual CLASS program expenses would be met through a
combination of premium income and interest earnings on the assets of the Fund. The federal
budget impact, in contrast, is the difference between premium receipts and program outlays. The

CMS chief actuary observes that if the Fund is adequately financed and program solvency is

10
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maintained, the federal budget would have a net savings each year prior to 2025 and a net cost

each year thereafter.””

An argument can be made that CLASS should be financed through an independent
insurance fund outside of government that invests its reserves privately,'S While that would
prevent the diversion of CLASS premiums into other federal prégrams, it is a half measure at
best. Without changing the program rules to ameliorate adverse selection, CLASS would still
face a financial crisis in the years to come. Retaining CLASS as a federal program would make

a federal bailout virtually inevitable regardless of where its funds are invested,
Conclusion

The defects in the design of CLASS are widely recognized. Both CBO and the Office of
the Actuary in the Centers for Medicare and Medicaid Services (CMS) agree that program
spending will exceed revenue in the next 15 or 20 years.!” The President’s National
Commission on Fiscal Responsibility and Reform (“Fiscal Commission) calls CLASS
unsustainable.!® The American Academy of Actuaries and other experts point to serious defects
in the program that will lead to its failure to remain self-funded and actuarially sound.”® Even
promiﬁent members of the Senate raised concerns that enacting CLASS would not be fiscally

responsible.”’

In a hearing before the Senate Finance Committee on February 16, 2011, HHS Secretary

Kathleen Sebelius agreed that the CLASS program as legislated is “unsustainable absent massive

i1



92

taxpayer infusion” of funds.”' She indicated that the administration is considering making some
changes to the CLASS program. Such changes may include tighter eligibility standards to
ensure that only active workers may enroll in CLASS and replacing flat lifetime premiums with

premiums that increase with inflation. ™

There is no guarantee that such adjustments to the CLASS program would resolve the
financial instability that is built into the program. Indeed, there is a risk that attempts to fix
problems caused by adverse selection in CLASS could unintentionally exacerbate them.”
Instead, more fundamental issues must be addressed, including the role of Medicaid in crowding

out private long-term care insurance.”*

Repeal is the only logical alternative. The Fiscal Commission advised the President that
if the CLASS program cannot be made credibly sustainable over the long term, it should be
repealed. Dr. Alice Rivlin and Rep. Paul Ryan (R-Wisc.) recommended repeal of CLASS in
their health reform proposal, noting that the program is “a new unfunded entitlement [that]
should be repealed because it will increase the deficit over the long term.”” It is far better to

repeal a defective program than to let it repeal itself through financial failure.
Good intentions will not prevent fiscal ruin. The CLASS program aims to help pay for

personal care for the frail elderly and others with disabilities, but the program is fundamentally

flawed and inadequately financed. Congress should not wait for a crisis to act.

12
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! Estimates of the number of active long-term care insurance policies vary; see American Association for Long-
Term Care Insurance, 2008 LTCi Sourcebook, available at http://www.aaltci.org/long-term-care-insurance/learning-
center/fast-facts php, and Anne Tumlinson, Christine Aguiar, and Molly O’Malley Watts, Closing the Long-Term
Care Funding Gap: The Challenge of Private Long-Term Care Insurance, Kaiser Commission on Medicaid and the
Uninsured, June 2009,

% American Association for Long-Term Care Insurance, previously cited.

? Ibid,

* As discussed in the concluding section of this testimony, HHS Secretary Kathleen Sebelius recently indicated that
the department is considering indexing premiums to inflation.

* Congressional Budget Office, “Additional Information on CLASS Program Proposals,” letter to the Honorable
George Miller, November 25, 2009,

¢ Centers for Medicare and Medicaid Services, “Estimated Financial Effects of the ‘Patient Protection and
Affordable Care Act,” as Amended,” memorandum from Richard S. Foster, April 22, 2010,

7 Author’s calculation based on Alicia H. Munnell and Josh Hurwitz, “What is ‘CLASS*? And Will It Work?”
Center for Retirement Research at Boston College, February 2011. Monthly premiums are estimated to be $150 and
$159 for enrollees between 40 and 49 and between 50 and 59, respectively. The undiscounted amount of premium
payments for an enrollee between age 40 and age 80, when benefits are assumed to begin, is $72,000. The
comparable ﬁgdre for an individual enrolling at age 50 is $57,240. Similar results can be calculated using estimates
from American Academy of Actuaries, “Critical Issues in Health Reform: Community Living Assistance Service
and Supports Act (CLASS Act),” November 2009.

® Congressional Research Service, “C ity Living Assistance Service and Supports Act (CLASS) Provisions in

the Patient Protection and Affordable Care Act,” June 4, 2010.

? Centers for Medicare and Medicaid Services, previously cited.

' This was suggested in American Academy of Actuaries, “Re: Actuarial Issues and Policy Implications of a
Federal Long-Term Care Insurance Program,” letter to the U.S. Senate Committee on Health, Education, Labor, and
Pensions, July 22, 2009.

" Munnell and Hurwitz, previously cited.

** This was also suggested by the American Academy of Actuaries, 2009, previously cited.
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' Congressional Research Service, 2010, cites a letter from the Congressional Budget Office to Senator Harry Reid
dated March 11, 2010. The latter document does not appear to be publicly available.

' Congressional Budget Office, The Budget and Economic Outlook: Fiscal Years 2011 to 2021, January 2011.

5 Centers for Medicare and Medicaid Services, previously cited,

' This idea has been advanced by Howard Gleckman, “Don’t Repeal Long-Term Care Program,” MeClatchey-

Tribune, March 8, 2011, available at http://www.vindy.com/news/201 1/mar/08/don8217t-repeal-long-term-care-

rogram/?print.

17 Congressional Budget Office, “Additional Information on CLASS Program Proposals,” fetter to the Honorable
George Miller, November 25, 2009; and Centers for Medicare and Medicaid Services, previously cited.

'8 National Commission on Fiscal Responsibility and Reform, The Moment of Truth, December 2010,

' American Academy of Actuaries, “Re: Patient Protection and Affordable Care Act (H.R. 3590) and Affordable
Health Care for America Act (H.R. 3962),” letter to the Honorable Nancy Pelosi and the Honorable Harry Reid,
January 14, 2010; Munnell and Hurwitz, previously cited.

 Senators Conrad, Lieberman, Landrieu, Bayh, Lincoln, Ben Nelson, letter to the Honorable Harry Reid, October

23, 2009 (available at hitp://www.politico.com/static/PPM145_chris_memo] .html).

?! A clip of the exchange between Secretary Sebelius and Senator John Thune (R-8.DD.} is available at

sebelius-and-sen-john-thune html.

2 Robert Pear, “Long-Term Care Needs Changes, Officials Say,” New York Times, February 21, 2011,

2 This point is made by Allen Schmitz, “Adverse Selection and the CLASS Act,” Milliman Health Reform Briefing
Paper, December 2009.

* Jeffrey R. Brown and Amy Finkelstein, “The Interaction of Public and Private Insurance: Medicaid and the Long-
Term Care Insurance Market,” American Economic Review, June 2008,

* Alice Rivlin and Paul Ryan, “A Long-Term Plan for Medicare and Medicaid,” November 17, 2010, available at

http:/iwww fiscalcommission.gov/sites/fiscalcommission.gov/files/documents/MemberStatements.pdf.
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Mr.PitTs. The chair thanks the gentleman and recognizes the
gentleman, Mr. Warshawsky, for 5 minutes.

STATEMENT OF MARK J. WARSHAWSKY

Mr . WARSHAWSKY. Chairman Pitts, Ranking Member Pallone,
other members of the subcommittee, I appreciate the opportunity
to share information and thoughts with you on the new voluntary
long-term care insurance program to be offered by the Federal Gov-
ernment in 2012 called CLASS. I am Director of Retirement Re-
search at Towers Watson, a firm consulting on employee benefits,
and a member of the Social Security Advisory Board. In this testi-
mony, however, I am not representing either organization. Rather,
I am speaking as somebody who has done research and written on
long-term care insurance and disability risk for more than 15 years
and most recently about the CLASS legislation.

In this statement, I hope to set forward a framework that could
be used by employers in deciding whether or not to participate in
the CLASS program. First, however, I thought it would be helpful
to provide some statistics about current offerings of private long-
term care insurance by employers to workers. According to our ben-
efits data source at Towers Watson, as of 2010 about 50 percent
of large employers offer but do not subsidize long-term care insur-
ance to their workers. Another 4 percent provide such insurance
with either a partial or full subsidy. The fact that the vast majority
of employers either do not subsidize or even offer long-term care in-
surance to their workers despite a tax advantage to the worker for
many employer subsidies reflects that this insurance is considered
a convenience benefit to employees. That is, long-term care insur-
ance is not a core benefit for employers because it is not thought
to provide a significant business advantage to the employer offering
it beyond goodwill and convenience to the employee.

Moreover, experience to date with take-up by employees and em-
ployer-offered long-term care insurance plans has been quite mod-
est. Even in large organizations with well-paid and well-informed
employees for whom Medicaid is unlikely to be thought a source of
long-term care coverage, take-up rates have not exceeded 5 or 6
percent, and that is at the upper end of the spectrum. This is de-
spite the fact that employer-offered policies have the advantage
over commercial individual policies that little or no underwriting is
done in the workplace.

We have had extensive discussion about the intended structure
of the CLASS program so I won’t go into that, but I will note that
one aspect is that it provides that workers can be enrolled in the
program via one of two methods. The employers who can decide to
participate in the program would automatically enroll their work-
ers through payroll deduction with the workers having the right to
opt out. Such automatic enrollment is now common in many 401(k)
plans. Self-employed workers and those whose employers do not
participate could join through an individual enrollment mechanism.
According to my understanding of the language of the law, employ-
ers could only participate in the program if they agreed to auto-
matically enroll their employees. Also, according to my under-
standing of the legislative expectations of the program and the
score given to the program by the CBO, as part of the broader
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health reform legislation, it is thought that most of the enrollment
in the program projected by the CBO to be 6 percent of the Na-
tion’s working population in 2010 will be through employers.

Now, the framework, and I will have to be quick. The overall im-
portant consideration to employers is whether the government ag-
gressively promotes the need and the benefits of long-term care in-
surance per se directly with workers. In other words, they have to
make a sale to the American public that this is the right thing to
do as a long-term care insurance benefit. For example, is it possible
for the government to add informative and candid inserts into reg-
ular communications that workers get from the Federal Govern-
ment? Absent such promotions, many employers, even those cur-
rently offering long-term care insurance, are unlikely to want to
participate in an automatic enrollment program when the vast ma-
jority of workers are likely to opt out.

