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(1)

THE FUTURE OF MEDICAID: STRATEGIES FOR
STRENGTHENING AMERICAN’S VITAL SAFE-
TY NET

WEDNESDAY, JUNE 15, 2005

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to notice, at 9:59 a.m., in

room SD–628, Dirksen Senate Office Building, Hon. Charles E.
Grassley (chairman of the committee) presiding.

Present: Senators Hatch, Snowe, Thomas, Smith, Crapo, Baucus,
Rockefeller, Kerry, Lincoln, Wyden, and Schumer.

Also present: Mark Hayes, Rodney Whitlock, Susan Jenkins, Pat
Bousliman, and Alice Weiss.

OPENING STATEMENT OF HON. CHARLES E. GRASSLEY, A U.S.
SENATOR FROM IOWA, CHAIRMAN, COMMITTEE ON FINANCE

The CHAIRMAN. I know you are all shocked that we are starting
on time, or even a little bit early. But our governors have to be to
the other body at a certain time, and we have a vote coming up
at 10 o’clock.

I am hoping that Senator Baucus is voting, and then he will
come back and run the committee, and then I will go over and vote
and will be back then so we can keep the meeting going to accom-
modate the governors.

Welcome to our hearing on the future of Medicaid, Governors,
and also anybody in the audience, in which we hope to examine,
and will examine, ways to strengthen the Nation’s health care safe-
ty net.

First, I would welcome our witnesses and thank them for joining
us today, and particularly already at the table, Governor Huckabee
and Governor Warner, for being with us today.

While Medicaid is a program financed jointly by State and Fed-
eral dollars, the States have the principal responsibility for run-
ning this very important program. It is for this reason that the bi-
partisan proposals of the Nation’s governors are of such impor-
tance, and it is these proposals that are going to be the focus for
today’s hearing.

We are here today to begin a process of strengthening Medicaid.
We are at a very important juncture with Medicaid, and we need
to take decisive action to protect this vital safety net for the people
who need it.
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Medicaid has overtaken Medicare as the largest health care pro-
gram, and it is rapidly growing as a share of State budgets, dou-
bling since 1990, while education spending has remained about
flat.

States like Missouri, Tennessee, California, Mississippi, and even
my own State of Iowa are struggling with these growing costs. Be-
tween 1998 and 2003, combined Federal and State spending on
Medicaid grew by more than 55 percent.

When you take into account CBO’s forecast for the next 10 years,
combining Medicaid spending from 1998 through 2015, it will grow
by more than 275 percent. Spending in the year 2015 will be al-
most triple what it was in 1998. Many States have already had to
take drastic measures to address these growing fiscal pressures.

With bipartisan voice, our Nation’s governors have placed Med-
icaid on the forefront of their agenda. We have been hearing from
the Nation’s governors, both Republican and Democrat, since the
beginning of this year.

Their message has been clear. If we do not work together to con-
trol the growth of Medicaid spending right now, these growing fis-
cal pressures will force States to take even more far-reaching steps
to control expenditures.

My hope is that, today, we begin the process of finding common
ground to make good decisions for Medicaid’s beneficiaries and the
program’s financial future. It can be done if we work together. The
causes are complex. More people are accessing Medicaid services.

Health care is becoming more expensive. We need to do more to
more carefully scrutinize how we pay, and how much we pay, for
these services. We need to examine whether or not we are paying
too much for prescription drugs.

Any ideas we consider should not jeopardize the coverage of op-
tional beneficiaries just because they are optional rather than man-
datory. I think we can come up with policies that improve Medic-
aid’s fiscal health without jeopardizing that coverage, and, in fact,
we will.

To my friends who do not want us to find any savings in Med-
icaid, I hope they reconsider their position. If we do not find ways
to relieve some financial pressures the States are facing, we end up
jeopardizing the coverage of very needy people that we seek to pro-
tect.

If the States do not get relief, they are going to have to make
some difficult decisions to keep their schools funded and their
budgets balanced, decisions that will jeopardize the coverage of cur-
rent Medicaid beneficiaries. I believe that is why the governors
have united to tackle this difficult issue, as I think we will hear
today in their testimony.

Ladies and gentlemen, we have a responsibility to be good stew-
ards of the Medicaid program. We need to spend the next few days
making good decisions about how to preserve and strengthen the
Medicaid program for the people who truly need it.

Senator Lincoln would like to introduce her governor.
Senator LINCOLN. Mr. Chairman, thank you. I would like to let

you know that the staff has noted that this is the first time I think
I have been on time, so I am on a roll, between yesterday and
today.
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The CHAIRMAN. It is a good thing I started running; I have a
strong heart. [Laughter.]

Senator LINCOLN. Well, thank you, Mr. Chairman. This is such
a vitally important hearing we have today. We are very proud to
have you gentlemen with us, Governors, to really talk about the
partnership that we need to build in making sure that we do make
Medicaid both efficient and effective, and making sure that we are
getting the best bang for our dollar there. I think you all have cer-
tainly gotten off to a great start in some of the suggestions you
have that you will be presenting to us today.

But it is certainly my privilege to be here today to introduce our
governor, Governor Mike Huckabee, from my own State of Arkan-
sas, who is testifying on behalf of the National Governors Associa-
tion, along with Governor Warner, who also represents me a little
bit, actually. For the time I spend here in Washington, we stay out
in North Arlington and am certainly proud of that as well, Gov-
ernor Warner.

But, Governor Huckabee, I am so appreciative to you for being
with us today to discuss Medicaid. It is a program that provides
health care and long-term care to people who would otherwise go
without those services, and it truly is our Nation’s safety net for
health care and long-term care.

I think you know, as we have discussed many times, as well as
I do, how important Medicaid is to our Nation, and especially to
our home in Arkansas, where 1 in 5 people receive Medicaid, more
than half of the births are financed by Medicaid, and close to 80
percent of nursing home residents are paid for by Medicaid in the
State of Arkansas.

I applaud your efforts as an advocate for Medicaid, most recently
in your strong stance against budget cuts to the program. You and
I both believe that budget cuts should not be made on the backs
of our Nation’s most vulnerable: poor, children, pregnant women,
parents, the elderly, and individuals with disabilities. The place to
look at that is to go through these types of thoughtful processes
and figure out ways that we can make Medicaid more efficient.

I hope that we can build on the common ground today and in the
future. I am looking forward to getting more information about how
NGA’s proposal will impact rural Americans who are truly difficult
to serve, and women who make up the majority of the Medicaid
population. Those are two focuses here in Congress that I often
focus on, and I am appreciative to have such thoughtful folks work-
ing on this proposal as you two governors.

I am also incredibly concerned about the impacts some policy rec-
ommendations would have on those seniors and individuals with
disabilities who depend on Medicaid for long-term care, people who
would otherwise not be served by private insurance because they
are too poor or too sick.

Medicaid deserves a lot of attention and thoughtful consider-
ation, and I think the proposal that the governors have come to-
gether with has indicated just that. I believe it is critical that we
look at this program through the eyes of the 58 million Americans
who really, really depend on it.

Governor Huckabee, we are proud of you, proud of not only the
hard work you have put in with the Governors Association, but the
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great example that you set nationwide for overall health, and your
attention to it. You have certainly taken a personal attack on that,
and we are very proud of that, but you cannot lose any more
weight.

Governor HUCKABEE. All right.
Senator LINCOLN. We look forward to working together, because

we do know that one thing is for sure, and that is, this is an impor-
tant enough issue, it is also a challenging enough issue, that none
of us can do it by ourselves. We are grateful to both of you for
working together, and being willing to work with us to preserve
and to improve this very, very vital program.

Governor Huckabee, we in Arkansas are very proud that you are
here. We are glad that you have joined us today. We are proud of
the accomplishments that you have made on behalf of our State
and the millions of people there that you represent. Most impor-
tantly, we look forward to a good working relationship with the
Governors Association where we can really come up with the kind
of solutions we need for our Nation.

So, welcome, Governors, to both of you, and a special thanks to
Governor Huckabee. We are proud of you. Thanks for being here.

The CHAIRMAN. Besides being the Chief Executive Officers of
their two States, Virginia and Arkansas, we have the privilege of
having the Chairman of the National Governors Association and
the Vice Chairman of the National Governors Association, respect-
fully, Governor Warner and Governor Huckabee.

Today, their association is releasing a preliminary policy paper
outlining bipartisan recommendations for the Medicaid program, so
we are very pleased to have you with us here today to share the
Governors Association proposal on Medicaid changes. Thank you
both for being here.

I assume that you start out, Governor Warner.

STATEMENT OF HON. MARK WARNER, GOVERNOR,
COMMONWEALTH OF VIRGINIA, RICHMOND, VA

Governor WARNER. I do. Thank you, Mr. Chairman. I want to
thank you on behalf of all the Nation’s governors for allowing us
to appear before this distinguished panel today.

As the Nation’s governors, we are very proud of the product that
we are laying before you today and appreciate the chance to be
brought into this debate.

I would add at the outset that what we released this morning is
a document that has had the active involvement of more than 35
governors or their Medicaid directors. We have not had a single
governor opt out of the proposals that we are outlining.

So, as the Nation’s governors, we have come together. We are the
folks who are responsible, day in and day out, for, as Senator Lin-
coln indicated, providing health care to some of our Nation’s most
needy and providing, in total, the largest health insurance plan in
the Nation.

I want to also commend my Vice Chair, Mike Huckabee, who has
been a great partner in this whole effort. We are proud of the fact
that we have maintained this bipartisan spirit in the document
that we are laying out for you.
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Today’s work, though, is simply the beginning of this process and
should not be viewed as a final product. We look forward to work-
ing with you and the administration as we work towards a mean-
ingful reform of the Medicaid issue.

Now, as governor, Medicaid and health care-related issues take
about as much time as any subject that I am faced with. I simply,
as a starting point, want to say that I was involved in this issue
long before I became governor.

I remember back in the early 1990s when I was a private citizen.
I helped form something called the Virginia Health Care Founda-
tion, which was going to take on the problems of the uninsured in
Virginia. Back in 1992, we had a million uninsured.

Well, we have had one of the most successful public/private
health care foundations in the Nation. We helped 600,000 Vir-
ginians get health care. That is the good news. The bad news is,
in 2005, we have still got a million uninsured Virginians.

So, how we deal with Medicaid in relationship to the uninsured,
and recognizing that Medicaid is not some island in our health care
system, is terribly important.

In addition, one of the things I am proudest of in Virginia is, as
governor, we have taken Virginia from really the bottom in the
States in terms of signing up children for both our Medicaid and
SCHIP program. In rural Virginia, we are literally close to the top.
We now have signed up over 128,000 kids.

We have 96 percent of our eligible children signed up for either
the Medicaid or SCHIP program, again, one of the most meaning-
fully effective components of this terribly important health care
issue.

Before we start with the specifics, though, I want to again rein-
force a couple of the things that the Chairman and Senator Lincoln
have already indicated.

Governors start each budget cycle with a debate on Medicaid.
The Medicaid reforecast now, in terms of setting your budget
terms, becomes even more of a driving force than your education
reforecast.

In Virginia, for example, in 1990, Medicaid was a $1 billion pro-
gram. By the end of this current budget cycle in Virginia, it will
be a $5 billion program.

Now, I would feel much better about the growth in this program
if we had achieved better coverage, improved payments to pro-
viders, or a series of expanded services. But, unfortunately, even
though we have seen a dramatic increase in costs, we have not
seen a dramatic increase in the quality of service.

Like a series of bipartisan governors, I am interested in Medicaid
reform because Medicaid, as it is currently situated, is simply not
sustainable for the States over the long term.

Strictly speaking for myself, not as an NGA representative, I be-
lieve solving the Medicaid crisis ought to be first and foremost in
terms of addressing entitlement reform at the Federal level.

But let me be clear: Medicaid reform should be policy-driven and
not budget-driven. It should be considered, and must be considered,
in the overall context of health care reform.

Let me also make clear at the outset that governors have not
changed their time-honored position that we oppose block grants or
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caps that are simply tools to shift further responsibility down to
the States.

But we welcome Federal policies that have achieved greater effi-
ciency that provide us, in effect, as I think my colleague will say
in a few minutes—we as CEOs of the largest insurance programs
in our State—some additional flexibility, and can help us provide
both greater savings and what we hope will be greater expansion
of coverage.

Mr. Chairman, I indicated, overall in our Nation, Medicaid budg-
ets now make up 22 percent of State spending. In aggregate, they
total more State spending than K–12. We have literally created a
situation where we are pitting the needs of grandma against the
needs of the grandkids.

Now, three factors are driving Medicaid growth. First, as we all
know, the Medicaid program is increasingly serving low-income,
frail seniors and people with serious mental and physical disabil-
ities who, while they represent only about 25 percent of the Med-
icaid population, account for more than 70 percent of the Medicaid
budget. Those who are dually eligible for both Medicare and Med-
icaid account for 42 percent of Medicaid spending.

This has been one of those cost shifts that has taken place over
the years; as what was originally laid out to be a Federal responsi-
bility, some of these costs have shifted down to the State.

Second, the caseload has increased about 40 percent over the last
4 years. Now, some of this has been because States have success-
fully, I think, done the right thing in stepping up signing up kids
for their SCHIP programs.

But we are also seeing other cost shifts taking place as more and
more employers, through either economic reasons or otherwise, are
no longer providing health care to their employees, and oftentimes
even encouraging these employees to go upon the Medicaid rolls.

Third, again, as has been already noted, the Consumer Price
Index for health care has been increasing 2 to 3 times the average
price index. Medicaid, like all insurers, has been faced with rising
costs.

One of the things that we have tried to do in this paper, and
while this paper is the first step as you go through these budget
deliberations between now and Labor Day and early fall, we recog-
nize that Medicaid reform cannot be that island. It has to be com-
bined with other health care reform.

I want to touch on a couple of the subjects that we hope will be
included in your deliberations. Our non-Medicaid recommendations
have three goals. First, to increase quality in health outcomes by
better utilizing modern technology in our health care system.