I have in my testimony discussion of the adverse selection prob-
lem, which would concern employers as well, but I think that has
been very accurately and ably discussed.

So let me discuss in terms of some benefits and drawbacks of the
Federal program per se. Obviously, the employers will be com-
paring the benefits and premiums of the administration of the Fed-
eral program with those available in the private sector. This will
be an intensely facts-and-circumstances evaluation and I can’t
speculate on how it will come out, but there are sort of two oppos-
ing factors. One would favor the government program and others
would favor the private long-term care insurance. The fact that the
government program pays cash benefits that can be used for any
purpose I think is an attractive feature of the program because it
provides flexibility but the level of benefits that are contemplated
in the government program, $50 to $75 a day, is unlikely to cover
the actual costs of care for many disabilities, nursing home, home
health care. But in private insurance, that is a parameter in the
policy and can be selected to be appropriate to the region of the
country and a level of care desired by the insureds. Also, an advan-
tage to the private insurance is that there is no 5-year waiting pe-
riod.

Let me conclude by saying that CLASS program employers will
need to evaluate at the time whether to offer it to their workers
on an automatic enrollment basis, and it is worth noting that em-
ployers have a lot on their plate at this time with health care re-
form and so this is just another issue.

[The prepared statement of Mr. Warshawsky follows:]
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Statement of the Honorable Mark J. Warshawsky, Ph.D.
Director of Retirement Research, Towers Watson, and Member, Social Security Advisory Board
Before the House Committee on Energy and Commerce, Subcommittee on Health

March 17, 2011 Hearing on “The implementation and Sustainability of the New, Government-
Administered Community Living Assistance Services and Supports (CLASS) Program”

“A Framework for Employers in Deciding Whether or Not to Participate

in the CLASS program”

Chairman Pitts, Ranking Member Pallone and other Members of the Subcommittee, | appreciate
the opportunity to share information and thoughts with you on the new voluntary long-term care
insurance program to be offered by the federal government in 2012 called CLASS. | am Director of
Retirement Research at Towers Watson, a firm consulting on employee benefits, and a Member of the
Social Security Advisory Board. In this testimony, however, | am not representing either organization;
rather, | am speaking as someone who has done research and written on long-term care insurance and

disability risks for more than fifteen years and, more recently, about the CLASS legislation.

In this statement, | plan to set forth a framework that could be used by employers in deciding
whether or not to participate in the CLASS program. | cannot be more specific than this broad
framework at this time because the actual consideratidns by employers can only be made after the
details of the program are finalized, become widely available and are explained by the Department of
Health and Human Services (DHHS). Nonetheless, | hope the framework gives you some indication of
the types of questions that employers are likely to want answered if they are to offer insurance to their

workers through this federal program.

* See Mark J. Warshawsky, “Will the ‘CLASS’ Program Succeed? Is It Sustainable?” Towers Watson Insider,
December 2009.
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Some Background about Current Employer Offerings and Employee Behavior with

Respect to Long-term Care Insurance

First, however, it will be helpful to review some statistics about current offerings of private long-
term care insurance by employers to workers. According to the Benefits Data Source of Towers Watson,
as of 2010, about 50 percent of large employers offer but do not subsidize long-term care insurance to
their workers; another 4 percent provide such insurance with either a partial or full subsidy to workers.
The fact that the vast majority of employers either do not subsidize or even offer long-term care
insurance to their workers, despite a tax advantage to the worker from any employer subsidy, reflects
that this insurance is considered a convenience benefit for employers. That is, long-term care insurance
is not a core benefit plan nor is it generally thought to provide a significant business advantage to the
employer in offering it, beyond good will and convenience to employees_. By contrast, other benefit
plans are highly subsidized and are near-universal among large employers because the plans are
considered to give significant advantages to the employer — for example, health insurance — to maintain
the health and productivity of current workers — or retirement plans — to encourage retirement of
workers when their productivity begins to decline. Also the demand for, and take-up of, health and
retirement benefits is high among workers because the benefits are well-understood and appreciated

widely.

By contrast, experience to date with take-up by employees in employer-offered long-term care
insurance plans has been quite modest. Even in large organizations with well-paid and well-informed
employees for whom Medicaid is unfikely to be thought a source of long-term care coverage, take-up
rates have not exceeded 5 or 6 percent. This is despite the fact that employer-offered policies have the
advantage over commercial individual policies that little or no underwriting is done in the workplace.

Indeed, aside from Medicaid or, in a limited way, Medicare, most long-term care insurance coverage to
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households currently comes though insurance policies sold to individuals and couples in the commercial

market, often around the time of retirement, and not through employer plans.

Other witnesses at this hearing have already described or will describe the intended structure of
the CLASS program — its benefits, premium structure, eligibility, budget impact, governance, and so on.
For my purposes here, it is important to note that the legislation provides that workers can be enroiled
in the program via one of two methods. Employers who decide to participate in the program would
automatically enroll their workers, through payroll deduction, with workers having the right to opt out;
such automatic enrollment is now common in many 401(k) plans. Self-employed workers and those
whose employers do not participate in the program could join through an individual enroliment
mechanism to be established by the federal government. According to my understanding of the
language of the law, employers could only participate in the program if they agree to automatically
enroll their employees, although it is unclear whether this would apply to all current employees or just
new employees — most 401(k) plans employing automatic enroliment choose the latter approach. Also,
according to my understanding of the legislative expectations for the program and the score given to the
program by the Congressional Budget Office (CBO) as part of the broader health reform legislation, it is
thought that most of the enroliment in the program {projected by CBO to be 6 percent of the Nation’s

working population in 2019) will be through employers.

A Framework for Employer Choice to Participate in the Program

An important overall consideration for employers is whether the DHHS, as the primary
administrator of the program, will aggressively promote the need for, and the benefits of, long-term
care insurance, directly with workers. For example, will the Department, within the legislative
restrictions on marketing expenses by the program, or others put forward clever and effective

advertising campaigns directed to the public? Will DHHS get expert and celebrity endorsements, and
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orchestrate extensive speaking tours by senior government officials, again directed to the public? Isit
possible to add informative and candid inserts from DHHS into the various regular communications
workers get from the federal government? Absent such promotions, many employers, even those
currently offering long-term care insurance, are unlikely to want to participate in an automatic
enrollment program when the vast majority of workers are likely to opt-out. Such participation would
be viewed as a bother and nuisance and cost to both the employer and the worker — far from the

convenience benefit desired.

As a related matter, it is widely recognized that the extent of adverse selection from high-risk
workers that the program is likely otherwise to experience would be mitigated, perhaps even
eliminated, if demand for the benefit plan and therefore enroliment in the program by healthy workers
is high. Adverse selection, that is the tendency of those more likely to claim benefits, such as people
with chronic conditions or disabilities, to purchase insurance, threatens the viability of the program.
Employers would want to avoid putting their employees in possible scenarios where benefits would be
cut and premiums increased by the government in the future if adverse selection turns out to be even
worse than expected. This is relevant to employers also because there is a good alternative ~ private
insurance, where adverse selection is controlled through either selective offering to only employees
with significant labor force participation {and therefore a high likelihood of good health at time of

purchase) or underwriting.

It is worth spending a few moments to better understand why the CLASS program, as structured
in law, is particularly subject to adverse selection. The program is available to students and to all
workers, even those with quite limited attachment to the labor force, regardless of health status.
Moreover, the program allows the non-payment of premiums for extensive periods of time while

preserving eligibifity to benefits. And, while there will be an adjudication process, of unknown
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stringency, for claims, benefits would be paid automatically if the individual were discharged from a
hospital {for long-term care), nursing home, or an institution for mental diseases. So, for example, a 55-
year-old individual worker could be partially retired and already modestly disabled by a chronic disease
that is likely to grow worse with time, pay premiums consecutively for 24 months, stop paying premiums
for a couple of years, have worsened disabilities, pay 12 months of premiums on and off for a couple of
years, become severely disabled, retire completely, pay for two more years, get discharged from a
hospital for long-term care, and then automatically get full benefits. The fact that this program is
designed to be so open, even to those with disabilities, is precisely what poses the threat to the viability
of a voluntary program, without subsidies, when there are private market alternatives constructed to
avoid adverse selection. HHS Secretary Sebelius recently gave a speech promising to fix some of these
design issues in the program; employers and others will be looking closely at whether the fixes, within

the constraints of the law, are sufficient to the acknowledged problem.

Employers will be comparing the benefits and premiums and administration for the federal
program with those available in the private sector. This will be an intensely facts and circumstances
evaluation and it is idle to speculate now on how it will come out. But it is worth noting that there are
two structural considerations now known — one favoring the government program and one favoring
private long-term care insurance. The government program will pay cash benefits that can be used for
any purpose, even to pay family members for care, for the lifetime of the beneficiary. This desirable
flexibility is in contrast to most private policies which must be used for specific types of care, such as
nursing home or home health care given by licensed providers. By contrast, the level of benefits
contemplated in the government program -- $50 to $75 a day ~ is unlikely to cover the actual cost of
care for many disabilities — nursing home care exceeds $250 a day in many parts of the country, and

home health care costs $15 or more an hour, and so on. Policy parameters in private insurance, on the
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other hand, can be selected to meet the expected costs appropriate to the region of the country and

level of care desired by the insured.

Finally, employers must evaluate whether any long-term care insurance, public or private, is
appropriate for their workers. Although most experts agree that insurance is conceptually an
appropriate vehicle to protect against the uncertain costs of disability, when other government social
welfare programs, such as Medicaid, are available, it is clear that the purchase of insurance is not always
optimal.? in particular, for low- and moderate-wage workers who are unlikely to build up significant
asset holding, Medicaid functions as reasonable long-term care insurance coverage, particularly
considering the sacrifice that the insurance premium, estimated by the CMS actuary to be as much as
$250 monthly or more, otherwise would represent during the working lifetime. As we climb up the
wage ladder, this consideration is less important, but it might even apply to middle income workers who
have large expenses during their working careers and do not mind the prospect of having to spend down

to Medicaid eligibility.