I think, as somebody who has spent a career in the technology
field, the fact that we really have not brought the power of IT to
health care should be an embarrassment. The fact that we still do
not have electronic medical records beyond pilot programs is some-
thing we need to move beyond.

Second, we need to develop alternative and more effective policy
tools that would assist individuals and employers to obtain and
maintain private health insurance as opposed to these individuals
falling onto the Medicaid rolls.
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Third, to improve financing and delivery of long-term care by de-
veloping incentives for quality, private, long-term care insurance
products: community-based care, innovative chronic care manage-
ment, and alternative financing approaches.

Now, governors recommend a Federal refundable health care tax
credit for individuals, as well as employer tax credits for small em-
ployers. Now, again, these are issues where the devil is in the de-
tails, but we hope to be able to get into some of that. These are
also recommendations to help create more competition in the
health care marketplace.

Our paper also includes a number of recommendations promoting
the purchase of long-term health care insurance, again, through
the use of Federal tax deductions and credits, as well as expanding
long-term care partnership legislation, a partnership that is now
only existing in four States. Long-term Medicaid cannot remain the
majority payor for long-term care in this country.

Finally, there are recommendations to improve the quality of
home- and community-based care options, something where, over
the long haul, we must put much, much more attention.

Now, Mr. Chairman, let me again thank you for the opportunity
to appear before you today.

I am going to now turn it over to my colleague, Mike Huckabee,
who will take you through some of the specific Medicaid reform op-
tions we have laid out.

The CHAIRMAN. Could I announce to the committee members,
Senator Baucus, I believe, if the vote has started, is going to vote
and he is going to come over and chair this so we can keep the
meeting going. They have to be over to the House side by 11
o’clock.

Senator Huckabee? Or, Governor Huckabee?

STATEMENT OF HON. MIKE HUCKABEE, GOVERNOR,
STATE OF ARKANSAS, LITTLE ROCK, AR

Governor HUCKABEE. I was getting a promotion and did not even
realize it. Thank you, sir.

The CHAIRMAN. It is quite an honor to have a governor tell us
that they might get a promotion in the Senate.

Governor HUCKABEE. That is because I am appearing before you,
sir. [Laughter.] That is called ‘‘kissing up’’ in any State, I can as-
sure you. [Laughter.]

Mr. Chairman, I am deeply grateful for the opportunity to join
my colleague, Governor Warner. I also realize Senator Lincoln had
to step aside to take a vote, but I do want to say how much I ap-
preciate her very kind, gracious introduction.

But, more importantly, I appreciate her as a Senator from our
State. She has been an exemplary Senator and has served us very
honorably, and has also been a real champion for some of the
issues that we are going to be talking about here today. That is,
how can we best protect the children and the families of our States.

I want to assure you that the governors approach Medicaid re-
form not with the idea that we are trying to get out from under
the responsibility of making sure that we provide the best, most ef-
ficient, and effective coverage to the families that we are there to
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serve. We are looking for ways to improve that service, and to do
it in a way that does not break either the Federal budget or ours.

Quite frankly, the Medicaid program needs a new look. Next
month, on July 30th, the Medicaid program will celebrate its 40th
birthday. When you look back to 1965, the number-one song on the
billboard charts was ‘‘Help’’ by the Beatles. Perhaps we could say
that that song would be appropriate today. We need some help.

The cost of a new Chevrolet was $2,350, gasoline was 24 cents
a gallon, a loaf of bread was 21 cents. The best movie in 1965 was
‘‘The Sound of Music.’’ The top three television shows were ‘‘I Love
Lucy,’’ ‘‘Hazel,’’ and ‘‘My Three Sons.’’

Clearly, the world has changed from those days. There are some
people in this room who do not have a clue of what I have just spo-
ken about because they have never heard of those television shows,
except for the remakes of the movies.

What I would say today is, we are coming today, realizing that
Medicaid is, in essence, a 45-rpm program in an MP–3 world, and
it is time for us to take a fresh look at it, not so that we can undo
it, but so that we can better do it.

Today, Governor Warner and I represent not simply a consensus
of a few governors who begrudgingly bring some proposals, nor do
we represent a deeply divided group of governors who have split
ideologically, politically, or even geographically. What we do rep-
resent today is somewhat unique in politics. We represent gov-
ernors who have completely united behind the proposals that we
present to you.

In fact, over the past few months, the tedious and often very deli-
cate discussions in which we have engaged to bring these proposals
have happened in such a manner that it was difficult to tell who
were the Republicans and who were the Democrats in the discus-
sion.

We have not presented to you today the things that we have not
yet agreed on. There may be questions that will be raised about
issues that we are not proposing, for the simple reason that they
are issues that we have not quite come to terms on.

But today we are presenting issues that we have come to agree-
ment on in complete, unanimous spirit. We hope that, with the
kind of effort that we have put forth, that those of you here in the
U.S. Senate will give us an opportunity to test these ideas, to put
them into motion, not for the sake of saving money, but for the
sake of better serving and saving families that we care about, just
as you do.

Governor Warner has spoken specifically about the broad over-
view of what we seek to do. What I would like to do is to mention
seven of the specific proposals that we have before you. I think
your staff is aware of some of the greater details that we have in
a more thorough document, but let me touch upon those, if I may.

The first one is in the area of prescription drug improvements.
Currently, we have a system that leaves very little transparency
and a whole lot of capacity for us to make it extremely difficult to
get the best price so that people can get the best prescription drug.
There is a very convoluted formula that deals with what is com-
monly revered to as ‘‘average wholesale price.’’
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We would agree with the General Accounting Office that says
that the pricing structure is neither average, nor wholesale. It is
a convoluted structure that includes the figures of the acquired
cost, plus the dispensing fee, minus a rebate, and somehow through
this very cloudy process, our Medicaid budgets are strained.

Even in our own State, even though Medicaid itself is going to
grow at 11.5 percent this year, the prescription drug component
will grow at almost 20 percent this year. We realize prescription
drugs are often a way to keep people from the hospital and to live
a better quality of life, but we would ask for the tools to manage
our prescription drug program in the same way that any CEO run-
ning a program would wish to manage his prescription drug pro-
gram.

The fact is, every governor operates the largest insurance pro-
gram in his or her State, larger than any private sector insurance
program. Six hundred thousand Arkansans out of 2.6 million cur-
rently receive Medicaid benefits, and the cost since I have become
governor in July of 1996 has risen from some $600 million to over
$3 billion. We look for ways to make the system more transparent.

A second proposal is in changes in the asset policy. There is a
growing problem, in that many people are creative enough to be
able to divest themselves of assets and wealth in order to more rap-
idly access Medicaid benefits in the long-term care area. We would
like to close those loopholes to make it so that the people who are
really needy are really getting the services they need.

A third area is modifying the cost-sharing rules. While this may
be touchy to many people, this is another area where, remarkably,
Democrats and Republicans have come to an agreement, realizing
that every person receiving a benefit will receive a better benefit
and a more responsible benefit when he or she has some skin in
the game.

Our own experiments in various State plans, particularly with
children’s health policies, find that not only are the recipients more
grateful and willing to have a small co-pay for the pride and the
opportunity to participate, but it gives us the management tools
necessary so that we can help make sure that utilization is respon-
sible, but at the same time, that coverage is guaranteed.

A fourth area is creating benefit package flexibility. If there is
one message that we could bring to the Senate today, it would be
this: Medicaid is not a program. Medicaid is 50 programs. It is
unique to each State.

Every State has its own State plan, and, therefore, making Med-
icaid proposals is a most difficult type of enterprise, for the simple
reason that, any time you put something on the table, we found
that 15 governors loved it, 15 governors hated it, 15 governors did
not care, 5 probably did not open up for discussion.

The reason is because every Medicaid State plan is uniquely dif-
ferent to that State population and to what has evolved over the
past 40 years. That is one of the reasons that reform is so difficult,
and yet it is also one of the reasons that we bring to you today pro-
posals in which we have so much confidence.

A fifth area is developing comprehensive waiver reform. Waivers
are very difficult at times. They can become tedious, and the proc-
ess itself can become laborious.
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What we would like to do is to see that there would be portions
of the Federal Medicaid statute that could be changed so that waiv-
ers would be able to be granted more efficiently and more expedi-
tiously so that the kind of changes and reforms in the program
could actually be carried out in the States.

A sixth, and perhaps if I would mention, a singular, most impor-
tant reform, foundation to all of the others, is judicial reform. Con-
gress and the Department of Health and Human Services need to
authorize States to rightfully make some basic operating decisions
about optional categories of the Medicaid program.

One of the problems we face is that, when we try to make im-
provements and extend coverage and bring real reforms to the
process, we often are sued in Federal court and two things happen:
HHS disappears and they simply leave us to stand on our own,
even though the very permission and authority to do the things we
have done have been granted by them, and the second thing that
happens, we inevitably lose and incur more cost rather than less
cost.

The seventh thing is to make some changes in Medicaid for the
commonwealths and the territories. There is clearly an unfair dis-
advantage that is taking place with the commonwealths and terri-
tories, and many of those territories and commonwealths are now
providing up to 80 percent of the coverage. They have far greater
limitations. We would urgently request that their needs be looked
at, because many of those areas are in a desperate situation.

Mr. Chairman, it looks like I have pretty well cleared the room
except for you. [Laughter.] I am grateful for the opportunity, and
we will be happy to respond to any questions.

Governor WARNER. That happens normally when Mike Huckabee
speaks. [Laughter.]

Governor HUCKABEE. Thank you, Governor.
Senator WYDEN. Thank you, both. This is going to be something

of a moveable feast, because we are going to have votes and Sen-
ators will be coming in.

But I, too, want to commend you both and get into the issue of
pharmaceuticals with you, in particular. I think it is clear that that
is one of the driving forces behind what Medicaid is facing, and I
am convinced that Medicaid needs to be a more prudent purchaser
here. I want to outline to you in particular my concern.

Of the 14 drugs that cost Medicaid the most in 2003, 9 of them
were directly advertised to the consumer on television and in the
popular media.

I do not think it is a coincidence that Nexium, the number-one
advertised drug, and Prevacid, the number-two advertised drug,
show up on that list of pharmaceuticals that Medicaid is buying.

So what this means is that Medicaid programs across the coun-
try are shoveling out huge sums for those television advertisements
where colorful pills are dancing across our TV screen. For the life
of me, I cannot figure out what the interest is in the Medicaid pro-
gram in paying for those advertisements.

Now, Senator Sununu and I have introduced a bipartisan bill to
change pharmaceutical reimbursement so that Medicaid does not
pay these huge sums for direct-to-consumer advertising.
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I would be interested in your thoughts, Governor Warner and
Governor Huckabee. This is an area, it seems to me, where you can
save substantial sums without hurting people and simply by mak-
ing the Medicaid program a more prudent purchaser.

Now, when it comes to advertising, I think it is fine to say it is
going to go forward in the private sector. It is a first amendment
right. I am not interested in censorship. But why should Medicaid
be paying for those television advertisements?

I would like both of your views. I know you do not know the spe-
cifics of the legislation I have with Senator Sununu, but concep-
tually, would that be the kind of thing, on a bipartisan basis, that
governors would be supportive of?

Governor WARNER. Well, Senator Wyden, at first blush, that
makes some sense. I mean, obviously, how you would sort out, if
you could get to the level of scrutiny from the pharmaceutical com-
panies on how much they spend on advertising versus R&D versus
production, it would help us get to the transparency, I think, that
Governor Huckabee talked about.

So at first blush, I think I would be very interested in seeing leg-
islation and finding ways. Again, I think you made the point, if
there are ways we can make savings that do not restrict Medicaid’s
ability to receive the drugs they need, that could be a win on both
sides.

Senator WYDEN. I think, Governor, just for a little bit more de-
tail—and again, all you know is the concept. As you know, the
Medicaid program gets a rebate under the process for negotiating
pharmaceutical prices. What Senator Sununu and I would see is,
in effect, giving you the opportunity to negotiate a deeper rebate,
a more extensive rebate, so as to reduce the premium you pay in
Medicaid for pharmaceutical ads.

Governor HUCKABEE. Senator, this points up two concerns of
ours that we just mentioned in laying out some reforms, one of
which is the prescription drug price, the other is the judicial issue.
In our State, we attempted to put some controls on what we were
paying for prescription drugs.

We pay more than twice the next payor, which is Blue Cross/
Blue Shield, in our State, as it turns out. So we are, 2 to 1, the
largest purchaser of prescription drugs, and naturally the cost of
those drugs is of great concern to us.

We would like the ability not only to have a better handle on the
cost, but also on the selection. We put into motion, thinking we had
the authority as a State, plans that would have demanded the best
price equal to the price given to the next customer. We were sued
in Federal court and we lost. The court said that we could not ask
for the best price.

It is those kind of issues that have really brought Democrats and
Republicans together in the governor ranks, and I think that we
would be very interested in any proposal that you could present
that would help us to get to those areas of great concern, of greater
transparency in how much the drugs really cost, and how much we
really should be paying.

Since we are serving the neediest populations in our State, we
want to pay a fair market value, but we do not want to pay an un-
fair market value. We are willing to pay what will help to provide
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additional research and development, and even for some respon-
sible advertising.

But because the drugs that we are purchasing through the Med-
icaid program are going to the most vulnerable citizens in our
State, because it is the taxpayer money that is covering it, we do
feel like we need greater levels of ability to manage those funds
and to have the ability to negotiate for best price, something we
currently do not have the authority to do.

Senator WYDEN. Governor Warner?
Governor WARNER. Senator, I would just like to add as well, you

mentioned the Medicaid rebate. I mean, having that flexibility to
negotiate a deeper Medicaid rebate or receive a deeper Medicaid re-
bate, even the President’s earlier proposals, when he, I think, early
in his administration proposed moving the Medicaid rebate from
15.1 percent to 20 percent, we are in excess of a couple of billion
dollars worth of savings. So if there was a way to tie that partially
to advertising, I think there could be significant dollars.