Conclusion

The CLASS program for voluntary long-term care insurance sold by the federal government to
workers is scheduled to come on-line by October 2012. Employers will need to assess at that time
whether to offer this program to their workers on an automatic enrollment basis. Those organizations
currently offering group long-term care insurance will also have to decide whether to drop such
offerings or to ask their insurers to amend them to wrap-around the federal program. Employers will
want to know whether the government will effectively promote the need for long-term care insurance

directly to workers. Employers should compare benefits and premiums and administration for the

*See Jeffrey R. Brown and Amy Finkelstein, “The Interaction of Public and Private Insurance: Medicaid and the
Long-Term Care insurance Market,” American Economic Review, 2008, 98(3), pp. 1083 ~ 1102 for a rigorous
demonstration of this observation.
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CLASS program with those in group long-term care insurance offered in the marketplace or even
individual policies available. The cost and extent of coverage available in CLASS will be an important
consideration. Employers should also evaluate the possibility that the CLASS program will not be stable
—that because of structural flaws, premiums increases, benefit cuts or other curtailments could occur in
the future. In this regard, the likelihood of such occurrences will be influenced importantly by the
details of design fixes that Secretary Sebelius has promised. Finally, employers would need to judge
whether there is room in their employees’ paychecks for $200 to $250 monthly premiums for a
voluntary long-term care insurance program when Medicaid coverage is available to many workers, and
health care costs continue to rise rapidly. And, it is worth noting, employers must make this choice at
the same time that other consequential change in the health care insurance and provision marketplace

is occurring as the larger health care reform plan is being implemented.
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Mr.PirTs. The chair thanks the gentleman and recognizes Mr.
Minnix for 5 minutes.

STATEMENT OF WILLIAM LAWRENCE MINNIX, JR.

Mr.MINNIX. Thank you, Mr. Chairman, and I want to thank es-
pecially Congressman Dingell and Congressman Pallone for their
leadership on this issue.

My organization represents not-for-profit aging services sector.
They have been in your communities on average for 75 years. They
are the Jewish and Catholic and Lutheran and Masonic and labor-
sponsored organizations. We joined with a large coalition. I want
to remind everyone that we are 270 consumer service organizations
that supported CLASS. Senator Dodd said as far as he knew, that
was unprecedented. So we come to the table today with a lot of peo-
ple that want this program. Why? Because they see the need for
it inside out.

Long-term care is something most families will face and nobody
wants to talk about. We have been discussing risk. Here is where
the big risk is: It is the single biggest risk that most American fam-
ilies face today. Just ask those that have been through it and they
are not insured for it. So it is hard to talk about but who will ben-
efit from CLASS is potentially every American family. Disabling
conditions are not respecter of political party, age, socioeconomic
status, living venue, background, genetics, what have you. It is the
20-year-old that took the dive at beach week and is now a para-
plegic. It is the veteran who comes back from the war as a double
aimputee. It is the Alzheimer’s person who moves in with the fam-
ily.

Families spend 35 hours a week care-giving, and that mostly in-
volves women who also work full time. They spend on average out
of their own pockets $5,500 a year in that job, $9,000 if they are
a long-distance caregiver. So Mr. Weiner’s situation is becoming
more and more commonplace. Those who are poor or have to spend
down, we do have Medicaid and we need to do all we can do to
make sure Medicaid is there for people who need it.

For private long-term care insurance, I own it just like Dr. Bur-
gess. I bought it 10 years ago. My wife couldn’t get it, through no
fault of her own. My premiums just went up 60 percent. I can’t
wait for CLASS to roll out for me and my wife. Every poll or focus
group I have seen about CLASS, when you ask real people, Demo-
crat, Republican, especially women, say the time has come for a
program like this. We need a choice not available in the market-
place. What is wrong with giving people a chance to choose some-
thing that may help them because the options they have today are
simply not there for the masses? So when we talk about risk, we
better be talking about the risk of real people trying to live out
their lives every single day.

Now, who will benefit from CLASS? Consumers, we have talked
about, the taxpayer. It is a self-contained program. Business will
benefit from it. We have had discussions with the business commu-
nity. A MetLife study says that it is costing business, care-giving
is costing business $17 billion a year, and when I talk to business
leaders, many of them say, you know, we know this is happening
but we are really not sure about what to do about it. Part of Ad-
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vance CLASS, which is a group that formed out of these 270
groups, is committed over the next several years to educating the
public. These 270 groups, touches the lives, has communication
with tens of millions of people every year, and one of the things
that is paramount for all of us to do over the next several years
is educate the public because the more people enroll, the better the
effect on Medicaid. It puts money back in families’ pockets that are
willing to assume responsibility for care-giving, and it will help the
taxpayer. It also will help business, because whether we like it or
not, the need for care-giving is not going away. It will increase.

You know the history of CLASS and we have had on both sides
of the aisle conversations about this ad nauseam. The biggest un-
knowns about CLASS, the biggest one is that no one can be sure
how many people will sign up. I heard Secretary Greenlee say they
are going to roll out a plan and that is the actuarial study we
ought to all be looking at, because the day the plan rolls out and
you can say here is what it looks like, here are the options, here
are the premiums, then we have all got a big education role. The
biggest risk is status quo, doing nothing. The risk of moving for-
ward with CLASS is minimal compared to what we face otherwise.

Thank you for your interest in this issue.

[The prepared statement of Mr. Minnix follows:]
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The Implementation and Sustainability of the New, Government-Administered Community Living
Assistance Services and Supports (CLASS) Program

As President and CEO of LeadingAge and the chair of Advance CLASS, I thank the subcommittee for the
opportunity to discuss the implementation of the CLASS program. This is one of the most important
measures ever enacted because it addresses a need that most families at some point will encounter,
coverage for long-term services and supports.

LeadingAge is an association of 5,500 not-for-profit organizations dedicated to expanding the world of
possibilities for aging. We advance policies, promote practices and conduct research that supports, enables
and empowers people to live fully as they age.

Advance CLASS is the premier national advocacy organization dedicated to the implementation of a
strong and vital long-term services and supports program. The group is an independent not-for-profit
corporation comprised of prominent national organizations which specialize in serving the most vulnerable
in both the aging and disability communities.

Long-term care is something most families will face, and no one wants to talk about. It is potentially the
biggest financial risk of family life and yet none of us wants to think that someday we may need help with
the simplest activities of daily life — eating, bathing or moving around.

The Community Living Assistance Services and Supports (CLASS) program creates a consumer-
financed, premium-based, voluntary insurance plan to help people finance whatever long-term services and
supports they come to need,

After decades of debating how the nation might better address appropriate financing for these critical
services and after more than five years of legislative development, debate, and hearings, the CLASS Act
was signed into law in 2010 as part of the Affordable Care Act. It received bipartisan support during its
development by House and Senate committees and was endorsed by over 270 consumer, provider, and
faith-based organizations from AARP and the Alzheimer’s Association to Easter Seals and the Paralyzed
Veterans of America.

Who needs the CLASS plan?

We all do. Disabling conditions are no respecter of age, socio-economic status, living venue, background
or genetics. Examples include the 21 year old who took that dangerous dive during beach week and is now
a paraplegic. The returning war veteran who is now a double amputee. The successful lawyer born with
muscular dystrophy and working full-time who faces future problems in bathing and dressing for work.
The 80 year old with Alzheimer’s disease who lives with her daughter and family. We know these people.
They are us.

2519 Connecticut Ave, NW | Washington, DC 20008
? 202508.9466 | F 2023089466 | LeadingAge.org Expanding the world of possibilities for aging.
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In a speech delivered at the Kaiser Family Foundation on February 7, Health and Human Services
Secretary Kathleen Sebelius told the story of Michael:

“Fourteen months ago, when he was 42, Michael was diagnosed with multiple sclerosis. Since
then, he has lost movement in his legs and left arm. His neck muscles have weakened...He has lost
ability to control his bladder... Michael can live independently, as he strongly prefers to do,
because he has part-time personal care assistance to help with daily tasks...He pays for these
assistants with long-term care insurance...But his policy runs out soon, forcing him to rely on
Medicaid...If it can’t cover the services he needs, his worst fears will come true and he will be
forced out of his home.”

We all have fire insurance for our homes. Car insurance against accidents. Many have health and life
insurance, even burial insurance and pet insurance. Insurance is an accepted way of hedging against risk.
With CLASS, we will have the chance to insure ourselves against perhaps the biggest blank check risk any
of us will face: the need for substantial help to live, work and function in a place called home. CLASS
goes a long way to mitigate those risks.

Ten million Americans today need long term services and supports—including 4 million under age 65. As
the baby boomers age into retirement, these numbers will more than double.

The CLASS plan promotes personal responsibility, puts choice in the hands of consumers, and doesn’t rely
on taxpayer funds. CLASS is totally voluntary. Its cash benefit approach allows consumers to choose the
type of help they want. It not a government entitlement program and stands on its own financial feet. By
law, “No taxpayer funds shall be used for payment of benefits under... CLASS...”

The importance of CLASS and the fiscal responsibility of the approach were aptly described by Senator
Gregg (NH), who strengthened the program with an amendment requiring that “Beginning with the first
year of the CLASS program, and for each year thereafter... the Secretary shall establish all premiums to be
paid by enrollees for the year based on an actuarial analysis of the 75-year costs of the program that
insures solvency throughout such 75-year period.”

“Our nation needs to address the growing problem of providing health care services for ... older
individuals who have trouble with activities and tasks of daily life....My amendment ensures that
instead of promising more than we can deliver, the [CLASS] program will be fiscally solvent, and
we won’t be handing the bill to future generations.”’

What's the potential impact of CLASS?

For consumerts, it can allow someone with practical deficits to continue work and be more self-sufficient.
Because cash is the benefit, affected consumers can buy what they need to stay as independent as possible:
an attendant to help with morning bathing and dressing, a driver to take them to work, and that modified
bathroom or ramp. For the working daughter whose cognitively impaired mom lives with her, it is the
direct care person who visits half a day to assure medication management or lunch so daughter doesn’t
have to leave work. For the family, it can mean money back in the family pocketbook for other necessities.

! Senator Gregg, press release, July 7, 2009,
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CLASS helps taxpayers. The law says there can be no tax dollars paid out for benefits. It is a financially
self-sufficient program. CLASS helps break the dependency on federal and state programs such as welfare
and Medicaid. Often people need some resources to afford long-term services and supports to maintain the
possibility of working. But if their incomes increase, they lose eligibility for Medicaid or other assistance.
CLASS allows them to purchase—with cash—just the services they need to stay independent and continue
working. And were a person to need Medicaid and become eligible, 95 percent of the CLASS benefits
would go to repay the Medicaid program for institutional care or 50 percent for home- and community-
based services.

The CLASS plan also is important to employers, including small businesses. MetLife estimated the cost of
lost productivity for employees who must take time off for family caregiving to be $17 billion annuatly.”

In a John Hancock survey, 50 percent of small business employers reported a negative impact on business
because employees had to deal with long-term care issues and 60 percent believe their employees are
concerned about the ability to afford long-term care.® A newly-released study found that employees who
are caring for an older relative are more likely to report health problems like depression, diabetes,
hypertension or heart disease, costing employers an estimated average additional health care cost of 8
percent per year, or $13.4 billion annually.*

CLASS can help these employed family caregivers hire needed help for those for whom they are
responsible, easing stress and reducing the caregivers’ own health problems, reducing the cost of their
employer-sponsored health care.