I mean, also, as long as we are talking drug pricing here, one of
the things we have shared is that if you look at drug pricing, some
of the initial proposals seem like they put a disproportionate bur-
den on the pharmacists themselves.

Some of this burden ought to be shared between pharmacists, big
pharmaceuticals, even finding some ways to continue to encourage
generics, but also have some savings there.

One thing the governors also raise in their report, while we are
looking forward with some anticipation and trepidation to the Med-
icaid drug benefit, we are concerned that, as this Federal drug ben-
efit is put into place, that States that have negotiated better prices
may, through the clawback provision, actually end up on the losing
side.

I can tell you, in our State, having the 2003, in effect, cut num-
ber as your starting point, we put in place, with some of the drugs
you have actually mentioned, a much more aggressive PDL. After
that fact, we get none of the benefit for that with the new Medicaid
drug benefit, as it is currently constituted.

Senator WYDEN. Let me ask about one other area, then recognize
my friend from Oregon, who, as you know, has done so much good
work in terms of trying to preserve the funds that are essential to
assisting low-income people.

With respect to long-term care, going back to the days when I
was director of the Gray Panthers, we were constantly fighting a
battle to make it easier to shift Medicaid dollars that were essen-
tially designated for care in institutions into the home and commu-
nity-based care kind of area, where, in effect, you get a two-for.

You get more of what older people want, which is to be home and
in the community at a cheaper price to the taxpayer. We have been
trying to bring CMS and the administration, in effect, kicking and
screaming, to streamline that process to make it easier.

Mark McClellan, whom I like and admire, is always telling us,
it is coming soon. It is kind of like the marquee at the old movie
house where it says ‘‘Coming Soon,’’ and it just kind of never sort
of gets to you.

What suggestions do the governors have with respect to this
huge area of cost where, if we could just get a little bit more flexi-
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bility, we could start steering the dollars out of the institutional
area, get them into the home care area, and give older people more
of what they want at a cheaper price to the taxpayer? I would like
to hear from either of you, then recognize colleagues who have been
waiting.

Governor Warner?
Governor WARNER. Senator Wyden, a couple of specific sugges-

tions. First, we think we need to change the mind-set in this coun-
try to encourage all-age folks to purchase long-term care insurance
and have those long-term care insurance products that will also
provide support for in-home care. We suggested, for example, the
use of a Federal tax credit as one way to move forward in that di-
rection.

Second, we do think that our current situation actually encour-
ages some folks to perhaps use legal tools to disproportionately
shift assets prior to going into a nursing home, which we are not
sure how often it is done, but it is done. Sometimes that shift takes
place because there are not viable in-home care options.

One of the things we have suggested in our paper is greater use,
for example, of reverse mortgages, but a reverse mortgage that
would still allow the individual to maintain some equity in their
home so that they could pass that equity on to their children. We
do understand the very real concern.

Somebody late in their life should not have to perhaps spend
down their single last asset, which oftentimes is their home, and
have nothing to pass on to their kids.

If we could retain some equity and use that reverse mortgage,
again, as a tool to provide some investment in home care, I think
you would get, not a silver bullet, but you actually do move forward
on this issue of how we give a more viable option as opposed to the
kind of nursing home or nothing option, or other long-term care or
nothing option that we have right now.

Senator WYDEN. Governor Huckabee, did you want to add any-
thing to that?

Governor HUCKABEE. Very briefly. The NGA’s position is essen-
tially what Governor Warner has mentioned, and that is kind of
what we are limited to speak for on behalf of NGA.

There are certainly a lot of models in our States, including one
that we pioneered along with Florida and Pennsylvania, with a
grant from the Robert Wood Johnson Foundation, called Inde-
pendent Choices, which did allow people to make a lot more of
their own purchasing decisions for home health care.

We have data on that, some science behind it that shows that it
is a dramatic improvement, giving people an option to have home
care that delays the necessity of going into long-term care. So,
there are some excellent tested models in the State, the very kind
of experiments that we believe can be brought to the broader Med-
icaid program.

Senator WYDEN. As a novice chairman, I am told that Senator
Lincoln comes next, and my apologies to Senator Smith.

Senator Lincoln?
Senator LINCOLN. Thank you. Did you need to get somewhere,

Senator Smith? All right.
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Thanks, again, gentlemen, for being here. We are very grateful
for your knowledge, and certainly the hard work that you have al-
ready invested in how we can make Medicaid more effective and
efficient.

I am very proud to hear us talking about long-term care. Senator
Grassley and I just introduced a bill yesterday, as a matter of fact,
on the issue of incentives for long-term care insurance, and making
sure that we are doing our part to really encourage that.

The NGA’s plan suggests requiring beneficiaries to pay higher co-
payments as a way of saving money in Medicaid, and we certainly
know that personal responsibility is an important part of every-
thing that we want to encourage. Yet, several studies show that
charging high co-payments to low-income people, particularly, re-
sults in people simply not getting the care they need, and that is
a concern we have.

So, I guess my question really is, how do you propose raising co-
payments for some Medicaid beneficiaries who may be able to pay
just a bit more, while protecting those who truly cannot afford to
pay more in out-of-pocket expenses, particularly those who take
multiple drugs every month or who have chronic conditions?

Governor HUCKABEE. Senator Lincoln, this is a question I am
glad was raised, because I think it is one of the more fundamental
issues that will create some controversy here. But it is also one of
the ones that the governors were able to come to a real, solid agree-
ment on, I think, much to the surprise of many.

You were perhaps more familiar with this than any other Sen-
ator here because of the Our Kids First program and the tremen-
dous success it has had. It has helped Arkansas become the na-
tional leader in reducing the number of uninsured kids, over 49
percent in the last 8 years. We have a proven track record of a pro-
gram that was really a precedent to SCHIP, and put in place before
there was an SCHIP.

What we learned from that program, was that a very reasonable,
responsible, and modest co-pay did not cause people to shun the
system. In fact, they accessed the system when they needed it.

What it did, however, was to give us some control of utilization
where people did not go to the emergency room when a clinical
visit would have done just as well. People did not go for extraor-
dinary tests when a simple test would have done the job.

But, more importantly, it was not a cost containment issue, it
was an issue in which people felt that they had some ownership.
They had, actually, some pride in the fact that they were not being
given something. They were able to walk in and out of that clinic
with their heads held high, with their pride intact, for having par-
ticipated.

What our proposal calls for is that there would never be more
than a maximum 5 percent of a family’s income ever expended, and
we feel that making sure that there is a containment so you do not
put an undue burden on an already struggling family is important.

But equally important is to make sure that we can extend the
coverage as wide and far as possible. Currently, the biggest flaw
in the Medicaid system is that it is like a cliff in which those who
are currently covered have, amazingly, complete and comprehen-
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sive coverages the likes of which the State employees in our State
do not have.

What we would rather see is the flexibility so that we can have
the management tools that every other insurer has in order to con-
tain some cost, realizing that those who are mostly impoverished
need very, very careful protections, but by doing that, actually
being able to cover more people, to give at least some type of ben-
efit, because there are so many people who have absolutely nothing
under them.

The Our Kids First program with which you are familiar, which
is operating as a waiver program with Medicaid, is proof positive
that, rather than it having a chilling effect upon access, it has just
the opposite, a responsible effect on people accessing care that they
desperately need. So, we believe that is why you see the governors
come to an agreement on this with some level of real enthusiasm.

Senator LINCOLN. There is somewhat of a ceiling on the amount
as a percentage of the family income that can be spent there. The
other thing I would hope is, because there are studies that do show
us that charging some of those higher co-pays or payments can
deter, that we would at least do the follow-up to make sure that
that is not occurring and we are monitoring that.

Governor HUCKABEE. And Senator, we would want to make sure
that we did the follow-up, and that is why we have done it exten-
sively with our program. I think, also, the co-pays that we dis-
cussed are minimal, and even the expanded children’s program, the
maximum co-pay is a $10 co-pay.

That would be decided at each State level. It would simply give
the States the opportunity to implement them. They would not be
forced to, they would simply have the option. Some States may opt
not to do them.

Governor WARNER. Senator, let me add as well, in Virginia, one
of the things we did is we actually even lowered—in some cases
eliminated—some of our co-pays in our SCHIP program, called Fa-
mous, when we moved from an under 50-percent sign-up rate to a
96-percent sign-up rate. We think it was morally the right thing to
do, economically the right thing to do, to get these kids signed up.

But if we look at the overall system, the overall Medicaid co-pays
have been set at a $1 to $3 level since the early 1980s.

Senator LINCOLN. Right.
Governor WARNER. We are thinking, some incremental increase,

with the appropriate caps, particularly for the most needy, is ap-
propriate. At the same time, there is great debate out there and
speculation. We often hear the stories of, how often is that Med-
icaid recipient coming for the fourth or fifth time to the emergency
room for the head cold? A lot of it, I do not think we know. I have
seen some of the studies. There is great debate back and forth.

I mean, for example, in Virginia, we have a tool that we have
used where we will not reimburse the hospital at an ER rate, we
will reimburse the hospital at a doctor visit rate, if it is determined
that it was inappropriate use of the ER.

We need more tools like that so we can only add, as my colleague
said, that personal responsibility component, but also partially, I
think, debunk part of the myth that there is great over-utilization
by some of our poorest people.
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Senator LINCOLN. Thanks, Mr. Chairman. I have some other
questions and I will wait for the next round.

OPENING STATEMENT OF HON. MAX BAUCUS,
A U.S. SENATOR FROM MONTANA

Senator BAUCUS. Thanks very much, Senator.
First of all, I apologize to the governors for being late here. I,

frankly, applaud what you are doing in many ways. First, the sub-
stance, trying to help us get a handle on this.

Second, coming before Congress, which frankly, I think, provides
the Congress with an opportunity to reclaim responsibility that we
have not exercised, namely, oversight over the Medicaid program,
and in particular oversight over the 1115 waiver program. I do be-
lieve, frankly, that it has been abused.

The 1115s have been used in a way that Congress did not intend.
I think there are a lot of good 1115 waivers, but I also think that
Congress abdicated responsibility, and it is an opportunity now for
Congress to step in, working with the administration, working with
the governors, to make sure those waivers are appropriate.

Third, I think it is important for us in this body to reaffirm—
and I know the governors agree with this—the safety net feature
of Medicaid, because Medicaid is a safety net. That is why it was
set up, that is what it is.

With all the innovative talk about flexibility, co-pays, and so on
and so forth, it is important for us to keep in mind the main pur-
pose of Medicaid, and that is a safety net for some of the less
wealthy in our country.

In that regard, I would just be curious to know a little more of
how you are going to protect people, with greater flexibility, to
make sure they continue to have the mandatory benefits currently
under Medicaid, whether it is hospitalization, for example, or nurs-
ing home care, immunizations, and other medically necessary serv-
ices. You know the list.

Are those folks, with all this flexibility, who are currently getting
those mandated benefits going to continue to get them? I suppose,
under the law, we have to. So I am asking you, are you suggesting
that we relax which benefits are mandated and which ones are not?

Governor HUCKABEE. We are not suggesting that, Senator. I am
very happy to be able to say that that is not the proposal that we
are bringing. It is not the intention of the governors to see how
many people we can take away from access to medical care. It is
exactly the opposite.

But the current system is unsustainable, because not giving us
the management tools that are available to CEOs in the private
sector means that we are going to be forced to spend money that
may not be as efficiently spent as it would be on increasing reim-
bursement rates for hospitals, which in our State has not been
changed since 1996 because we are operating under constrained
budgets.

The issues that we do face are, give us the tools so we can better
take the monies that are available, making sure that we cover
those mandatory populations. But there are many optional pro-
grams that, while optional, we would like to be able to run so effi-
ciently that we could make sure they are available in our States.
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Senator BAUCUS. So if I understand you correctly, it is, maintain
all the mandatory benefits. No change there.

Governor HUCKABEE. The only change would be in our capacity
to have participant involvement with some level of co-pay on the
part of the recipient, not necessarily, but it also would be a limited
co-pay, which I have addressed to Senator Lincoln’s question.

Senator BAUCUS. Where does Congress draw the line here?
Maybe there is a more artful way of saying it. But this is a Federal
program. It is shared with the States. Clearly, there is a joint over-
sight responsibility here. Where do you suggest that Congress
draws the line in terms of how much flexibility to give to the States
and how much not?

Is there a bright line here? Clearly, governors want as much
flexibility as they can possibly get. Clearly, Congress has the re-
sponsibility to make sure—and I know the governors do not want
this result—that nobody is getting hurt here and people are getting
good services. So, how do we draw the line?

Governor WARNER. Well, Senator, one of the things we said at
the outset, just to reinforce what has been our long-term position,
is that we do not by any means favor moving Medicaid to block
grants, we do not favor caps, we recognize there is a tremendous
need. We administer these programs, but we also see we are get-
ting hit with a triple whammy.

We are seeing cost shifts move from the Federal Government
down to the States, whether it is the increasing cost of dual eligi-
bles, which is one of these kind of transfers that I am not sure was
ever formally blessed, but is taking place.

We see employers increasingly, for economic reasons and others,
decide to no longer provide health insurance to their employees,
and in some cases even encourage their employees to go on the
State Medicaid rolls.

We see an aging population, and occasionally we even see mid-
dle-class Americans find ways to get rid of mom and dad’s assets
before they go into some form of long-term care. We cannot absorb
all three of those.

What we are saying is, from both a Federal and State stand-
point, give us our tools. There should be lines, and we suggested,
for example, no more than 5 percent of a certain income threshold
of a family’s income, maybe 7.5 percent at a higher threshold.

Remember, the Medicaid reimbursement levels, depending on the
States, vary dramatically. Arkansas and Virginia have very low
Medicaid reimbursement rates. Certain other States have much
more generous rates. So, there will be that bright line, but if you
have a higher amount of reimbursement levels, you might have a
little more flexibility on the co-pay.