How did CLASS come to be?

Political veterans of health policy remember that the bipartisan Pepper Commission a generation ago
concluded that long-term care was an insurable set of circumstances and that addressing it should be a

priority.

Groups representing younger people with disabilities worked for years with legislators of both parties on
legislation to provide an alternative to Medicaid coverage of long-term services and supports. The first
version of CLASS was introduced in 2005 with bipartisan sponsorship.

LeadingAge’s work on a new way of financing long-term services and supports beyond the current “give
us more Medicaid money” began back in 2003 at a visit with Senator Max Baucus. He asked, “So, how do
we pay for long-term care?”

We embarked on a two-year process of finding an effective answer to Senator Baucus’ question. We
convened a blue-ribbon panel of the best financial thinkers among our membership. After intensive study
of an array of long-term care financing models, they issued a report recommending a voluntary, accessible

* MetLife and The National Alliance for Caregiving, Cost Study on Productivity Losses to U.S. Businesses (July
2006), Impact of Unpaid Caregiving on Businesses.
? See: http:/www.johnhancock.com/about/news details.php?fn=july2109-text&yr=2009

4 MetLife, the University of Pittsburg, and the National Alliance for Caregiving (February 2010), MetLife Study of
Working Caregivers and Employer Health Care Costs.
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and affordable insurance program substantially along the lines of the CLASS program. With our board’s
approval, we joined forces with organizations which had already begun work on the CLASS legislation.
Together with them, we made the case that health care reform would not be complete unless it addressed
long-term care needs.

Ultimately CLASS was included in the Affordable Care Act. I thank the Energy and Commerce
Committee for being the champions of CLASS and including it in the House version of the Affordable
Care Act. I want to especially recognize the leadership of Congressman Dingell, who has demonstrated a
longstanding passion on this issue and of Congressman Pallone for his strong belief in and commitment to
CLASS.

What are the unknowns about CLASS?

The biggest question is that no one can be sure how many people will sign up the day it is offered and how
rapidly the pool will grow based on how popular it will become based on public perception of benefit and
protection.

There seems to be a tipping point of the percentage of the population that has faced these issues personally
that makes a program like CLASS acceptable. America may be there, if polls and focus groups are
reflective indication. A Kaiser Family Foundation poll released February 24, 2011, indicates, “If the
public could pick and choose, 83 percent would institute the new voluntary long-term care insurance
program known as the CLASS Act...”

So, plan design, communication and public education now are critical to encourage working people—
young and old-—to sign up for the program. We fully support the flexibility the ACA gives the Secretary of
Health and Human Services to work with the public and stakeholders to initiate the CLASS program in a
manner that allows it to both serve the purpose and be sustainable, without federal tax dollars.

What protections does the Affordable Care Act provide for CLASS?

We fully support the numerous mechanisms included in CLASS to ensure the program’s integrity,
including:

* The CMS Actuary, who is required annually to certify “that the techniques and methodologies
used [in developing premiums that will maintain required 75 year solvency] are generally accepted
within the actuarial profession and that the assumptions and cost estimates used are reasonable,”

¢ The Secretary of HHS, who is required to ensure “that enrollees’ premiums are adequate to ensure
the financial solvency of the CLASS program, both with respect to fiscal years occurring in the
near-term and fiscal years occurring over 20- and 75-year periods,” and has both the authority and
duty to adjust benefits and premiums to do so,

¢ The Secretary of the Treasury, who is reéponsible for managing the trust fund and authorizing
payments,
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* The Board of Trustees, including two public members (one of each party), which is charged with
annually reporting to the Congress on the operation and status of the CLASS Independence Fund
during the preceding fiscal year and on its expected operation and status during the current fiscal
year and the next 2 fiscal years; reporting immediately to the Congress whenever it believes that
the amount of the CLASS Independence Fund is not actuarially sound; and reviewing the
management of the CLASS Independence Fund and recommending changes in such policies,
including necessary changes in the provisions of law.

¢ The Secretary of HHS, the Advisory Council, the CMS Actuary, and the CLASS Fund Trustees all
have an on-going duty to assure that premiums are set to maintain long-range solvency, to
maintain sufficient reserves to pay claims, and to make program adjustments as needed.

¢ The law requires extensive close monitoring and public reporting, and actions to correct problems
before a crisis. The Board of Trustees has authority under the law to recommend congressional
action that could include adjustments in monthly premiums or a temporary moratorium on new
enrollments if the Board determines that enrollment trends and expected future benefit claims on
the CLASS Independence Fund are not actuarially sound, if the Secretary has not already
effectively responded.

Will the CLASS plan benefits be generous enough to provide meaningful help?

The CLASS plan is intended to pay a foundational level of benefits. It’s important to understand that
CLASS benefits continue as long as a plan participant’s need continues~~this could be for just six months
or for a lifetime.

That is critically important for the younger working person who incurs a lifelong disabling condition and
for the twenty percent of people turning age 65 who researchers find will need long term services and
supports for five or more years.

Second, not everyone who needs long-term services and supports requires nursing home care, the most
expensive kind of care setting. CLASS does not have the institutional bias in favor of nursing home care
that Medicaid and many private insurance plans have. With the CLASS cash benefit, individuals and their
families could choose lower-cost services such as personal care assistants, adult day services, or coverage
under a PACE program. We have seen this approach succeed in the Cash and Counseling program.

CLASS fills a critical need and also creates a framework for a public/private partnership, with private
long-term care insurance (for those for whom it is appropriate) supplementing a broad-based floor of
protection.

Conclusion

The CLASS plan fills a serious and growing gap in the resources available to individuals and families to
protect against the substantial cost of long-term services and supports. The need for this program has been
forecast for over a generation. CLASS developed on a bipartisan basis with the support and cooperation of
a multitude of stakeholders over a period of years that pre-dated the Affordable Care Act.
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Numerous surveys and focus groups have found that many Americans do realize that total long-term
supports and services are not fully covered. The discussions around the implementation of CLASS,
including this hearing, will further increase public awareness of the need for effective planning and
personal responsibility.

So, those of us passionate about it believe that our next great step and responsibility is to educate the
American public on a need that many already know they have. Those of us who worked to bring about the
CLASS program’s enactment remain committed to the public education and other efforts that will be
essential to the program’s success.

Certainly there are risks to any change or new initiative. In the case of the CLASS program, we believe the
risks are small relative to the great good that can be achieved. And the risk of the status quo is predictable,
unacceptable, and catastrophic.

We thank the subcommittee for your interest in CLASS and we urge your support for its continued
implementation.
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Mr.PirTs. The chair thanks the gentleman and recognizes Mr.
Young for 5 minutes.

STATEMENT OF ANTHONY YOUNG

Mr.YOUNG. Good morning, Chairman Pitts, Ranking Member
Pallone and members of the Health Subcommittee. I am Tony
Young, as you know, a Senior Public Policy Strategist with NISH.
I work in a program called the AbilityOne program. We assist peo-
ple with very significant disabilities and blindness to obtain jobs
through Federal contracts. In FY 2009, the AbilityOne program
helped over 47,000 people who are blind or have severe disabilities
obtain employment.

The national voluntary CLASS program could help individuals
and their families manage the impact when a sudden, unexpected
event results in a lifelong need for assistance with basic human
functions. Such an event can happen to anyone at any time and
most who learn they need long-term services and supports have
few options for financing that care. Many try to rely on their own
resources or on help from family members for their care. However,
unless they are extremely wealthy or they have very good, dedi-
cated family support, they will not be prepared for the financial
and emotional costs. That is why I am here today. My experience
demonstrates the need of a national voluntary CLASS program.

I was 18 when I acquired my disability while body surfing. In
high school, I was very active in sports, lettering in football and
track, even selected Second Team All-Met Right Guard for the
Washington Post. There were social clubs, school activities, sum-
mer jobs, dating, dancing, pool parties and preparing for college. It
all ended abruptly and without warning on a hot summer day in
August 1970. I went from near-total independence to near-total de-
pendence in the crunch of a C4 vertebra.

After 10 months of medical and physical rehabilitation, I was
sent home to live with my parents. There was no information avail-
able on how or where to get help. There were long months when
my parents managed all of my personal assistance while working
full time. We were fortunate enough to have good health insurance
at that time so the medical bills did not bankrupt the family. This
continued for nearly 3 years.

Slowly we discovered that some services were available. They
came from a local visiting nurse service. I received home visits for
personal care, physical and occupational therapy and medical moni-
toring. These services helped to relieve some of the personal care
burdens on my family but it soon became apparent that I would
need more flexibility and more responsive supports as they aged.

There are three things I would like you to keep in mind during
my testimony today. First, I am one of the fortunate few. I was not
forced to go into a nursing home. I was not forced to become impov-
erished in order to be eligible for Medicaid. I was able to obtain the
long-term supports and services I needed. [Inaudible.] prior to the
accident. Had someone like me had CLASS prior to such an unex-
pected life-changing accident, my family and I would have some se-
curity, that the personal assistance and long-term supports I need-
ed would be available to us. I want the opportunity for my wife and
eventually my son to plan for a future disability.
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Three: Keep in mind that a person born with a disability, one
who acquires a disability in adult life or develops disabilities in lat-
ter life are not automatically triggered into the CLASS benefits. In
order to trigger benefits, an individual must meet a threshold of
functional limitations. There are different thresholds and different
benefit levels depending on the level of limitations. Some individ-
uals will choose not to trigger the benefits at all.

I know that some of you have concerns over the solvency of the
program. Believe me, I want and need CLASS to be solvent too. I
want it for my family and for millions of other Americans to have
a sustainable program for the future. As we have already heard
today, the HHS Secretary has authority, indeed, the responsibility,
to ensure that the program is solvent for 75 years. The Secretary
has announced important steps to ensure the sustainability of the
CLASS program by addressing earnings minimum levels, adjusting
premium levels to account for inflation and strengthen the fraud,
waste and abuse loopholes that might threaten the program. These
reforms are important to the program and I believe that the Sec-
retary must be given the time to make these and other changes to
strengthen the CLASS program. Thank you.

[The prepared statement of Mr. Young follows:]
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Good morning, Chairman Pitts, Ranking Member Pallone, and Members of the Health
Subcommittee. Thank you for this opportunity to speak with youh. My story shows the value of
having a Community Living Assistance Services and Supports (CLASS) Program and how such a
national voluntary program can help individuals and their families manage the impact when a
sudden, unexpected event results in a life-long need for assistance with basic human functions.

Such an event can happen to anyone—at any time—and most individuals who need long-term
services and supports have few feasible options for financing their care. Many typically rely on
their own resources or on help from family members for the care they need. However, unless
you are extremely wealthy with extensive savings, you will not be prepared for the financial and
emotional costs to you and your family. That is why 1 am here today. My own experience
demonstrates the need of the CLASS plan.

{ am Tony Young, Senior Public Policy Strategist with NISH. NISH one of the two Central
Nonprofit Agencies designated by the Committee for Purchase From People Who Are Blind or
Severely Disabled, an independent federal agency, to help the Committee to administer the
AbilityOne Program. The AbilityOne Program's mission is to provide employment opportunities
for people who are blind or have severe disabilities in the manufacture and delivery of products
and services to the federal government. AbilityOne helps thousands of people who are blind or
have severe disabilities find employment. The program coordinates its activities with nonprofit
organizations across the country to employ these individuals and provide goods and services to
the federal government at a fair market price.

It work a fulltime job and volunteer in my community. { am married to a fulitime working
spouse. We have one six year old child. We pay taxes, a home mortgage, and utilities, save
money to send our son to college, and put away some money to live on if we have a chance to
retire. At first glance, our life appears to be the same as millions of other taxpaying Americans.
As you will read later in my testimony, a deeper look tells a much different story.

The CLASS Plan Offers a Pathway for All to Contribute and Plan for Their Future
There are three things | would like you to keep in mind during my testimony today.

I'am one of the fortunate few, perhaps even rare example. | was not forced to live in a nursing
home nor become impoverished in order to be eligible for Medicaid obtain the vital long-term
supports and services | need. What makes my circumstance different than thousands of other
individuals with significant disabilities? | am one of the .05% {1/2 of one percent) of individuals
with a significant disability who received SSDI/SSI who now are able to be gainfully employed
and no longer need dependent upon public income, Medicaid, or Medicare programs. Now | am
a productive taxpayer, and | am not adding to the cost of Federal and state expenditures.
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The CLASS program is a huge step forward for the nation. It offers a solution to for all of us to
help finance the challenges that lie ahead in preparing for an unexpected event. | wish the
CLASS program had been available to me as an 18 year-old student and to my family prior to my
accident. Had someone like me had CLASS coverage prior to such an unexpected and life-
changing accident, my family and | would have had some security that the personal assistance
and long-term supports | needed would be available to me. { want the opportunity for my
wife—and eventually my son—1to plan for a future disability.

Keep in mind that when a person is born with a disability, acquires one in young adult through
an accident, or develops disabilities in their later life, that the person does not automatically
trigger CLASS benefits. In order trigger benefits, an individual must meet a threshold of
functional limitations. There are different thresholds and different benefit levels depending
upon the level of limitations. Some individuals will choose not to trigger their benefits at that
time. Also, importantly, individuals must continue to pay premiums while receiving benefits.

I know that some of you have concerns over the solvency of the program. Believe me, | want
and need CLASS to be solvent, too. | want for my family and for millions of other Americans to
have a sustainable program for their future. As we have heard today, the HHS Secretary has the
authority—indeed, the responsibility—to ensure that the program is solvent for 75 years.
Secretary Sebelius has announced important steps to ensure the sustainability of the CLASS
program by addressing earnings minimum levels, adjusting premium levels to account for
inflation, and strengthening fraud, abuse, and waste loopholes that might threaten the
program. These reforms are important to the program and | believe that the Secretary must be
given the time to make these and other changes to strengthen the CLASS program.

¢ CLASS is a national program to help insure coverage for future disability.

¢ ltis financed through private contributions. No taypayer dollars are involved in the
contributions or benefits of CLASS. That is important to all of us. That we finally have a
program that is not publically financed and that is accessible to all working individuals to
take personal responsibility to plan for and provide those vital long-term services when life
throws us an unexpected curve.

e Students, young people, and young adults now know disability is a natural part of life—kids
see in it schools, parents know child either at birth or laterworking adults know the cost of
taking on financial and emotional costs of caretaking without financial resources.

* There would be no “medical underwriting” feature to the program; different from long-
term care insurance. This is important so that individuals can not be excluded based on pre-
existing health issues or disabilities.
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s Cash benefits are available with no life-time caps, unlike benefits from long-term care
insurance. The flexibility of cash benefit to use as is needed to purchase just the help that is
needed is invaluable

* | believe that the CLASS program will providfe new opportunities for jobs—paid assistance
in the private sector or paid home modifications.

* | think the ease of enroliment—voluntary employer enroliment or alternate options—and
the efforts that HHS is making directly with employers to develop a simple, trouble-free
process will be very inviting to individuals of all ages and employers

Background

| require substantial personal services to maintain my daily work and family activities. Every
morning an assistant helps me shower, shave, toilet, eat breakfast, dress, and prepare for work.
Two evenings a week and on weekend mornings an assistant helps me with bowel and bladder
care. This minimal platform of 18 hours per week of paid supports costs more than $17,000
annually. This money, including the amounts withheld for Federal and State income taxes, FICA
taxes, unemployment insurance, and other fees comes from our family budget.

That is not the only expense the family incurs to support me. That initial $17,000 helps with the
Activities of Daily Living—the ADLs. Many other functions need support assistance. A family of
three must go food shopping; do laundry; clean house; take out trash; recycle paper, glass,
plastic; pay bills; and other routine activities. There is also the evening assistance | need five
evenings when we cut down our expenses by not paying for assistance. My six year old helps by
doing his chores, but nearly all of these activities must be done by my wife. Even though it can
have a financial, physical, and emotional struggle, the process works much of the time.

Life has not always worked this smoothly. | was 18 when I sustained my disability while body
surfing. In high school | was very active in sports, lettering in football and track; | was selected
as Second Team All-Met Right Guard in 1969. There were social clubs, school activities, summer
jobs, dating, dances, pool parties, and preparing for college. It all ended abruptly and without
warning on a hot summer day in August. | went from near total independence to near total
dependence in the crunch of a C-4 vertebra.

After ten months of medical and physical rehabilitation | was sent home to live with my
parents. There was no information available on how or where to get help. There were long
months when my parents managed all of my personal care needs while working fulltime. We
were fortunate to have good employer health insurance at that time; so medical bills did not
bankrupt the family. This continued for nearly three years.
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Slowly we discovered that some services were available. They came from a local visiting nurse
service. | received home visits for personal care, physical and occupational therapy, and medical
monitoring. These services helped to relieve some of the personal care needs of my parents,
but it soon became apparent that | needed more fiexible and responsive supports.

| wanted to work. | had always worked since | was old enough to responsibly use a lawn mower
and other tools. At age 23, | was immobile from the shoulders down with no skills beyond a
high school diploma, a senior lifesaver certificate, and a pool manager’s license. This skill set
was not in high demand by employers at that time, or any time. It was absolutely necessary
that | obtain a college degree if | was to work. Fortunately, my Virginia Department of
Rehabilitation Services counselor agreed.

When | began scheduling college courses, | encountered problems between the home heaith
system and the higher education system. Coliege courses begin early. Laboratory and library
time meets on variable timeframaes, This is before the Internet; no online study. Note takers
and typists had to be scheduled; papers had to be prepared on a typewriter. The nurses, aides,
and therapists all had their own schedules. Generally, these times were not complimentary.

Closing

{ am testifying today not on my own behalf but for individuals who are likely to develop
disabilities in the future. My experience leads me to strongly believe that the CLASS program is
a long awaited opportunity for all Americans to share in the responsibility for preparing for
their future long-term services and supports. Unlike forty years ago when my accident
occurred, | want Americans to know they have a way to gain some financial and emotional
security for an unknown future. Believe me; life is full of unexpected turns.

1 urge Congress to allow the Secretary to move forward in her efforts to implement and
strengthen the CLASS program. We need it now. | am available to answer any questions you
may have.
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Mr.PitTs. The chair thanks the gentleman, and we will start
questioning. I yield myself 5 minutes for questioning.

Dr. Antos, during Congressional debate on health care reform,
we heard bipartisan concerns with the structure of the CLASS pro-
gram. We have repeatedly heard Senator Conrad’s quotes, regu-
larly calling the program a Ponzi scheme. Could you please explain
the budget gimmick that was used to claim program savings, even
though by most accounts this program will significantly add to the
Nation’s deficit?

Mr.ANTOS. Thank you, Mr. Chairman. Well, I think it is a time-
honored tradition in Congress to use this particular technique, so
I wouldn’t want to call it a gimmick. But the fact is that premiums
will be collected for the first 5 years before any benefits are paid,
and there is a 5-year vesting period so that that means even—and
I wasn’t clear when the program will begin but suppose it starts
next year—even after 2017 or 2018, there will still be premiums
coming in from an individual before there is any possibility that
they could draw down benefits. This idea of collecting the money
in advance and putting it in a trust fund is a well-known political
concept but it has nothing to do with budget rules. Trust funds are
a separate kind of accounting mechanism. The budget follows es-
sentially cash in and cash out. And so in the normal course of
events with the government, while this trust fund will accumulate
balances, that money is immediately disbursed to finance the other
operations of the government, and eventually when money needs to
be drawn on that trust fund, the way it works is that the Treasury
has to go to its usual sources to find the money, which is generally
deficit financing, generally borrowing money from Americans and
others who buy government securities.

Mr.PirTs. Thank you.

Mr. Schmitz, one of the challenges of long-term care insurance
and health insurance is adverse selection, which occurs when in-
surance benefits attract a larger number of high-risk participants.
The American Academy of Actuaries’ analysis noted that the
CLASS program in its current form has the potential for adverse
selection. Could you please speak to the potential magnitude of
that selection and how such an effect could put the viability of the
entire CLASS program at risk?

Mr.ScHMITZ. Sure. The adverse selection that is potential in the
CLASS program as it is designed is driven by a number of things.
It is going to be a voluntary program on a guaranteed-issue basis,
and to make a voluntary program work, there needs to be risk clas-
sification. You need to adhere to actuarial risk classification prin-
ciples, and the way it is currently designed, the risk classification
principles will not be followed because you will have unhealthy in-
dividuals who will be more likely to join the program. So you end
up with a situation not just because of initial selection but also
throughout the program as healthy individuals, they may be the
ones who decide to leave and you end up with a group that—the
premiums end up rising and you end up with a rate spiral. The
other things that are important to look at with respect to this, in
order to try to make this program work, there is going to have to
be significant marketing of the program. That is going to be a crit-
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ical piece in order to get the participation from healthy individuals
that it is looking for.

There also needs to be—there is a concern in terms of adverse
selection as to what is available in the private long-term care in-
surance market, because right now, the way CLASS is designed,
there is really not a good way to supplement the way it is struc-
tured. And so what is going to happen is, the private market is
going to end up competing with CLASS and so if there is an indi-
vidual who is healthy, who is able to get underwritten in the pri-
vate market, is perhaps married, the private market offers signifi-
cant marital discounts, that individual is going to find a better deal
in the private market. And so what you will end up with is the
more unhealthy individuals will end up in CLASS and so there will
be a problem with adverse selection from that perspective.