Senator BAUCUS. I appreciate that. Even more helpful, though,
the more you can kind of give us a little more specific and precise
guidance here so that governors know, Congress knows, the admin-
istration knows, even though I am speaking generally here.

Governor WARNER. One thing Congress has laid out is, there
have been some studies out there. I do not recall the specific dollar
amount of proposed savings. But we were looking at $1 to $3, was
where our current Medicaid co-pays are.
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There was one study that some entity in Congress did that
talked about savings in a $3 to $5 or $3 to $6 range. We are talk-
ing about an incremental increase, from figures that were set in
the early 1980s versus where we are today, that seems in the range
of reasonable.

Senator BAUCUS. My time is up.
Governor WARNER. But let me just add one other thing. We also

need some of the tools to make sure that we do look at this issue
and having some sanction for people who, perhaps, over-use, for ex-
ample, the emergency room, inappropriate use of certain facilities.

Because what we want to try to do is, we want to have the sys-
tem more efficient, but at the same time we want to find ways—
I have a million uninsured people in Virginia. I would like to find
ways to make sure that they have at least some level of care. We
do not offer it at this point

Senator BAUCUS. Senator Thomas?
Senator THOMAS. Thank you, Mr. Chairman.
Thank you, gentlemen, for being here. I think, certainly, we all

agree that there needs to be some changes. There needs to be some
changes in health care, particularly in Medicaid. The governors
and the States will have a great deal to do with this.

We have to control costs, we have to provide service, we have to
deal with over-utilization. I think we have to make sure that we
do not allow costs to limit access to health care, which is partly
what we are doing now.

So, at any rate, we need to be flexible, too. I come from a rural
State, and health care delivery in rural States is different some-
times than it is in the urban areas, and we need to understand
that.

You mentioned, how much of this do you see in long-term care
of shift of resources to qualify? I hear that is used quite a little bit.
Shift of personal resources to qualify for long-term care under Med-
icaid.

Governor WARNER. Senator, I am not sure. I mean, I think there
have been some studies, but I have to tell you, from Virginia’s
standpoint, we are not sure. But what we are looking at—and this
is something, I think, that goes to the overall approach—we are
looking at ways that we can find savings, but we are also looking
for tools and ways to reinvest.

For example, I know that Senator Grassley and Senator Lincoln
introduced legislation to provide a tax credit incentive for long-term
care insurance. We think that makes sense.

We think we need to change the culture in this country where
we provide and incent people to purchase long-term care insurance
that will allow in-home care, nursing home care, and intermediate
care so that folks do not have this, in effect, gaming of the system,
however much of it is done, to fall onto Medicaid rolls.

We think that the reverse mortgage option is a good one, but al-
lowing some maintenance or some equity in the home so you have
something you can pass on to your children. We think that is an
incentive as well.

So, we have laid out a series of both savings and incentives to
get at this long-term care issue. It is the long-term care issue that
is the biggest cost driver in our Medicaid problem.
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Senator THOMAS. Do you have community health centers, Gov-
ernor?

Governor HUCKABEE. Yes, sir.
Senator THOMAS. Who is eligible to use those?
Governor HUCKABEE. Senator, it is done in a sliding scale basis.

The community health centers in our State provide the only point
of service for many, many of our citizens. As you represent a rural
State, we, too, are a rural State.

Not only the community health centers, but let me also add that
this goes to the heart of one of the proposals we have for the pre-
scription drug reform, to make sure that any reforms do not come
at the sole expense of the local pharmacy, but that the cost of re-
form is shared by all of the stakeholders, including the pharma-
ceutical companies. That is why we need the transparency of the
system, because our community health centers are a point of serv-
ice.

But, quite frankly, in many of our communities where we do not
even have a community health center, our local pharmacists may
be the only real point of service to do blood pressure checks, blood
sugar checks, and to provide some type of basic medical informa-
tion to a very rural group of people.

Senator THOMAS. As we provide these services, of course, we are
talking about Medicaid, as we should. But we are talking about the
whole health care system. I am told, talking to our providers, that
the fact—they claim, at least, and I think it is probably true—that
Medicaid, or even Medicare, does not pay the full cost in the reg-
ular community hospital.

Therefore, the cost is shifted to the insured people who have pri-
vate insurance, and therefore we are driving up the cost of insur-
ance for others. What do you think about that? Does Medicaid pay
the costs the providers charge?

Governor HUCKABEE. It is a huge problem for many of us, be-
cause in some cases the reimbursement rates are nowhere near the
actual costs. The problem is, without the kind of management tools
that we have come together today to seek, we cannot increase those
reimbursement levels because the resources are simply not avail-
able to do it.

Senator THOMAS. But there are other impacts from that, are
there not?

Governor HUCKABEE. There are many impacts, not the least of
which is a cost shifting to the private sector, which then drives that
private sector cost up and forces many private sector and small
business people to no longer offer their employees benefits, and
that drives them to the Medicaid program. It is a vicious cycle, and
that is why we are here.

Senator THOMAS. We do have to look at the overall, even though
we are focusing on one part.

Governor Warner, we get different kinds of information. You
mentioned, I believe, that States’ cost of Medicaid is more than
education. Our report says, on average, States spend more than 3
times their State dollars on education than they do on Medicaid,
26 percent for elementary, 13 for higher, and Medicaid is 12.

Governor WARNER. Well, no, sir. Medicaid averages right now,
most recent figures, at least, that I have, are 22 percent. That ex-
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ceeds, in aggregate, the cost for K–12. There are some States, I
have seen within the last 2 weeks, higher numbers. For example,
in Tennessee, it was 33 percent of their budget. I think Missouri
was 30 percent. There are a host of States in the high 20s. We in
Virginia are down at about 15.

But the costs have risen dramatically. Earlier in my testimony,
I indicated that Medicaid in 1990, in Virginia, cost a billion dollars.
Medicaid, at the end of this budget cycle that we are currently in,
will cost $5 billion in Virginia. We have not dramatically increased
the quality with those increased costs.

Now, part of that, as you made mention, Senator, is not simply
a Medicaid issue, it is the overall health care-related issue. While
we have laid out today Medicaid-specific reforms and some other
reforms so that we can encourage more folks, particularly in small
businesses and others, not to fall upon Medicaid rolls, to at least
have some modified benefit package that we could make available,
we are going to have to be part of a longer health care debate.

Senator THOMAS. We are looking at that. And you mentioned
being a little chagrined. When you go to the budget and look at
these, 60 percent of this is paid by the Feds. So, we have a little
budget chagrin.

Governor WARNER. Not in Virginia. I wish it was 60 percent.
Senator THOMAS. Well, I will not argue with you. But we need

to get those figures, because we have different figures than you are
talking about today. We need to find out.

Governor WARNER. Well, as you know, the maximum ranges from
70 and 80 percent, with some down to around 50 percent, in many
of our States in terms of the Federal match.

Senator THOMAS. 60/40, generally.
The CHAIRMAN. I am willing to skip over myself and go with ev-

erybody else, but I ought to be able to have 5 minutes to ask ques-
tions.

Senator BAUCUS. Yes. I would say so.
The CHAIRMAN. So I am going to go to Senator Kerry, but what

I would like to do is make sure that, by 11:15, I get 5 minutes to
ask my questions. So, we have Senators Kerry, Rockefeller, Smith,
and Crapo to ask questions, and Hatch, maybe.

All right. Go ahead.
Senator KERRY. Thank you, Mr. Chairman. That was very gen-

erous of you. I appreciate it. Let me try to move right through it.
If I could very politely correct you, Governor, on that figure, Sen-

ator Thomas is actually correct. We were talking about it a mo-
ment ago. The figures are 22 percent when you add the Federal
and local dollars to the State. The State dollars alone are about 12
percent. So, the State contribution, in total, for Medicaid is 12 per-
cent when we are talking about the State’s problem.

What I want to try to focus on here is sort of what the really
large choices are that we face. I think the proposals that you have
brought forward are important, and I think they are a great intro-
duction to the discussion.

But in candor, taken as a whole, unless cost-sharing, benefit
package flexibility, waiver reforms, and judicial reform are tanta-
mount to cutting the current mandated programs and to signifi-
cantly doing the cost-shifting that you just mentioned, which will
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have an impact on the private sector, they are not going to cure
the problem of either $10 billion, or the larger problem that we are
looking at in Medicaid. They are just not going to do it.

And it is not your fault. It is just 5.8 million people were added
to Medicaid between 2000 and 2003; 4.8 million people lost their
private health insurance, and the numbers are going to continue to
grow.

So the question is, what are we really going to do in larger
terms? Now, I have been here 22 years and I have listened to gov-
ernors come up here and say, we need help to do this and that. We
tend to provide a significant amount. I have also watched them do
tax cuts in their home States and get reelected, accordingly.

The revenue stream is getting narrower while the problem is get-
ting bigger. There is a fundamental conflict here. What would you
say if the Federal Government could say to you, we will relieve you
of the burden of Medicaid up to 100 percent of poverty.

We will take over Medicaid at the Federal level. We will do auto-
matic enrollment of all children. You go to school, you are enrolled.
You go to day care, you are enrolled. If you go to child care, you
are enrolled, whatever.

From 100 percent of poverty up to 300 percent of poverty, the
States would agree to expand the SCHIP program and coverage so
that we take people up to 300 percent of poverty, about $47,000 for
a family of three. That would be a net savings to you in your States
of a total of $6 billion across the country.

In the State of Virginia, we would return $128 million to you,
while we provide 100 percent coverage of children. In Arkansas, we
would provide $62 million back to you. You would have a net sav-
ings of $62 million and 100 percent coverage for all children. You
currently have, I think, 77,000 kids uncovered in Arkansas; you
have 202,000 in Virginia.

We can cover all of them. We can eliminate your headache of
Medicaid. We can return dollars to you and your States and relieve
you of this fiscal burden. But to do it, we cannot give people earn-
ing more than $300,000 the next tranche of the tax cut. What is
your choice?

Governor HUCKABEE. Senator, I think, first of all, you would
have a very receptive audience with governors to propose some-
thing that would take over that role of the children. I think we
would have to also add the discussion of what do we do with long-
term care, because that is where a lot of our costs are, a huge level
of our costs, and also legal protections.

I think I speak for all of our governors when we tell you that
what we have presented today is not the extent of all the reforms
that are needed in Medicaid from the State or the Federal level.

What we have presented are the reforms that we have had 100
percent agreement on from Democrat and Republican governors,
and that we can bring to the table in good conscience, as genuine
reforms, that have been vetted out through a thorough process. It
is the starting place, not a finish line.

Senator KERRY. Well, I respect that. You said that in your testi-
mony, and I really appreciate that. But a lot of us here are getting
kind of frustrated with staying at the starting line. I mean, we
have to get to a finish line here some day. This problem is going
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to get worse before it gets better. If our solution is to squeeze peo-
ple down out of Medicaid, we are not solving anything at all.

Let me share with you. I sent an e-mail to people who have been
supportive of this Kids First concept. Twenty thousand people re-
sponded, leaving telephone messages on this.

Here is what they said from Manassas, Virginia. Matthew said,
‘‘What I don’t understand is how we are to be the richest and most
powerful country in the world.

‘‘Why are we forgetting about the people who are less fortunate
than ourselves, those who don’t have health insurance, children
who are living in poverty, children who are living without parents,
not knowing where the next paycheck is going to come from?

‘‘Why is it only the people who make the money can afford health
insurance, the only ones who are getting it? Poor people are people,
too, and children shouldn’t have to suffer because their parents
bust their butts every single day and only can afford to live pay-
check to paycheck.

‘‘Why is it that children in the richest country in the world are
going hungry and are living with disease and germs that will affect
them and could eventually kill them because they can’t get the
proper medicine, the proper medical care? Why is it, in the most
powerful country in the world, our children are having to live with
these disgusting diseases that can be cured?’’

In Arkansas, a woman named Allison: ‘‘If we don’t start taking
care of the people in America, and mainly the children in America,
we are going to turn around one of these days and find that we are
a third world country. Charity begins at home, and the little chil-
dren, they need us now.’’

So would you, in fact, join in an effort with the governors to
make this choice, that for $300,000 and up we do not have a tax
cut and we cover every child in America with health care, and re-
turn $6 billion to the States to relieve the fiscal burden? Would you
support that?

The CHAIRMAN. Would you please give a short answer?
Senator KERRY. It only requires a yes or a no.
Governor HUCKABEE. Senator, I want to say, we have done the

very thing you are talking about, and we did it 8 years ago. We
started covering children, and we want to cover children. What we
are here today to do, is to propose the things that will help us cover
more children.

But this unsustainable cost of the current Medicaid mandates
are such that it is going to prohibit doing what you want to do and
what I want to do. When I grew up back in 1965, when the Med-
icaid program started, my parents would not get on it, but they
probably qualified.

The fact is, there are a lot of people today who desperately need
the kind of coverage that Medicaid, and then the expanded Med-
icaid programs, provide. We want to give it to them, but we want
to do it in a way that does it efficiently and effectively.

Governor WARNER. And Senator, let me just add as well, one of
the things I am proudest of is the fact that, in Virginia, we took
a State that had one of the lowest sign-ups of children, and we
have now moved where we have signed up 96 percent of our kids
in Virginia. The Kaiser Foundation has recognized Virginia as one
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of the most successful children’s health initiatives in the whole
country.

I would add, and some of you may have read about it, we actu-
ally did have a little tax reform effort going on in Virginia a year
or so ago, and we stepped up to the plate in a bipartisan way and
have met our State’s financial needs, and are paying the commit-
ments on health care and on education.

But clearly, even with the tax reform effort going on in Virginia,
we can see over the next decade where we are headed, unless we
can get a handle on these Medicaid issues and recognize that we
have to also deal with the one million uninsured Virginians we are
still looking at.