Mr.PirTs. The chair thanks the gentleman and yields 5 minutes
to Ranking Member Pallone for questions.

Mr.PALLONE. Thank you, Mr. Chairman.

I wanted to start with Mr. Minnix. Basically you pointed out that
there are a lot of things that people pay out of pocket are not cov-
ered right now. I could give you just from being a caretaker to my
parents that that is certainly true. So explain to us why we need
CLASS. In other words, what is wrong with Medicare? What are
the limitations with Medicaid? What are the problems with private
long-term insurance that even if none of these alone can fully ad-
dress the long-term needs of the elderly and disabled, and we know
that in terms of allowing them to stay at home or in the commu-
nity—what is wrong with the sort of mix-and-match approach to
the problem, which is I think essentially what we are doing with
CLASS?

Mr.MINNIX. Sure. Well, Medicare covers acute and some post-
acute needs on a limited basis until somebody is to the point, say,
of they have rehabilitated to their maximum, and Medicare is a
very good program in that regard. Then there are—but Medicare
does not cover someone to come in inexpensively to help you get
bathed and dressed or someone to monitor your medications if you
are living in your daughter’s home. Nobody pays for that.

Mr.PALLONE. Exactly.

Mr.MINNIX. If you are fortunate enough to survive underwriting
of private long-term care insurance and can afford it, oK, you have
got some coverage there. And then there is Medicaid. We have a
colleague at our work whose mother moved in with him. She would
have been an ideal CLASS kind of person but obviously CLASS
wasn’t in existence. The woman died. A week later she was notified
that she was number 176 on the waiting list for a Medicaid-eligible
home and community-based services in her community. Well, that
is just crazy. So what do regular people do? They patch it together.
They sweat it out. They pool their money if they can. And CLASS
comes in beautifully to help look at that need.

One of the issues we found in our studies is that young people
have seen this in their own families, and one of the things we think
is going to help in the marketplace is younger people because what
they have seen in their families may well be willing to say, you
know what, I have seen it in my own family, I am willing to pay
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premiums. So we are excited about the opportunity of educating
people to say I want to get in this early.

Mr.PALLONE. I want to ask another question. Basically in terms
of who it targets, the funding mechanism, the benefit package, the
things that you think we need to do, do you think the program is
designed to achieve the goals and deal with some of these problems
that you have spoken about?

Mr.MINNIX. I think the law provides a very good framework, and
now what we have to do is see a final plan, and I think we have
heard Assistant Secretary Greenlee and Secretary Sebelius say,
and we support that. It ought to be a sound plan that it looks like
a lot of people will buy into. I am confident that both of those
things will happen.

Mr.PALLONE. Now, let me ask Mr. Young, because you are talk-
ing from personal experience, would you describe how the program
could benefit your family, your wife, who works full time, I believe?
In other words, you talked about some of the problems that you
have had and difficulties others had. Tell us how CLASS once it
goes into effect is going to help, particularly with caregivers, both
the patient, I guess, as well as the caregivers.

Mr.YOUNG. The burden, the cost, I should say, of long-term serv-
ices and supports goes well beyond what we pay out of pocket. I
pay $17,000 a year now for about 18 hours of services in the morn-
ing and a couple of hours in the evening. All the rest of the support
that I need, whether it is grocery shopping or laundry or preparing
meals or, you know, hanging out with my son, any of those activi-
ties that makes a family go really fall on my wife, and for our pur-
poses, a little extra would give us an opportunity to bring in that
much more assistance that would ease her burden, give her some
rest every once in a while. With a six-year-old child and a C4 quad-
riplegic husband and a full-time job, she doesn’t get much down-
time, and even a little bit more would be very helpful.

Mr.PALLONE. Thank you. Thank you, Mr. Chairman.

Mr.PirTS. The chair thanks the gentleman and yields 5 minutes
to Vice Chairman Dr. Burgess.

Mr.BURGESS. Thank you, Mr. Chairman.

Dr. Antos, you described, I think you called it a death spiral of
increasing premiums and decreasing benefits. What happens if you
move too far out along that timeline? Will the Secretary have any
ability to modify the program as you understand it if that scenario
develops?

Mr.ANTOS. Well, Dr. Burgess, I think the prudent thing would be
for the Secretary if she has authority to make the changes now. I
think there is considerable doubt about how much authority she
does have to make the changes, and many of those changes would
move in a direction that I believe folks who are looking forward to
benefits from this program would find very negative, very unfavor-
able to them. But the fact is that you have to follow through, they
have to follow through on what they said which is they won’t start
the program unless it is fiscally sound, and that is not just a ques-
tion of solvency in a trust fund. It is also a question of the impact
on our deficit. There is no requirement in the law that says the
Secretary has to worry about the deficit, just the trust fund.
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Mr.BURGESS. Correct, but when we say if the program is started.
My understanding was, the program has started and the passage
of the Patient Protection and Affordable Care Act was predicated
gn the money coming in from the premiums paid into the CLASS

ct.

Mr.ANTOS. That is right, but since the regulation isn’t coming out
until sometime later, I am not sure when, we don’t really know all
the details of how things will get started. With that said, I believe
that the basic structure of the program is so fundamentally flawed
that the Secretary I believe does not have the authority to make
such dramatic changes and it will have to come back here.

Mr.BURGESS. When we had the initial exposure to the CLASS
Act concept when Mr. Pallone brought it late that night when we
were marking up H.R. 3200, I seem to recall at that time the dis-
cussion was the premium was set at $50 a month and the benefit
was $50 a day. I get the impression it has morphed a little bit since
then. Can you give us further insight as to what the likely pre-
mium is going to be?

Mr.ANnTOS. Well, there is nothing in the law that says what the
premium must be. What is specified is what the minimum benefit
must be, $50 a day. Beyond that, it is a matter of actuarial science
and guesswork, I would say, and the——

Mr.BURGESS. Well, then I guess we better ask our actuary.

Mr.ANTOS. I would, but I think the key point is that there is a
huge difference of opinion between CBO and the Chief Actuary at
CMS, which tells you how fundamentally uncertain this whole
thing is.

Mr.BURGESS. And I think that is the point I was actually trying
to make, but let us do hear from our actuary. You look like you
wanted to say something.

Mr.ScHMITZ. Sure. I think that the current design is structured
such that I think the premiums are going to be difficult to price
with the current design because of the lack of risk classification
and the actually rich type of benefits. This plan is a cash plan, and
everybody likes cash. Cash is easy, cash is flexible, but cash is a
very expensive way to pay long-term care insurance benefits. Peo-
ple claim earlier, they claim more often. You end up with what the
private industry calls ADL creep in that, in order to qualify for
benefits, you need assistance with your activities of daily living.
Well, people will start to move towards claiming that earlier under
a cash plan. You also have lifetime benefits in this plan, and life-
time benefits, there is significant adverse selection that the indus-
try is well aware of that they experience on lifetime benefit plans.
So you have these very expensive features in a voluntary guaran-
teed-issue program that put all together, you know, with what is
available in the competitive market, needs to all be taken into ac-
count when pricing this program, and it is a very difficult task the
way the structure is currently designed.

Mr.BURGESS. Is it possible that the premium could increase
under the CLASS as written?

Mr.ScHMITZ. I think it could. I think there is a risk of not pricing
this right away. It is so important to take in all these consider-
ations right away because if you don’t, we are going to start in the
hole, and if we start in the hole, the thing is not going to—you are
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not going to be able to—to dig out is going to be almost impossible.
It is going to be very difficult to actually right the ship and either
increase premiums or lower benefits.

Mr.BURGESS. Could you see premium increases by as much as 60
percent?

Mr.ScaMITZ. Well, because of all the issues going on in this pro-
gram, it is unknown what the premium increases might be.

Mr.BURGESS. Thank you. I yield back, Mr. Chairman.

Mr.PitrTs. The chair thanks the gentleman and recognizes the
ranking member emeritus, Mr. Dingell, for 5 minutes for ques-
tioning.

Mr.DINGELL. Mr. Chairman, I thank you for your courtesy.

Mr. Minnix, I want to thank you first for your kind words about
me and my colleagues who have worked on this matter. I want you
to know I intend to continue working with the Administration and
with other stakeholders to ensure that the program is successful.
Mr. Minnix, you note in your testimony that the CLASS Act will
be of assistance to employers, particularly small businesses. Your
testimony points out that MetLife estimated the cost of lost produc-
tivity for employees to be $17 billion annually. I gather this is in
good part due to employees having to take time off for care of older
relatives. Am I correct in that?

Mr.MINNIX. Right.

Mr.DINGELL. Now, on the other hand, Mr. Warshawsky, in your
testimony you note that the vast majority of employers do not sub-
sidize or even offer long-term care insurance partly due to the fact
that they do not see offering such insurance as providing a signifi-
cant business advantage. Is that correct?

Mr.WARSHAWSKY. That is correct.

Mr.DINGELL. Thank you. Now, you both discussed the impacts of
CLASS Act for employers, and I would like you both, if you please,
to respond to the following questions, and if you please again to an-
swer yes or no. If you answer no, would you please for the record
submit a detailed explanation to give us a more full picture of your
concerns.

Now, Mr. Minnix and Mr. Warshawsky, I have too often heard
from adult constituents about financial difficulties of trying to care
for their older relatives, mostly their parents, while trying to raise
children of their own. Is it true that the CLASS Act allows pay-
ments to adult caregivers that would help offset the cost of the care
that they are providing? Yes or no.

Mr.WARSHAWSKY. Yes.

Mr.MINNIX. Yes.

Mr.DINGELL. Thank you, gentlemen. Mr. Minnix and Mr.
Warshawsky again, is it true that the availability of CLASS Act
would allow adult caregivers to hire home care assistants to help
in the daily care of their elder relatives? Yes or no.

Mr.MiINNIX. Correct. Yes.

Mr.DINGELL. Mr. Warshawsky?

Mr.WARSHAWSKY. Yes.

Mr.DINGELL. Now, Mr. Minnix and Mr. Warshawsky, by hiring
these home care assistants to help with the daily care of elder rel-
atives, wouldn’t this help to reduce caregiver absenteeism in the
workplace? Yes or no.
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Mr.MINNIX. Yes.

Mr.WARSHAWSKY. Not to a significant amount.

Mr.DINGELL. Now, Mr. Minnix and Mr. Warshawsky again, in
your opinion then, if the CLASS Act will help to relieve the finan-
cial burden for adult caregivers and also reduce caregiver absentee-
ism from the workplace, do you believe that it would help the em-
ployers to see in their workforce greater productivity? Yes or no.

Mr.MINNIX. Yes.