The CHAIRMAN. Senator Rockefeller?
Senator ROCKEFELLER. Thank you, Mr. Chairman.
With all due respect, gentlemen, neither of you answered John

Kerry’s very real question. We have done, whatever it is, $3 trillion
of tax cuts. I vote against them, I lose, it helps me, and I regret
that. But that is the choice. That is the choice.

Because this year we are either going to vote to make them per-
manent, which is, I think, $11.7 trillion or something, to the year
2075, or we could cure Social Security for one-third of that totally
until 2075, cure Medicaid, cure Medicare. What you are doing, it
seems to me—and we had a good talk about this, Governor, yester-
day—we are not talking here just about an average and ordinary
population.

We are talking about the very poorest people in this country who
are, in fact, paying 3 times more than the so-called personal re-
sponsibility business. They are actually paying 3 times more than
people that have private health insurance with respect to the pro-
portion of their income.

Now, this is not the usual population. This is a select population
of those who are particularly poor. The asset transfer thing is not
a big deal in West Virginia. People love to make it a big deal.
There are, of course, some examples, just as there are examples of
corporations and people and all the rest who cheat on stuff.

But these are the people who need the help. This is the safety
net. This is the only real safety net that we have. That is why we
have to treat it specially. If you want to save money, you can save
$30 billion off of Medicaid. You can do that with three things: you
take the slush fund for private plans, which none of us over here
like. That is $5.8 billion in 5 years.

MEDPAC has said that private plans are being paid at 107 per-
cent of their cost. If you just put them down in private plans, which
we do not like, put them down to 100 percent, you save $12.6 bil-
lion over 5 years.

If you asked them to adjust for risk in these private plans, you
would save an additional, almost, $12 billion. Is Medicare on the
table for you? Do you not agree with me that you do not just treat
this as another—you said, Governor, that it was a policy problem.
I have never believed that.

I have always believed it was a budget problem. It was a desire
to cut the budget, where people who could make the least noise
about it would make the least noise about it, and it would be left
up to us to argue it out.
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Governor WARNER. Well, Senator, let me try to address that.
First of all, if we can find a way that Medicaid makes up part of
what you all have dictated as $10 billion worth of savings, have at
it. We would welcome that.

We said at the outset—as a matter of fact, we have been very
clear from the outset—that we think this debate should be policy
driven and not driven by an arbitrary budget number.

What we have tried to lay out with you here in our proposal are,
yes, ways where we think we can make the system more efficient,
but also ways where, over the long haul—and this is by no means
a full, comprehensive health care reform package—we can start
getting at particularly some of these issues that are going to break
the bank: long-term care, incentives for long-term care insurance,
looking at tax credits in terms of issues related to employer and
employee tax credits so those folks at the margin do not fall on the
Medicaid rolls.

For me personally, if you all at the Congress level want to take
on a reform of the Federal Tax Code, I would be very supportive.
Again, we have done it in Virginia, and would welcome you doing
it at the national level.

Senator ROCKEFELLER. Well, then, that is my point. If we are
going to do that where the administration, the House, and the Sen-
ate are all under the control of a single party, if we are going to
do that, do you not, as governors, have to fish or cut bait on that
issue, just as we had to as Senators?

I mean, you talk about Medicaid. You would not have a Medicaid
problem if we had not had these tax cuts, which have had a very
marginal effect on the economy. You would not have it. We would
not be having this discussion today. Remember the $5.6 trillion
surplus that the administration came into office on. I mean, is it
not fair of us to ask you—and some would say yes and some would
say no—but to go on record on it?

Governor WARNER. Senator, I think you and I would probably
agree on a lot of the proposals the administration has made on tax
policies maybe that are ill-timed.

But let me say, again, as you well know as a former governor,
we would still have, even if the Federal Government was not facing
unprecedented deficit levels, a Federal/State partnership.

There are still State dollars involved. We have close to a 50-per-
cent match in Virginia. We have gone from $1 billion of State
spending to $5 billion of State spending in the last 15 years. It is
rising at a rate much more rapidly than anything else.

Senator ROCKEFELLER. My time is up. But do not tell me that
Medicaid and SCHIP are the same things. There are very different
financial requirements in those two. They are not the same. That
is just a detail, but you made that yesterday, and I think you have
made it today.

The CHAIRMAN. Senator Smith?
Senator SMITH. Governors, thank you for the bipartisan way in

which you are approaching Medicaid. I think the governors can
make a very important contribution. I am sorry it has become par-
tisan here this morning.
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I suppose the reason I register on this side of the aisle is in part
because of the discussion which has just gone on. I am a small
businessman.

When I look at the state of America’s economy and the recession
we have come out of, and I look across the ocean and I see our Eu-
ropean allies with stagnant economies, with confiscatory tax rates,
with no growth, with deficits that would make ours look like an
easy problem, I do not think just jacking up taxes is the answer
here. I suspect that in both your States, your revenues are increas-
ing. Is that accurate?

Governor HUCKABEE. Yes.
Governor WARNER. Yes.
Senator SMITH. Is that because your economy has gone up or be-

cause your tax rates have gone up?
Governor HUCKABEE. Both.
Governor WARNER. Both.
Senator SMITH. That is not what I wanted to ask. [Laughter.] I

do not want America to look like western Europe right now. I think
that there are rational ways that we can keep a marketplace grow-
ing and dynamic and creating opportunity instead of depression,
despair and recession.

So, in my view, just taxing our way out of this will never lead
to where we need to get as a people. Many European countries, and
Japan included, are my Exhibit A in that. We have a budget rec-
onciliation of $10 billion.

It does not all have to be used in Medicaid. Maybe it will be, but
it does not have to be. But it is very important to me, as a matter
of principle, that we figure out the lines to be drawn that will keep
serving the people and give you the flexibility.

But I suspect that the flexibility you seek is going to take a
longer-term look than between now and September in order to do
it right so we do not hurt the people we are trying to help.

Now, I hold up my own State in the last recession as an example
of what can happen when you do not do this right. I do this with
my governor’s permission; he is a Democrat, I am a Republican.

But in 2003, Oregon increased premiums and co-pays and elimi-
nated access to outpatient mental health and chemical dependency
services, and the prescription drug benefit. Fifty thousand Med-
icaid beneficiaries lost access to care they desperately needed, and
these costs did not disappear. They were just simply shifted to pri-
vate plans and to other State budgets.

Instead, Oregon hospitals saw a 17-percent increase in admis-
sions in the 3 months following the change in State policy. While
the State saw increases in the number of persons with mental ill-
nesses enter their State hospitals, the local jails and prisons, those
populations also ballooned, I believe—they believe—as a direct re-
sult of Medicaid changes. In the end, the people got care. They just
did not get it in a very cost-efficient way.

In 2004, Oregon reinstated coverage for outpatient services and
other changes were made. Part of that was the State reimburse-
ment Senator Rockefeller and I helped to push through this place,
and those pressures have been lessened.

So what I want to ask you, as you look over your recommenda-
tions, which one of those are not so structural as to run us into the
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ditch? Which one of those, or among those, are likely to get us to
somewhere about $10 billion in savings that you all agree on and
which we can pass in a bipartisan way? Because at the end of the
day, it is going to take a bipartisan approach to get this done.

Governor HUCKABEE. Senator Smith, let me begin by saying that
we have not all gone out and cut taxes and enjoyed a reckless way
of cutting benefits to people. In fact, if anything, many of us—and
it has been very uncomfortable for some of us as Republican gov-
ernors—were forced, because of rising Medicaid costs, to actually
have to go into special session and raise taxes just to cover what
we already had obligated for, not to expand services, not to cover
more people, which is what we would love to do. But we actually
did it just to cover the things we had already been obligated for.

So, I want to make clear that it has been a very difficult situa-
tion keeping up because of what Governor Warner had mentioned,
the growing numbers of people getting into the Medicaid program
and the fact that the Medicaid costs are rising at twice the rate of
inflation.

When we look at the specific proposals, we know that if we just
paid the front-end cost of the rebates rather than wait 6 months,
that would save the Federal Government $1.5 billion, and States
$1.1 billion. There are certain savings that we can estimate, but we
cannot score them because that is something only Congress can do.

I think it would be inappropriate for us to attempt to do the
work of CBO and present some scoring, but we do believe that the
proposals that we have have some cost benefits. But I want to
make clear that our goal is not to reduce costs. That may be yours.

Our goal is to better administer a program for the poorest, need-
iest people in our States. Our focus is to do it in a way that is more
efficient and that helps people rather than just simply balances the
budget. But we do believe that there are benefits, overall, to be re-
alized.

Senator SMITH. But is there any low-hanging fruit that we can
get without hurting people?

Governor WARNER. We have laid out some areas. None of this is
low-hanging fruit, but areas that we can work through with you on.
I appreciate your comments that not all of this need come out of
Medicaid. It could perhaps come out, as Senator Rockefeller indi-
cated, from Medicare or other areas to get to your budget number.

But also, I think it is very important—and this is, by not any
means, fully comprehensive—we have also put in this plan preven-
tive actions related to long-term care, related to those workers on
the edge of falling onto the Medicaid rolls with tax credits and
other tools, modified benefit packages, purchasing pools, all tools
that we need that we think can at least slow the rate of growth.

Ultimately, that is what this has got to be about as well, not just
dealing with the short term, but I think, as Senator Rockefeller in-
dicated, we have to deal with the long-term issue here. Some of the
tools we have laid out there, I hope you will look at those reinvest-
ment tools, as well as some of the saving tools.

The CHAIRMAN. Senator Snowe, you are going to have to direct
your questions just to Governor Warner, because Governor
Huckabee has to go to another committee meeting on the Hill.

Go ahead.
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Senator BAUCUS. If I might, just very quickly before the governor
leaves, I would just like, Mr. Chairman, to say the governors’ rec-
ommendations of how we deal with TANF—TANF has got to be re-
authorized soon. We either go through reconciliation or we take it
outside of reconciliation.

The concern of some of us is, if it goes through reconciliation,
there are going to be cuts to the TANF program that do not make
sense for States and the people around our country. I was just curi-
ous about your recommendation on how we should handle that.

Governor WARNER. We would like to not see the cuts, and we
would also like to see a long-term reauthorization and not simply
these 3-month extensions.

Senator BAUCUS. Right. But the question is—maybe it is inside
baseball here—but either we go through the reconciliation process
here, it is outside reconciliation, that is, a separate authorizing bill.

The CHAIRMAN. Let me say that you want it to be outside of rec-
onciliation.

Governor WARNER. We do.
Governor HUCKABEE. We do very much want it to be.
Senator BAUCUS. That is what I have been trying to encourage

you to say.
Governor HUCKABEE. Well, Senator, we would really like for it to

be outside of reconciliation for the fact that, if it is not, then it
could have an adverse effect on people in our State, particularly in
child care and areas where we are stretched and strained.

So, I think, even though it is not a policy adopted by the NGA
and we cannot speak for all of our colleagues, I think we would be
on safe ground to say that would be the position of our colleagues.

Senator BAUCUS. Thank you.
The CHAIRMAN. Senator Snowe?
Senator SNOWE. Thank you, Mr. Chairman.
I want to thank you, Governor Warner, for being here today, and

Governor Huckabee, and representing a bipartisan view on a crit-
ical program that, for the first time, is going to be comprehensively
reviewed and examined.

I think it is critical that we obviously get it right, because it is
the first time in 40 years that we are really providing a strong
overview, and we have to do it in concert and partnership with the
States as well.

It is important to be both fiscally responsible, and at the same
time be committed to those low-income people who have no insur-
ance, the uninsured, who are growing in ranks and numbers across
America, which I think obviously further aggravates and com-
pounds the problems that you are facing on the front line.

Let me ask you, did the Governors Association ever consider ad-
justing the Federal matching, the FMAP rate, the Federal Match-
ing Assistance rate? The reason why I ask that, in Maine, for ex-
ample—and I know this happened to 28 other States as well—
when they do the look-back to reflect the States’ economies and fi-
nancial condition on which they base the Federal contribution to
the States and what the Federal share would be, it was between
the years 1998 through 2000, when the economies were growing
significantly.
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So, as a result of all of that, the matching rate that the Federal
Government will provide, for this year—for example, in Maine, it
will decline by 1 percentage point; in 2006, it will further decline.

Senator Bingaman has legislation that would provide increased
appropriations for those States who have faced a serious loss as a
result of that adjustment because the FMAP, the way they make
the adjustment for the formula, does not reflect the accurate period
of time. It is so far back in the period, that by the time they make
that formula applicable, it does not reflect the current economic cir-
cumstances.

Governor WARNER. Well, let me, first of all, say how grateful all
of the governors were when you all stepped up the FMAP match
rate a couple of years back when all of the States were in the depth
of the worst fiscal crisis the States had faced since World War II,
and we are grateful for that.

We adjusted the FMAP match up. As long as it was to hold
harmless to all the other States, we would welcome that. But when
we were looking at a budget reconciliation number that you all
deemed, we did not come at that straight on because we did not
think it would have much saliency up here.

We would also love to see you pick up the dual eligibles. But,
again, back to Senator Kerry’s point, I would love to have us exper-
iment on children, but I would really love to have, if you all are
willing, to pick up 100 percent of the cost of our seniors’ population
and the dual eligibles, as the original Federal/State contract laid
out. But we are here trying to deal with your fiscal circumstances
and our fiscal circumstances.

Senator SNOWE. Right.
Governor WARNER. But if you put forward an FMAP increase, no

governor is going to turn that away.
Senator SNOWE. It is not just an automatic increase. The ques-

tion is whether or not that formula reflects an accurate period of
time.

Governor WARNER. I understand. Anything that you can do to
make the formula more reflective of the current circumstance
would be useful.

Senator SNOWE. Is that possible or not? That is what I am ask-
ing.

Governor WARNER. Technically, I do not know.
Senator SNOWE. You do not?
Governor WARNER. Let me answer a slightly different question,

but I think it has some applicability, which is, we in Virginia, and
a number of other States, with the Medicaid drug benefit—because
you set the number in terms of the baseline of 2003, States like
Virginia which have substantially increased their drug savings, for
example, by use of PDL, since 2003, get none of that benefit.

So, under the clawback provision, we are penalized for doing a
better job of negotiating, for example, drug prices than what the
Federal Government does. So, ratcheting up the date line on the
Medicaid drug benefit, and I would imagine the same on the
FMAP, would be greeted favorably.

Senator SNOWE. For the FMAP currently, it is 1998 to 2000, and
yet there is a downturn in 2003.
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Governor WARNER. I understand. Very different circumstances
today.

Senator SNOWE. That formula has triggered for today, 2005 and
2006, for a look-back period to 1998 and 2000, and does not obvi-
ously take into account the downturn that occurred in 2003.

On drug prices, because obviously that is a contributing factor,
a significant factor in driving up the cost of the Medicaid program.
Is that correct?

Governor WARNER. Yes.
Senator SNOWE. All right.
Now, the President has recommended using the average sales

price, plus 6 percent. You are recommending an average wholesale
price. Is that correct?

Governor WARNER. No. We have problems with the average
wholesale price pricing formula. Our concerns with the administra-
tion approach was that it seemed to take most all of the savings
out of the hides of the local pharmacists.

We think it ought to be that savings, and there needs to be more
transparency in our drug pricing. And obviously, the complexity of
figuring out what is the appropriate price is something that we are
all trying to sort through.

But we think it ought to be borne not only by the pharmacists,
but ought to be borne as well by brand pharmaceuticals. We ought
to find other ways to encourage, for example, greater use of
generics. There are some interesting things going on in Canada in
terms of even generic definitions.

We also think that one of the things that the President had even
suggested, early on in his administration, was increasing the Med-
icaid rebate, drug pricing rebate. If we move that, for example, I
think under his own proposal, from 15.1 percent to 20 percent,
there were billions of dollars of savings. So, we think all of these
should be on the table.

Our concern with what it appeared to be with the administra-
tion’s initial proposal was, all of these savings were simply going
to come out of the pharmacist’s hide. When you have a State like
Maine which has large rural areas, or a State like Virginia that
has large rural areas, to take it simply out of the pharmacists’ dis-
pensing fee may not be the best case.

Senator SNOWE. Thank you.
The CHAIRMAN. Governor Warner, I have questions for both you

and Governor Huckabee. I am going to take my first 5-minute
round now, because I was gone when my time came up. So if I ask
you a question that was more in his area to answer, you can just
say so and I will have him answer in writing.

Governor WARNER. That means, any tough ones, I can simply
pump to my invisible colleague.

The CHAIRMAN. I guess you can, yes.
In your testimony, you talk about the importance of changing the

rules of how seniors can qualify for Medicaid faster by transferring
assets. Specifically, you state that Medicaid should restrict the type
of assets that can be transferred.

I would like to have you elaborate on what type of assets some-
one can transfer so that Medicaid will pay their long-term care
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costs sooner, and how you propose then closing loopholes where
they could not give away those assets, or those type of assets.

Governor WARNER. What we have talked about is a longer look-
back period, number one. We have also talked about one of the
questions we have on asset transfer. There is a lot of debate out
there. We do not know. At least from Virginia’s standpoint, we do
not know how much inappropriate asset transfer is going on.

The three things that we have suggested have been, number one,
for example, tax credits that you and Senator Lincoln have intro-
duced, the legislation that we would be supportive of, to encourage
purchase of long-term care insurance, which we think is very im-
portant.

Number two, we have looked at the expansion of what is called
the long-term care partnership program that I think is in four
States right now. Opening that up to more States seems to make
some sense.

Number three, we have looked at the question of reverse mort-
gages, but recognizing that we ought to have a more honest discus-
sion about how we allow people, particularly with their home, to
retain some equity in that home.

If they have saved all their life and they have bought a home,
to be able to retain some of that equity to be able to pass it down
to their children. You hear stories of people transferring their home
ownership to their children or to a trust. We do not know how
much of that is going on.

But if there were a way to say, yes, we are going to ask you to
spend down some of that equity, perhaps in a way that can actu-
ally allow you to stay in your home for that care, but you are going
to be able to retain some amount.

And the right amount is what the debate would entail, $50,000,
$75,000, $100,000. I am not sure what the right number would be
so that you could pass on that. That, in our mind, makes sense,
getting at a problem that some have said could have many, many
billions of dollars worth of savings, and others have said is not a
problem at all.

The CHAIRMAN. In regard to drugs, this is somewhat different
than what Senator Snowe brought up. I want to lead in by saying
that States have very limited power today to control drug spending
compared to the private market.

For instance, it is my understanding States cannot use closed
formularies. Their ability to drive generic utilization is limited, un-
like the private market, which can extensively move the market to-
wards generics through the use of tiered co-pays. How do you be-
lieve that the use of tiered co-pays for Medicaid prescription drugs
would improve the Medicaid benefit?

Governor WARNER. We have worked, and many, many States
have moved, because of some of the issues related around
formularies. Many of the States have moved to preferred drugs
lists. We have, for example, in Virginia; we have saved $35 million,
I believe, in the last year.

That was a negotiated process that we went through with our
pharmaceutical providers. We think we made a step in the right di-
rection. Our concern is, I believe we are looking at some tiering of
co-pays in that PDL list. There is the tiered co-pay, so we have
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some direction on trying to incent people towards purchasing, for
example, the cheaper drug option.

One of the things, back to Senator Snowe’s question, and one of
our concerns with the administration’s original proposal, was if you
take it—and you are going to soon exhaust my knowledge in drug
pricing here—totally out of the pharmacists’ hide, there is no incen-
tive at that point for the pharmacist to actually move to the generic
drug, because if it is a percentage dispensing fee based upon the
price of the drug, well, go with the more expensive drug.

So, we do need to look at more flexibility so that we can incent
better drug choices, and more appropriate drug choices, without
getting to the efficacy in restricting a drug that is so distinct for
a person’s particular condition. That is what we have tried to work
through.

It seems, at least, as you move now toward the new Federal drug
benefit, that a lot of that work in a lot of States, with the clawback
provision, is going to be, in effect, ripped away.

The CHAIRMAN. You suggest Medicaid prescription drug reform
should include increased rebates for manufacturers, at the same
time asking for tools to limit access manufacturers will have to
Medicaid beneficiaries. Yet, the best price statute guarantees man-
ufacturers access to Medicaid beneficiaries in exchange for the re-
bates. How do you reconcile increasing the rebate, while limiting
access?

Governor WARNER. What we feel—and again, the President him-
self proposed increasing the rebate early on in his term—that there
still remains too much mystery about drug pricing. What we need,
is greater transparency.

Earlier today Senator Wyden, and I guess Senator Sununu, were
talking about legislation where they were trying to look at drug ad-
vertising in terms of drugs that were on the Medicaid list, and
should the taxpayer be footing the drug advertising. It is an inter-
esting concept.

But if we are going to get at that, we have to get at the more
transparent nature of how these drug prices are set, and that is
something that I am not sure anyone has totally figured out.

The CHAIRMAN. Thank you, Governor Warner.
Now, Senator Schumer? Then we will go to the second panel.
Senator SCHUMER. Well, thank you. I thank you for coming, Gov-

ernor.
I want to follow up on the drug area. It seems to me one of the

greatest places where Medicaid can save money is in the area of
drugs. I know that Senator Grassley and Senator Snowe before me
have asked questions. I have a few others.

The first relates to the relationship between Medicare and Med-
icaid in terms of drug purchasing power. Because when the Medi-
care prescription drug bill passed, I believe the States actually lost
bargaining power in the Medicaid program because they are no
longer going to purchase drugs for dual-eligible populations, but
they are going to have to pay back the Federal Government for the
coverage.

The way the bill is written, Medicare cannot negotiate to keep
prices down, so it may actually increase what the States pay, be-
cause some of the States have been able to do more negotiating for

VerDate 11-MAY-2000 16:40 Jan 24, 2006 Jkt 095484 PO 00000 Frm 00035 Fmt 6633 Sfmt 6633 25121.000 SFINANC2 PsN: SFINANC2



32

Medicaid on their own, and now all of a sudden the rug is pulled
out from under them. So, they could end up paying more. That is
moving in the exact opposite direction of where we have to move,
and yet it is an unfortunate outcome of MMA.

So, let me ask you these questions. How important is it for
States to be able to leverage their buying power to negotiate better
prices in the Medicaid program, and what can Congress do to im-
prove the States’ ability to negotiate lower drug prices for drugs in
the Medicare program? And, third, do you agree with the analysis
that I just presented?

Governor WARNER. Well, first of all, Senator Schumer, we do
agree with your analysis, that States like mine are being penalized
for cutting a better deal than what the Federal Government is
going to have cut, which again goes back to a point that Governor
Huckabee made repeatedly.

We are the largest providers, in our own respective States, of
health care, yet, particularly with the new drug benefit, we are re-
stricted in our ability, like any private provider would be, to nego-
tiate the best price possible. It does not make much sense.

Senator SCHUMER. Exactly. And yet, you have to pay back the
Federal Government.

Governor WARNER. We have to pay back with the clawback provi-
sions.

Senator SCHUMER. The MMA tied the Federal Government’s
hands. It said, look, it would be better if the Federal Government
could negotiate with the drug companies, because they have even
more bargaining power than any individual State. But the MMA
says they cannot negotiate, yet you have to pay them back for their
inability to non-negotiate.

Governor WARNER. Senator, I agree with your analysis. It also
restricts some of the creative efforts that some States are looking
at in terms of purchasing pools, where you might have the Med-
icaid population, the State workforce, and perhaps even some pri-
vate companies trying to band together to negotiate a better price.
That ability has been restricted.

And then to make matters worse, we have on top of that some-
thing that is kind of a hidden cost of a whole set of new adminis-
trative functions that are kind of layered down upon us, with no
transition help to administer what would be a very, very costly new
program, at least on the front end, in terms of the administration.

Senator SCHUMER. Right. So the big prescription drug bill was
actually a step backward, in at least this way, in terms of getting
your costs lower.

Governor WARNER. I am not going to characterize the whole bill.
I will characterize the fact that, from a State standpoint, some
States will benefit, some States will lose.

We constantly hear some conversation going on that there may
be some effort to hold States harmless, or that the clawback will
not be implemented as initially talked about. Clearly, I think it is
one of the reasons why we put this in our paper. This is an issue
that States are concerned about.

Senator SCHUMER. The second question relates to something that
has been a pet cause of mine, which is generic drugs. Some States
currently have in place a ‘‘generic first’’ substitution policy, which
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requires the pharmacist to dispense a generic when one is avail-
able.

It is my understanding, even when these policies are in place,
however, it is very easy for the doctor to request a brand drug,
even if it is not medically necessary. In New York, for instance, all
they have to do is check a little box. They do not need an expla-
nation or anything else.

When Massachusetts had a similar policy, the State was spend-
ing $10 to $11 million more a month on brand drugs, when there
was a generic available that would have been cheaper.

When the State implemented a stronger policy in which the doc-
tor had to give a medical justification for the brand, and then get
permission from Medicaid—which is needed in some cases, obvi-
ously—their spending on these drugs plummeted 98 percent, from
$10 to $11 million per month to $200,000 to $300,000 per month,
without affecting the States’ ability to provide good, quality care to
its beneficiaries.

Let me ask you this. What effect would the implementation of
similar, effective ‘‘generics first’’ substitution policies in other
States have on the pharmaceutical budgets, and on the Medicaid
budget overall?

Governor WARNER. Again, I think you would find the over-
whelming majority of governors would very strongly favor allowing
us to have a stronger tool to push towards generics.

Now, let me add, though, that what we also need to do so that
no one goes completely unscathed in this, as we see drugs rotate
off a brand into generic categories, my hope would be that we can
truly move drugs down to those generic pricing levels.

I would hope that, as we get into this drug pricing issue at a
greater level, we do not end up with drugs moving from 100 per-
cent price down to 80 percent price, and then suddenly having
them called generics. There are timing issues on moving the price
levels down. There are generic definitions.

Other countries like Canada have been stronger on definitions of
generics. I think, again, if we are going to get into drug pricing,
these are all issues that we have to be looking at.

The CHAIRMAN. Senator Rockefeller wanted to ask one last ques-
tion.

Governor WARNER. Yes, sir. Because I have to go over at some
point and relieve Mike Huckabee over on the House side as well.

Senator ROCKEFELLER. I will be quick.
The CHAIRMAN. Yes.
Senator ROCKEFELLER. Thank you very much, Mr. Chairman.
You indicated, and one of my worries is, so everybody gets some

health care. The words ‘‘some health care’’ is a slam-dunk in rhet-
oric. The question is, how much? What does it leave out? Which
leads me to this question.

I think—and I may be wrong, and you correct me if I am—that
your proposal would permit State Medicaid programs to target ben-
efits which suggest that the current Medicaid benefit requirements
would no longer necessarily apply.

This seems to imply that the basic benefit for EPSDT would be
eliminated. You know the importance of that program, and I am
wondering what your response is.
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Governor WARNER. Let me just say that that is not my implica-
tion as somebody who has spent some time at St. Mary’s Hospital
in Norfolk, which deals with these children who need this quality
of care. That is not the implication that I have, and I do not think
it is the implication that most governors have.

Senator ROCKEFELLER. That benefit does not exist in the private
sector. It does exist in Medicaid. I am worried that it falls into the
so-called ‘‘optional’’ part. Therefore, my concern is that some gov-
ernors might drop it, while going on and saying everybody is cov-
ered by health care.

But you and I know, Governor—and you, in particular; your tes-
timony this morning has been superb, deeply knowledgeable—that
what is not included becomes terrifically important. I cannot think
of anything more important than EPSDT.

Governor WARNER. Senator, I agree with you. But also, working
through this process on EPSDT, I do not think you are going to see
any governor walk away from that.