Mr.WARSHAWSKY. No.

Mr.DINGELL. No?

Mr.WARSHAWSKY. No.

Mr.DINGELL. OK. Now, Mr. Minnix and Mr. Warshawsky, is it
not true that a more productive workforce would be a business ad-
vantage for employers? Yes or no.

Mr.MINNIX. Yes.

Mr.WARSHAWSKY. Yes.

Mr.DINGELL. Now, I would like to look at this. We have looked
at the costs of this to government and the possibility of failures but
we pay for health care for our people out of a lot of different pock-
ets. On Medicaid, we pay for health care particularly in the area
of long-term care, and this is an enormous cost for the taxpayers.
In that particular program, there is virtually no contribution made
by the person who receives the help from the Federal-State com-
bined program. But with the program we are talking about here,
we would find that the CLASS Act would allow persons and in fact
encourage them to pay into the program. Would this not then ease
somewhat the burden on Medicaid, which pays a huge amount of
cost and which largely pays costs for institutional care as opposed
to home care? Isn’t this going to help somewhat with regard to the
cost of Medicaid, which is breaking State budgets, causing huge
budget difficulties to the Federal Government?

Mr.WARSHAWSKY. Congressman, as I indicated in my written tes-
timony, it is very unlikely that lower or even moderate-income
workers will purchase long-term care insurance, because of the
availability of Medicaid. There have been many very rigorous, fine
studies that have been done on this subject, and they indicate uni-
formly that that——

Mr.DINGELL. So you don’t think that would be a help?

Mr.WARSHAWSKY. Extremely minimal, yes.

Mr.DINGELL. Mr. Minnix, yes or no?

Mr.MiINNIX. I have the opposite view.

Mr.DINGELL. Thank you.

Mr. Chairman, you have been courteous. Thank you.

Mr.PiTrTsS. The chair thanks the gentleman and recognizes Dr.
Cassidy for 5 minutes for questioning.

Mr.CassiDy. To all of you whom I question, I apologize. I had to
step out of the room, so if it is a repeat question, I am sorry.

Mr. Schmitz, folks on the other side of the aisle kept on saying
how this a solution but I think what I am hearing is that if by stat-
ute they have to make it work, meaning they have to increase the
premiums so that it is actuarially sound, that the way you write
how—I think I have a quote here—“based upon this analysis, it
was concluded that the program would not be sustainable in the
long term and it is unlikely to cover more than a small proportion
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of the intended population,” not much of a solution. That said, it
also seems as if it would cover even a smaller portion if there is
adverse selection, and I think the Assistant Secretary, her absence
of comment upon my question kind of affirmed my answer that
there would be a great potential for that adverse selection. Can we
imagine what would be the uptake of a product, an insurance prod-
uct that the monthly premiums were $240 for a benefit that would
be accrued when you are 30 years older?

Mr.ScHMITZ. I think the uptake, it is going to really depend—the
way it is currently structured right now and those higher premium
levels will likely have very low participation. There needs to be—
the structure of the program as it is right now on a guaranteed-
issue voluntary basis is going to be very expensive.

Mr.Cassipy. Now, when you say “very expensive,” it could be
$3,000, $4,000 a year, correct?

Mr.ScHMITZ. I mean, you end up with a situation trying to deal
with the premium spiral in that, well, the more you raise pre-
miums, the healthy individuals will keep leaving and so then you
have to keep raising premiums and so you get to a point where
eventually you are just going to have prepaid care. And so without
having risk classification in the program that is going to be ade-
quate to get the participation from healthy individuals that you
need, the premium rate spiral potentially will make it
unsustainable in the long term.

Mr.CassiDy. Mr. Warshawsky and Mr. Minnix, Mr. Dingell asked
you all a question just now and you said no, you didn’t think it
would have much an impact. I think it was about the ability of this
payment to offset Medicaid cost. Was that the question that you all
differed on?

Mr.WARSHAWSKY. Yes.

Mr.CassiDY. Now, you quoted data. You said there are multiple
studies showing it will not have an impact. Now, Mr. Minnix, you
disagree with Mr. Warshawsky. Do you similarly have data or is
that just a feeling that you have?

Mr.MINNIX. No, we are going on what the CBO said in their scor-
ing. We also did a——

Mr.CassiDY. Now, what specifically did the CBO say that you
would base that on? Because what I was reading is that it is going
to be actuarially unsound in a decade or so.

Mr.MINNIX. What the CBO data said—and I can get the specific
figure but I think it is a matter of public record—is beginning the
sixth or seventh year out it begins to show Medicaid savings.

Mr.CassiDY. Now, the $2 billion Medicaid savings that Mr. Wax-
man quoted earlier, I tried to look up the number for our national
debt for long-term care and Medicaid program. It is huge. And
Deloitte, they did an analysis and they were saying that it is going
to be, like, 35 percent—I don’t have the article in front of me—of
New York’s budget. So $2 billion over the entire Nation, well, that
is a lot of money in absolute terms. As a percent, it doesn’t sound
like very much to me.

Mr.MINNIX. Well, you can take it from a conservative standpoint
and say——

Mr.CassiDy. I like that.
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Mr.MINNIX [continuing]. That if there is minimal participation,
that is all it saves. A study we commissioned independently that
I would glad to share with you says that if everyone eligible partici-
pated in a similar kind of program—you have to remember, there
are different assumptions.

Mr.Cassipy. Now, it would have to be mandated, right? When
you say “everyone”

Mr.MiINNIX. I am talking about the political mandate. I am talk-
ing about—everybody is talking theory here.

Mr.CassiDy. Well, no, no, because actually the thing I am after
is, Mr. Warshawsky is quoting data and I think Dr. Antos——

Mr.MINNIX. I am trying to respond. I have got data.

Mr.CassiDY. But they say 2 to 4 percent. Are you saying there
would be 100 percent?

Mr.MINNIX. I am saying that we commissioned a study that
shows that if there were 100 percent of the participation that the
Medicaid savings if a plan like this were in place today, Medicaid
for long-term care would be

Mr.CAssIDY. Sorry. I am almost out of time.

Dr. Antos

Mr.MINNIX. A $50 billion savings.

Mr.CassiDY. Dr. Antos, do you think it is reasonable based upon
any empiric experience that we would have 100 percent uptake in
a voluntary program like this?

Mr.ANTOS. None whatsoever.

Mr.MiINNIX. I don’t think that either.

Mr.Cassipy. But that is what your study shows. And what do
you think would be more likely, Dr. Antos?

Mr.AnTOS. Well, it is hard to argue with the people who have
done the estimates so far, and they think that the take-up rate for
the total population, not the employed population, will run 2 to 3—
1/2 population.

Mr.Cassipy. Thank you all very much.

Mr.MINNIX. We think it would be significantly more than that
over time.

Mr.PitrTs. The chair thanks the gentleman and recognizes the
gentlelady from Illinois, Ms. Schakowsky, for 5 minutes for ques-
tions.

Ms.ScHAKOWSKY. Well, first of all, after sitting here not through
all the testimony but through this hearing and others like it, I
have to question the intention of this hearing. Everyone on the
other side of the aisle, on the Republican side of the aisle, has
voted it seems like dozens of times to simply repeal the Affordable
Care Act and the CLASS Act with it, so I think this is just another
effort to try and set up a panel that aside from our two witnesses,
Mr. Minnix and Mr. Young, to discredit this program.

I was on the President’s Commission on Fiscal Responsibility and
Reform, and I started that by saying, you know, it would be pretty
easy to balance the budget. You put on your green eyeshade, you
bring in the actuaries and a red pencil and you just cut, cut, cut.
But that is not who we are as Americans, and today we are talking
about a program that is designed to not cost one single dollar of
taxpayer funding and we are finding out that, oh, hidden in there
is going to be some sort of addition to the deficit reduction. Now,
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I would be happy to sit down with actuaries and experts on all the
research and design a real program if you don’t like what is going
on, but that is not what we are talking about. This is an effort to
discredit a program that we think by and large, perhaps with some
important improvements, could help people.

Now, I want to talk a little bit about money, Mr. Young. You
used to be getting Federal support, right, SSDI?

Mr.YOUNG. Yes.

Ms.SCHAKOWSKY. But you aren’t anymore?

Mr.YouNG. Right.

Ms.SCHAKOWSKY. You are now working, paying taxes and con-
tributing. I don’t know how much you are reducing the deficit by
with your income taxes but it is something. So creating a pro-
gram—I guess my question is, how will this help people work as
opposed to even have to get long-term care insurance or, according
to the naysayers, be on the public dole?

Mr.YOUNG. Well, if you can’t get out of bed in the morning and
you can’t get dressed and you can’t have supports that work where,
you know, if you need to go to the bathroom or have a drink of
water, you can’t work. That is the bottom line. If there are no sup-
ports available for basic bodily needs, nobody is going to be think-
ing about how to go to work or even being in the workforce because
you are worried about basic survival.

Ms.SCHAKOWSKY. So you think that this kind of program avail-
able to persons with disabilities could actually make more people
as taxpayers as opposed to tax eaters?

Mr.YoUNG. Right. Exactly. And the fact that it is lifelong, it
doesn’t disappear once you go to work and start earning some
money like Medicaid supports do, is invaluable.

Ms.SCHAKOWSKY. Mr. Minnix, this notion of this tiny number of
people that is projected to get this insurance I think first assumes
that people would rather spend down into total poverty in order to
get on Medicaid as opposed to take care of themselves, personal re-
sponsibility. But as you said, it will take an education program.
Why do you think that there will be more than this miniscule num-
ber that they are projecting that would actually enroll in this pro-
gram?

Mr.MINNIX. I have been serving people in this field for 38 years.
I have seen a little bit of everything. And one of the things you see
over and over again is, number one, families’ willingness to bear
responsibility for their loved ones, and secondly, they begin to run
out of money doing it, and the sandwich generation in the middle
begins to say do I help my children or grandchildren or do I pay
for elderly relatives, and there is no program there to do it. And
the work we have done with focus groups and polls and other
things say the American public is ready to look at this issue. We
have talked to younger people, older people and middle-aged people
and they say, yes, that is beginning to make sense and I would be
willing to pay. So I am looking forward to the day Assistant Sec-
retary Greenlee rolls out this plan and we see who salutes, and I
am betting it is going to be more than 2 or 3 percent of the people.

Ms.SCHAKOWSKY. But you are not just waiting, I would hope.

Mr.MiINNIX. No.
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Ms.SCHAKOWSKY. Can you talk to us about what kind of efforts
you see to educate people and to make sure that they know about
it, ete.?

Mr.MiINNIX. Well, the Advance CLASS Board, which is made up
of some leaders of the 270 coalition, we have set up shop. We have
got a Web site. We are beginning to get the word out, and just
things like this will be a huge education effort so people can talk
about it and begin to plan for it. We are determined to get people
to plan for it.