But I think what you do not need is to somehow say, because of
our need to make sure that these children need the best quality
care possible, that we are going to use that as a reason that we
cannot have some type of flexible benefit package at all, and look
at expanded flexible benefit packages for other subset populations.
I would say we cannot use the protection of that initiative as a rea-
son to say we cannot even look at flexible benefit packages. So,
there is some back and forth that we have to work through on all
of this.

Senator ROCKEFELLER. Hence my worry. But I thank you, sir.
Governor WARNER. Yes, sir.
The CHAIRMAN. Governor Warner, before you go, let me thank

you. I think today is evidence of the good-faith commitment you
made, I think, way back in February when you and I had a rump
session, and Senator Baucus was there, and there were other gov-
ernors there.

Governor WARNER. Yes, sir.
The CHAIRMAN. And you said you were going to work real hard

on this. You surely have, and I thank you for that.
Governor WARNER. Well, Mr. Chairman, thank you. Thank the

members of the committee. We end with where we started. We ap-
preciate the opportunity to be before you. This is a bipartisan ap-
proach.

We want to be your partners in making our health care system,
our Medicaid system, more efficient, but also recognizing that we
have to improve the quality of care for the tens of millions of Amer-
icans who need this care desperately.

The CHAIRMAN. Can I also say, and this is not detracting from
anything you have said, it is just meant to be an expression of my
point of view, when we are dealing with this program and we are
talking about a 1 percent reduction, a lot of people see that as
something that just cannot be done.

If we would put up the proposition that not 1 percent could be
found in the Defense Department, everybody would think it is ludi-
crous. It is just as ludicrous to think that, in a program as big as
Medicaid, that if we cannot find 1 percent savings some way, that
they ought to send somebody else here to the U.S. Senate, because
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it can be. There can be more efficiencies in defense, as well as this
program.

Thank you.
Governor WARNER. Thank you.
The CHAIRMAN. Now, our second panel. The first witness is Alan

Weil, executive director and president of the National Academy for
State Health Policy. Next is Jeanne Lambrew, senior fellow at the
Center for American Progress. Finally, Stuart Butler, vice presi-
dent, Domestic and Economic Policy Studies, The Heritage Founda-
tion.

I thank you all for agreeing to testify, and we will go in the order
that you were introduced.

So, Dr. Weil?

STATEMENT OF ALAN WEIL, J.D., EXECUTIVE DIRECTOR AND
PRESIDENT, NATIONAL ACADEMY FOR STATE HEALTH POL-
ICY, PORTLAND, ME

Dr. WEIL. Thank you, Mr. Chairman, members of the committee.
I appreciate the opportunity to appear before you today to discuss
the Medicaid program.

My name is Alan Weil. I am the executive director of the Na-
tional Academy for State Health Policy. We are a nonprofit, non-
partisan organization based in Portland, ME, dedicated to helping
States achieve excellence in health policy and practice.

Before I took my current position, I was a center director at the
Urban Institute, and before that, director of the Colorado Depart-
ment of Health Care Policy and Financing, which is the Colorado
Medicaid agency.

As members of this committee, you are familiar with the many
roles Medicaid plays, serving poor children, families, people with
disabilities, and the elderly. But from a State perspective, there is
an important additional factor to consider when paying attention to
Medicaid.

For good or ill, Medicaid has become the foundation on which
much of our health care system is built. Medicaid is now inter-
twined with State mental health systems, developmental disability
systems, school-based health, Child Protective Services and foster
care, juvenile justice, public health and welfare reform.

Medicaid serves as a source of catastrophic coverage that helps
make private health insurance more affordable. We often hear that
43 percent of Medicaid costs are for services for people with disabil-
ities, but this is a very heterogeneous category.

It includes people with severe mental illness, developmental dis-
abilities, degenerative neurological diseases, traumatic injuries,
AIDS, conditions such as cerebral palsy, people who insurers gen-
erally seek to exclude from coverage.

The point is, changes to Medicaid can have ripple effects through
health and social service systems and can make it more or less
likely that your other efforts, for example, to reduce the number of
Americans without health insurance, will succeed. To put it blunt-
ly, Medicaid changes are highly subject to the law of unintended
consequences.

Now, I am pleased today to be able to present to you the results
of an 18-month project that we completed earlier this year with
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major funding from the David and Lucile Packard Foundation, and
support from the Robert Wood Johnson Foundation, AARP, and the
Agency for Health Care Research and Quality within the U.S. De-
partment of Health and Human Services.

The project was called ‘‘Making Medicaid Work for the 21st Cen-
tury.’’ I should just note, it began long before the current budget
deliberations and was not intended to speak directly to the budget
situation that you face.

In our project, we convened a group of State officials and na-
tional experts with a broad range of expertise in the Medicaid pro-
gram to develop recommendations to make the program more effec-
tive and more successful. I have provided you with a list of the
workgroup members.

Our organization serves State officials, and those officials have
a great deal of experience with the Medicaid program. But the
State perspective must be balanced against other critical perspec-
tives, including those of the more than 50 million Americans who
are enrolled in the program.

The Medicaid program has certainly been strengthened by the
lessons learned from State experimentation, and certainly States
have a tremendous stake in Medicaid’s success. But States are not
the only ones with such a stake.

I would say that our deliberations benefitted greatly from the in-
clusion of multiple perspectives to assure that, in looking out for
the interest of States, we did not fail to consider the interests of
others.

Before I describe the substance of our recommendations, a quick
note on our process. The report that we prepared was as a result
of a consensus process. No individual member should be viewed as
having adopted the recommendations as his or her preferred posi-
tion. They represent a total package that reflects a complex bal-
ancing of interests and preferences.

In particular, the group paired areas of increased State flexibility
with areas of stronger Federal standards. And while some parties
may advocate one side of this balance more than the other, once
they are separated they no longer reflect the consensus of the
workgroup.

Our final report runs about 80 pages, and you have been pro-
vided with a copy for your consideration. But I will run, quickly,
through the key recommendations in the areas of eligibility, bene-
fits, and financing.

With respect to eligibility, the workgroup regarded as its most
significant recommendation that Medicaid should provide com-
prehensive health care coverage for the poorest Americans, all peo-
ple with incomes at or below the Federal poverty level without re-
gard to age, family structure or health status.

This new national minimum eligibility level would apply in all
States and would replace the current system of categorical eligi-
bility. This one change would dramatically simplify eligibility and
eliminate the last residue of Medicaid’s ties to the old welfare sys-
tem.

Now, the workgroup also recommended that current require-
ments to cover children and pregnant women with incomes above
the poverty level be preserved, and it recommended continuing the
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existing option for States to extend Medicaid coverage to eligibility
groups with income above those Federal requirements.

We focused equal attention on acute and long-term care, and that
is an important aspect of the work of the group. The workgroup
concluded that States should be given new options for setting fi-
nancial and functional criteria to qualify for long-term care serv-
ices.

States should be permitted to modify income and assets tests to
allow applicants seeking community-based care, who are most like-
ly to use up their resources within a short time if they enter a
nursing home, to qualify for Medicaid-financed acute and commu-
nity care services while they are still in the community.

States should also be permitted to set different functional criteria
for institutional and community-based long-term care services.

In the area of benefits, the workgroup recommended that all in-
dividuals covered up to the new national minimum eligibility level
be entitled to the same set of acute, primary care and long-term
care benefits provided under current Medicaid law, with continu-
ation of current rules that limit cost-sharing to nominal levels.

For individuals above the mandatory levels, States should be al-
lowed to offer the current package, or a lesser, but still comprehen-
sive, set of benefits that meets certain benchmark standards, and
with higher levels of cost-sharing. We do propose allowing States
to offer acute and preventive care, but not long-term care, to those
optional populations.

States could also choose to offer a different long-term care pack-
age to optional eligibles than they do to the mandatory eligibles.
The workgroup recommended that States have the option of con-
verting home- and community-based service waivers into an ongo-
ing program with Medicaid, and that parents of Medicaid-eligible
children be able to enroll their children in CHIP so long as certain
enrollee protection standards are met.

With respect to financing, the workgroup evaluated the current
financing structure, where the Federal Government matches quali-
fying State Medicaid expenditures, and rejected the need for a rad-
ical restructuring of this approach. Specifically, the workgroup rec-
ommended against converting Medicaid into a block grant.

The workgroup recommended revisions to the formula and proc-
ess for establishing the Federal Medicaid Assistance Percentage,
the FMAP. The FMAP does need to be set in a way that more
quickly and accurately reflects changes in the economy and the fis-
cal capacity of States.

The group suggested that the Federal Government should pro-
vide more support to States for Medicaid costs associated with low-
income persons enrolled in Medicare, and this support should be
provided in conjunction with efforts to improve care coordination
and program management between Medicare and Medicaid. This is
a complex and important area that we describe in much more de-
tail in the report.

We propose the Federal Government provide an enhanced match
to States for the costs associated with simplifying and expanding
eligibility to everyone below poverty; that States be given new op-
portunities to coordinate Medicaid coverage with private employer-
sponsored insurance through what are called premium assistance
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programs, specifically allowing States to implement these programs
without being required to meet certain waiver standards.

Further, States should be allowed to require employers to enroll
their Medicaid-eligible employees in employer health plans at times
other than their open enrollment period.

We made an additional recommendation with respect to extend-
ing the policy of reimbursing States 100 percent of the cost of serv-
ices provided to American Indians and Alaskan Natives in the In-
dian Health Service or tribal facilities, regardless of where the
services are delivered.

As we carried out our Making Medicaid Work for the 21st Cen-
tury project, we identified, we believe, many opportunities to
strengthen and improve the Medicaid program.

These opportunities are designed to make the program more effi-
cient and effective, not simply shift costs to other payors, or worse
yet, to the poor and vulnerable people the program is designed to
serve.

I should say that, in our conversations, the people who work
most closely with the program are most skeptical of grand claims
for large savings. Particularly, they are skeptical of claims of sav-
ings associated with a general term like ‘‘flexibility.’’

Flexibility is not the same as efficiency. Those who propose flexi-
bility should bear the burden of presenting evidence to support con-
crete steps they will take with their new-found flexibility to make
the program more efficient. If cuts are necessary, that is a decision
that you and others will have to make, but cuts should not hide
behind vague language like flexibility.

On behalf of the National Academy for State Health Policy and
the many people who volunteered many hours to help us prepare
our work, I am pleased to be able to share with you the results of
our deliberations that we approached also in a bipartisan—or I
would really say a nonpartisan—way.

We stand ready to assist you in any way possible to strengthen
and improve the Medicaid program as you continue your discus-
sions.

The CHAIRMAN. Thank you, Dr. Weil.
[The prepared statement of Dr. Weil appears in the appendix.]
The CHAIRMAN. Now, Dr. Lambrew?

STATEMENT OF JEANNE LAMBREW, PhD, SENIOR FELLOW AT
THE CENTER FOR AMERICAN PROGRESS, WASHINGTON, DC

Dr. LAMBREW. Thank you. My name is Jeanne Lambrew, and I
am a senior fellow at the Center for American Progress, as well as
an associate professor at the George Washington University.

I appreciate the opportunity to appear before you today to dis-
cuss the future of Medicaid. In this statement and in greater depth
in my testimony, I will cover three topics.

First, I will discuss some of the major cost drivers in Medicaid
and what to do about them; second, I will discuss the need for
broader reform, since Medicaid’s problems are the system’s prob-
lems; and, third, I will raise concerns about some of the proposals
that have come up in the course of the discussion today.

To put these ideas into context, it is useful to review this pro-
gram’s goals. Medicaid was designed to remove financial barriers
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to health and long-term care for vulnerable populations. Because
spending follows need rather than a pre-set budget, it has adapted
to changing times.

Medicaid protected coverage and preserved jobs during the recent
recession. It funded Disaster Relief Medicaid in New York after
9/11. It is becoming increasingly important in rural areas, where
the aging of America has already begun.

Yet, Medicaid faces challenges. It is not serving all vulnerable
populations. More than half of all poor adults are not eligible for
Medicaid. Its quality of care, especially in long-term care, could be
improved, and, as has been stressed today, its costs are straining
budgets.

To get behind this issue of cost, the Center for American
Progress commissioned papers on prescription drugs, long-term
care, and high-cost cases in Medicaid. In advance, I thank Kath-
leen Gifford, Sandy Kramer, Judy Feder, Andy Schneider, and
Yvette Shenouda for writing these papers and letting me draw on
them today.

Starting with drugs, this service category continues to drive Med-
icaid costs. Expenditures on drugs doubled between 1998 and 2002,
and they continue at very rapid growth rates.

While States have been aggressive in trying to reduce drug costs,
the Federal Government has been largely absent as a partner in
containing these costs.

There are several ways that Congress could help reduce drug
costs in Medicare and the Nation. First, it could provide States
with information to improve their reimbursement policies.

As we heard earlier, States operate largely in the dark in setting
drug cost reimbursement. There are several measures that the Fed-
eral Government could provide to States to make them better pur-
chasers of drugs.

Second, Congress could update the Medicaid drug rebate. Re-
quired by Federal law, this rebate has not been modified for over
12 years, despite rapid growth in costs. Governor Warner and Gov-
ernor Huckabee mentioned the fact that there really could be some
additional work in this area. In addition, oversight over the accu-
racy of the self-reported manufacturing price data will make a big
difference in ensuring appropriate pricing.

Third, Congress could increase its investment in research to pro-
mote evidence-based coverage of drugs. In the long run, research
on the relative effectiveness and the relative cost of similar drugs
and other health services will be key to improving outcomes and
efficiency. Information on comparative effectiveness is a better way
to set a preferred drug list than looking at price considerations
alone.

The last point I will make about drugs is to underscore a concern
most recently raised by Governor Warner. On January 1st, Medi-
care will assume primary drug coverage for Medicaid beneficiaries
also eligible for Medicare, known as dual eligibles.