Ms.SCHAKOWSKY. Is the disability community going to do that as
well, get the word out?

Mr.YouNG. We are together in this.

Mr.P1iTTS. The chair thanks the gentlelady. The gentlelady’s time
is expired. The chair recognizes the gentleman from Georgia, Dr.
Gingrey, for 5 minutes of questions.

Mr.GINGREY. Mr. Chairman, thank you, and I am going to read,
sort of in response to my colleague from Illinois, from the debt and
deficit commission, the National Commission on Fiscal Responsi-
bility and Reform, the official title of their report in December of
2010 of which Ms. Schakowsky was a member, so I am sure she
knows exactly what it is in here, but here is what they say in re-
gard to the CLASS Act.

Ms.SCHAKOWSKY. And you know it wasn’t adopted.

Mr.GINGREY. Reclaiming my time. “The Community Living As-
sistance Services and Support, the CLASS Act, established a vol-
untary long-term care insurance program enacted as part of the Af-
fordable Care Act,” Obamacare. “The program attempts to address
an important public policy concern, the need for non-institutional
long-term care. But it is viewed by many experts as financially un-
sound. The program’s earliest beneficiaries will pay modest pre-
miums for only a few years and receive benefits many times larger
so that sustaining the system over time will require increasing pre-
miums and reducing benefits to the point the program is neither
appealing to potential customers nor able to accomplish its stated
function. Absent reform, the program is therefore likely to require
large general revenue transfers or else collapse under its own
weight. The commission advises the CLASS Act be reformed in a
way that makes it credibly sustainable over the long term. To the
extent this is not possible, we advise it to be repealed. Technically
repealing the CLASS Act will increase the deficit over the next dec-
ade because the program’s premiums are collected up front and its
benefits are not paid out for 5 years. To address this, we would re-
place the deficit reduction on paper from the CLASS Act with real
options that truly save the Federal Government money and put it
on a more sustainable path.”

Let me ask Mr. Antos, have you seen the CRS memo that I sub-
mitted earlier for the record when I was with the Secretary? Have
you seen that? It states that the Secretary does not have the au-
thority to change income eligibility.

Mr.ANTOS. Yes, I have looked at that. I am merely an economist,
not a lawyer, so I am not qualified to really opine on this, but I
believe that CRS has experts in the law who can make this judg-
ment. If this is in fact the case, then it seems unlikely to me that
this program can be put on an actuarially sound basis.
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Mr.GINGREY. Well, then it is your opinion, Mr. Antos, I think I
understand you correctly, that if the Secretary does not have the
authority and the language in the law to make those necessary
changes that the first witness said were absolutely essential to put
it on a sustainable glide path, if we can’t fix it, do you think that
we should repeal it as the President’s commission, of which Ms.
Schakowsky was a member, recommended?

Mr.ANTOS. Well, I think we should deal with the problem. I think
that is the problem with this law. It doesn’t deal with the actual
problem. Mr. Young is a great person who has somehow managed
to survive our system. This CLASS Act really doesn’t address it,
and to have a program that is going to fail with certainty and going
to make false promises that can’t be kept is a disservice to disabled
people.

Mr.GINGREY. And I thank you for that, and of course, that is my
concern and that is why I bring up these points. In the minute that
I have remaining, I would like, Mr. Schmitz, to ask you, under the
law, any individual whose income does not exceed the poverty line
and any individual who has not attained age 22, is actively em-
ployed and is a full-time student will pay a nominal premium be-
ginning at $5. What do you believe will happen to the program’s
sustainability if more low-income individuals enroll at the $5 pre-
mium subsidy than it is actually projected in the bill?

Mr.ScHMITZ. If we end up having more people in the program at
the $5 subsidy, it is the other individuals who are going to have
to subsidize them and their premium rates are necessarily going to
be higher. It is going to be important to try to understand and esti-
mate those numbers of how many people we will be subsidizing,
and that is one of the challenges in pricing this plan is being able
to predict that level of adverse selection. There is a lot of unknowns
and a lot of assumptions that need to be nailed down in this plan
that are pretty volatile to predict.

Mr.GINGREY. I wanted to pursue it further, Mr. Chairman. I see
my time has expired, and of course, I yield back.

Mr.PirTs. The gentleman’s time has expired. The chair thanks
the gentleman.

This has been excellent testimony, an excellent panel. In conclu-
sion, I would like to thank the witnesses, thank the members for
participating in today’s hearing. I remind members they have 10
business days to submit questions for the record. I would like to
ask the witnesses to respond promptly to any questions that are
given to you in writing. Members should submit their questions by
the close of business on March 31st.

The subcommittee is now adjourned.

[Whereupon, at 1:05 p.m., the subcommittee was adjourned.]

[Material submitted for inclusion in the record follows:]
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Opening Statement of Energy and Commerce Committee Chairman Fred Upton
Health Subcommittee Hearing on “Implementation and Sustainability of the New,
Government-Administered Community Living Assistance Services and Supports
(CLASS) Program

(Remarks Prepared for Delivery)

Mr. Chairman, thank you for holding this hearing today. Next Wednesday
marks the one-year anniversary since the President signed his health care reform
legislation into law. Over the last year, we have heard from our constituents,
industry stakeholders, and taxpayer advocates regarding the potential consequences
of the health care reform bill and its incredibly far-reaching policies — an
interactive process that I wish had happened prior to the bill’s passage but instead

was avoided for reasons unknown.

Today, we will gather more information on just one of the many far-reaching
and costly policies that were tucked away into the president’s health reform
package. The Community Living Assistance Services and Supports (CLASS)
Program is a new government-run benefit program. The Administration on Aging
(AOA) has been charged with the implementation of the program and that process
is in its initial phases. The lack of clarity around the CLASS program has raised

widespread concerns about the program’s structure and long-term sustainability.
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However, many of those concerns reflect the unease that many members shared

during congressional debate on health care reform more than one year ago.

During that time, advocates of the CLASS program argued that the private
market options were too costly and/or too difficult for certain populations to access
due to pre-existing conditions and disabilities. However, during that same debate,
members on both sides of the aisle raised concerns that the CLASS program was
actuarially unsound and fiscally irresponsible — creating a long-term financial risk

for the federal government and potential beneficiaries.

During the Senate debate on health care reform, Senator Kent Conrad, a
Democrat from North Dakota, called the CLASS Act "a Ponzi scheme of the first
order, the kind of thing that Bernie Madoff would have been proud of." Senator
Conrad was not alone in his concerns, and several of his Democrat colleagues
joined him in opposing the CLASS program’s inclusion in the heaith care reform
bill. Unfortunately, for them and the American taxpayer, the flawed program was

tucked into the final piece of legislation.

Most recently, Secretary Sebelius admitted her personal concerns with the
CLASS program. In a recent testimony before the Senate Finance Committee, she

recognized the program was “totally unsustainable” and just two weeks ago,
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reaffirmed her analysis before this committee while testifying on the president’s

Fiscal Year (FY) 2012 budget.

I am extremely concerned that the CLASS program, in its current form, is
nothing more than a budget gimmick and a faulty coverage product that I believe
even Secretary Sebelius would have likely rejected during her days as the

Insurance Commissioner for the State of Kansas.

The secretary’s admission reinforces the conclusion of the Medicare actuary
who wrote that the program had “a very serious risk” of becoming unsustainable,
and the Fiscal Commission’s recommendation that the program is “financially
unsound” and likely to “require large general revenue transfers or else collapse
under its own weight” — calling on Congress to either repeal or reform the program
altogether in order to identify trusted options for individuals to purchase LTC

coverage.

We all agree that long-term care costs will pose a challenge for our aging
population and the nation’s entitlement infrastructure, and we should be committed
to identifying innovative solutions that allow Americans the ability to plan for an
independent retirement and a dignified and quality lifestyle in their later years.

However, creating a new government-run entitlement program on the backs of the
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American taxpayers that runs the high-risk of insolvency is not a solution but

rather a scam.

According to the Congressional Budget Office, the CLASS program could
become insolvent by 2030— a result that will carry significant financial liabilities
for the federal government and ultimately, a potential loss for the beneficiaries who
enroll in the program. Our constituents deserve better, and I hope that before the
administration moves forward with program implementation that this Congress

will have another opportunity to revisit the CLASS program.

From my understanding, President Obama has requested approximately
$120 million for Fiscal Year 2012 to initiate the implementation of the CLASS
program, including over $90 million for education about the program. The
president’s budget request is shocking, and 1 hope Assistant Secretary Greenlee
can help us all understand how the administration, with the nation facing its most
historic deficits, could request such a sum of money for a program even the

nation’s chief health official admits is totally unsustainable.

Today’s hearing will provide us with the information we need to better
understand where this administration is in implementing the CLASS program. I

look forward to hearing from our witnesses on what they believe are the most
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significant flaws with the program structure and what changes the administration

intends to make to ensure the solvency of the program over the long-term.



135

Statement for the Record
Rep. Towns

The Implementation and Sustainability of the new, government-administered
Community Living Assistance Services and Supports (CLASS) Program

March 17, 2011

Chairman Pitts and Ranking Member Pallone, thank you for convening today’s health
subcommittee hearing on the implementation and sustainability of the Community Living
Assistance Services and Supports (CLASS) Program. This program was created as part of the
Affordable Care Act to ensure that the elderly and disabled can remain in their homes and in
their communities when they are no longer able to care for themselves independently. The
program is voluntary, self-financed and has a strong focus on personal responsibility. Individuals
must pay into the program to receive benefits when they are needed, and in turn no one who
meets basic eligibility criteria will be denied.

We have long agreed that our country simply does not have an established framework to provide
long-term care for those in need. Medicaid covers the economically disadvantaged, and those
who have had to spend down their savings in order to qualify; however, the remainder of the
population simply is not cared for. We all know that nursing homes are extraordinarily
expensive. They can cost over $70,000 per person, per year. If Medicaid is covering these costs,
the daily rate paid by taxpayers per patient is over $200.

In contrast, CBO and the American Academy of Actuaries (AAA) have estimated that premiums
for CLASS could range from approximately $120 per month to $240 per month, depending on
program enroliment and the level of adverse selection that occurs. That amounts to between $4 to
$8 at the expense of the individual.

There has to be an option provided for working adults who cannot afford to be insured in the
private market, or who are denied due to preexisting conditions. Otherwise, individuals will
ultimately spend down their savings to qualify for coverage under Medicaid, which will
ultimately cost taxpayers hundreds of billions of dollars. Rather than eliminating the only
existing option that is on the table, let’s work together to strengthen this program to ensure that it
is financially sound.

Thank you, Mr. Chairman.
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