Because no redundancy was built in, Medicaid funding ends on
the day that the Medicare funding begins, and the most vulnerable
population could experience some lapse in coverage. Keeping Med-
icaid funding available during this transition, as has been proposed

VerDate 11-MAY-2000 16:40 Jan 24, 2006 Jkt 095484 PO 00000 Frm 00043 Fmt 6633 Sfmt 6633 25121.000 SFINANC2 PsN: SFINANC2



40

by Senator Rockefeller, should be considered in any Medicaid legis-
lation this year.

Perhaps a greater long-term cost issue than drugs, though, is
long-term care. A large and growing number of Americans needs
long-term care, and its costs are high. Clearly, the Nation needs an
extensive, fairly financed long-term care insurance system. How-
ever, this system does not exist today in either the private or the
public sectors.

Sales of private long-term care insurance are growing, having tri-
pled in the 1990s. But private long-term care insurance is unaf-
fordable for many, inadequate relative to the cost of care, and unre-
liable, since few States guarantee that the investment in insurance
will be returned if that company folds in the future.

Public programs also fall short of ensuring insurance protections.
Medicare covers very little long-term care, and Medicaid, which
pays for close to half of all long-term care expenditures, only pays
for people who are low-income or who have exhausted their re-
sources.

A number of policies have been proposed to address the long-
term care problems generally, and Medicaid specifically. Most ex-
perts suggest that the Nation adopt a long-term care social insur-
ance program in which everybody contributes to financing, and re-
sources are allocated based on need.

Short of this, Congress could improve Medicaid’s home care cov-
erage and promote so-called partnerships. Currently, four States
have this long-term care partnership program and would like to ex-
pand that nationwide.

A better option might be to partner Medicare with private long-
term care insurance rather than Medicaid. With Medicare’s broad
financing and eligibility, it may be the program on which we should
build to try to encourage a public/private partnership.

But it is important to recognize that private insurance will not,
any time soon, be a substitute for Medicaid, and reform in this area
will likely increase, not decrease, costs.

Turning from services to people, my colleagues and I decided to
follow the money and look at Medicaid beneficiaries who were re-
sponsible for most of that program’s costs.

Our results were sobering: 72 percent of Medicare spending was
attributable to only 10 percent of Medicaid beneficiaries in the com-
munity. This is more concentrated than in Medicare or private in-
surance, and these high-cost beneficiaries are more likely than
other Medicaid beneficiaries to be older, women, poor, non-Hispanic
whites, and rural residents.

Many of these high-cost beneficiaries have chronic health prob-
lems, such as heart disease, asthma, and diabetes. Over half were
hospitalized in the last year, and their spending on home health
care actually exceeds their spending on drugs.

Lastly, it is important to recognize that Medicaid actually pays
for one-fourth of the top 10 percent most costly individuals in
America. This is 30 times more than the number of people served
by medical high-risk pools nationwide.

So what do we do about this? One option is to promote better
medical management of high-cost cases. Some States have estab-
lished programs for beneficiaries with conditions such as asthma,
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heart disease, diabetes, or schizophrenia. Medicare has begun dem-
onstrations in this area, and Medicaid should follow suit.

Management of people with multiple chronic conditions would be
aided by implementing an electronic infrastructure in the health
system. An electronic health record would ensure coordination
across multiple providers and settings, it would facilitate the use
of evidence-based guidelines, and it would allow for monitoring
through telemedicine in rural areas. Congress could accelerate this
by applying a higher matching rate to such investments.

Prevention is also important, since similar conditions affecting
these high-cost beneficiaries can be avoided or managed to make
them milder. Federal policy could create incentives for effective
prevention models, but prevention, like care management and in-
formation technology, while likely to improve the quality of care
and health outcomes for Medicaid beneficiaries, may not result in
the kind of short-term budget savings that Congress is seeking.

I would like to turn from looking at these specific Medicaid cost
drivers to briefly discuss the cost drivers system-wide. There is a
growing crisis in the U.S. health care system. Since the year 2000,
the number of uninsured has risen by 5 million, to 45 million
Americans.

The lack of coverage exacts a large personal toll, hurts our busi-
nesses, and results in billions of dollars in uncompensated care
costs that get passed through the health care system. Uninsurance
is perhaps the most important, but not the only, problem in the
system. Health costs are affecting all payors in the U.S., and as
such, Medicaid’s costs are the so-called ‘‘canary in the coal mine,’’
only pointing to the larger systemic failures.

We at the Center for American Progress think that the answer
is not Medicaid reform, but health system reform. Fixing only Med-
icaid will not prevent a further erosion in private coverage, and
vice versa. Stabilizing private coverage will not be sufficient to
meet Medicaid’s coverage and financing deficits.

To this end, we propose a plan that calls for expanding coverage
to all, improving it for all through better quality and efficiency, and
paying for these investments through a small, dedicated tax. The
program is described on our website.

However, since Congress is discussing Medicaid reform and not
comprehensive reform, I would like to end with a note of caution.
The budgetary and political environment may take good ideas off
the table and steer towards others that could weaken, rather than
strengthen, this vital program.

The governors, this morning, proposed increasing cost-sharing
and reducing benefits for people currently eligible for Medicaid.
These may produce some budget savings, but at a cost in economic
and human terms.

Many studies have shown that, for people with very limited in-
come, any cost-sharing can deter the use of care, whether that care
is necessary or not. If needed care is deferred, it could result in
preventable hospitalizations or emergency room use. This would in-
crease the overall cost of the system through uncompensated care,
if not through Medicaid directly.
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It could also exact a human toll. The Congressional Budget Office
warned, after reviewing the evidence, that poor individuals facing
higher co-payments displayed worse health on some measures.

The governors’ call for benefit flexibility could also create some
problems. In Medicaid, if an individual does not need a service,
Medicaid does not pay for it. Those who do need a wide range of
services are those 10 percent of the population who account for
most of this program’s cost. Cutting benefits for these people would
be penny wise but pound foolish, yet exempting them means that
there are very little savings that could result.

There is a role for cost-sharing and benefit flexibility for higher
income people enrolled in Medicaid, as Alan discussed. However,
this is not the vast majority of people enrolled in the program
today.

For them, higher cost-sharing and partial benefit packages will
likely render them effectively uninsured. This is because, in truth,
there is no such thing as partial access: you have it or you do not.
If Medicaid beneficiaries do not have access, then the program has
failed in its mission.

In closing, improvements can, and should, be made in Medicaid’s
provision of high-quality, accessible care to all vulnerable persons.
A number of policy options exist, and many have been outlined
today.

While these proposals could help in the short run, Medicaid’s
problems are the system’s problems, and broader reform is needed.

In the meantime, caution must be taken, given the budget con-
straints, to avoid the path of least resistance, reducing coverage
and access for the lowest-income and sickest in our Nation.

Thank you.
Senator SNOWE. Thank you very much, Dr. Lambrew.
[The prepared statement of Dr. Lambrew appears in the appen-

dix.]
Senator SNOWE. Dr. Butler?

STATEMENT OF STUART M. BUTLER, PhD, VICE PRESIDENT,
DOMESTIC AND ECONOMIC POLICY STUDIES, THE HERIT-
AGE FOUNDATION, WASHINGTON, DC

Dr. BUTLER. Thank you, Madam Chairman. I want to thank the
committee for the invitation to testify, and also to follow the two
governors, because I think the National Governors Association has
shown how well-intentioned people from both parties can come to-
gether and develop initiatives to move us forward on health care.

I would also like, at the beginning of my remarks, to make three
points about the context in which these discussions of Medicaid are
necessarily taking place. One, of course, is that we all know that
health costs in Medicaid, Medicare, and in the private sector are
driving up the costs of Federal spending over the long term.

Over the next 25 years, we will see, according to the GAO and
Congressional Budget Office, that the proportion of our Nation’s re-
sources on Federal spending will rise, from about 20 percent today
to about 30 percent in 25 years’ time.

That will mean either huge deficits, huge tax increases, or else
we have to look at some ways of reforming the way we do spend
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money in order to spend money smarter and to have measurable
outcomes.

The second point of context is something that has been agreed
on very broadly this morning, that Medicaid cannot be seen in iso-
lation. Governor Warner stressed this. Dr. Lambrew has just said
the same thing. When we look at Medicaid we must do so in the
general context of looking for broader health coverage for Ameri-
cans.

The third point of context I want to make is that the increasing
polarization in Congress and in Washington means that, in order
to make bipartisan progress, it is very important to look at strate-
gies that appeal to the flanks of the political system, as well as to
the center.

It is very important to have enthusiastic buy-in across the polit-
ical spectrum as we try to move forward, just as we are seeing the
importance of buy-in from the States in how we move forward.

I believe an enhanced approach to Federalism, to really work
more closely with the States, is the key to achieving progress to
reach our general goal of improved coverage.

In my testimony, I summarize a proposal that was developed by
myself and Henry Aaron from The Brookings Institution. I would
suggest to the committee, anything that Heritage and Brookings
can agree on is probably worth noting.

Let me summarize the four key elements of that very quickly,
and then talk about the context, specifically, of Medicaid.

The first is that Henry Aaron and I argued that Congress has
to establish very broad and measurable goals for improving cov-
erage generally, and for describing the protections that have to be
in place for vulnerable groups. Senator Baucus alluded to this just
a few minutes ago.

Second, Congress should enact what we call a ‘‘policy toolbox,’’ in
other words, a set of Federal initiatives and legislative waivers that
really do appeal to those on the left as well as the right.

I think the National Governors Association has shown how com-
bining proposals that are favored by left and right can be done, and
allow us all to move forward. I think this is the case of log rolling
that would be very beneficial for everybody, and we are suggesting
specific proposals that could be included in this toolbox. This
should be tested to see how effective they might be as a possible
model for broader reform in the future.

Let me give some examples of the kind of things that we mean.
There have been discussions of looking at Medicaid and who is eli-
gible for Medicaid, and perhaps looking at maybe an income-based
threshold rather than a welfare-based threshold for Medicaid.

I think that is something that should be looked at in Federal leg-
islation and might be applied in a State to see exactly how effective
that is in reaching our general goal of improving coverage.

Ideas for improving the structure of affordable health insurance
also should be considered to be put in place in particular States
that wish to try them. I think proposals like Senator Lincoln’s idea
for an approach modeled on the FEHBP for small businesses is the
kind of proposal that should be made available to States to try,
with the agreement of the Federal Government, to see exactly how
effective it is.
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Senator Frist’s proposal for a Healthy Mae as a way of restruc-
turing and providing reinsurance is another example of this. Simi-
larly, an enhanced approach to refundable tax credits, to have large
tax credits in particular places, to see how effective they might be.

There are a number of proposals like this that are bottled up in
Congress right now. Henry Aaron and I suggest that we agree to
allow them out to be tried in the States willing to put them into
place, in conjunction with the Federal Government.

The third element of our proposal is that States would offer inno-
vative proposals utilizing some of these toolbox items, as well as
their own commitments and their own approaches, to be tried in
their State.

We have argued that the decisions as to which of these proposals
should be implemented should come under some form of semi-inde-
pendent commission, we think, in order to build trust as to what
should be tried and how it is going to be evaluated.

We do need some independent body to help Congress to do that.
We think that that body ought to be comprised of governors, key
legislators, and members of the administration, so that there is a
clear bipartisan support for these approaches.

Then the fourth element of our proposal is payment by results.
States that really do achieve the broad objectives that they agreed
to with the Federal Government to improve coverage generally in
the context of Medicaid changes, or whatever else is on the table,
ought to be rewarded for their achievements.

Either some of the savings that are achieved should be repro-
grammed into State initiatives, or, if there is new Federal money
available in the future, that should be tied to progress in reaching
agreed steps forward in improving coverage.

In a sense, this is rather similar to some of the elements of the
1996 welfare reform legislation, which set broad goals, broad pro-
tections and requirements, and then essentially allowed States to
begin to look at alternative ways of reaching those goals.

Considering Medicaid within this broad objective of improving
coverage, I just want to make a couple of points, or to reemphasize
a couple of points.

One is that I really do feel very strongly that in order to get buy-
in from the governors, as well as the Minority in Congress, as well
as the Majority, then any steps that really look at significant re-
forms and significant changes in the Medicaid system must be seen
as fair and balanced.

That is one of the reasons why I strongly feel that some form of
commission—that is, a strong political body—is extremely impor-
tant to develop a partnership and an agreement to move forward.
These members of that commission, I feel, need to be voting part-
ners. They need to really bring political strength to the table.

I know the current Medicare Commission is not exactly designed
to do what we have been proposing, but I think the reluctance of
governors and some members of Congress to take part is an indica-
tion that, unless it has clear independence and political clout, it is
unlikely to get buy-in.

The last point I want to make is that whatever you do in Con-
gress to try to reach the goals of savings in Medicaid by making
changes in the program, I think it is critically important that
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States be able to propose alternative ways of reaching those goals
and those savings, while improving coverage.

That means that some States might be able to implement a
change, for example, that might actually make larger reductions in
Medicaid, but the quid pro quo might be explicit Federal funding
for a refundable tax credit for some other provision that, in con-
junction, means that the Medicaid population and the rest of the
population in the State actually enjoys more coverage than pre-
viously.

Flexibility of this kind, with the ability to mix and match Federal
funding, is absolutely critical to moving forward, not just on Med-
icaid, but to establishing working models that might actually be
ones that we want to apply more generally.

Mr. Chairman, we have heard from the governors today. We
have heard, as I said when you were out, an example of Repub-
licans and Democrats at the State level coming together, putting
elements into the equation that appeal to one side and the other,
and coming up with a proposal that allows us to move forward.

I think we can do that at the Federal level in the way that I sug-
gested. I think, also, by looking at a fresh approach to the relation-
ship between the Federal Government and the States, I think it is
possible for us to really begin to achieve the goals that have al-
luded us for so long.

[The prepared statement of Dr. Butler appears in the appendix.]
The CHAIRMAN. Well, thank you very much. You can tell that we

were dividing up time here so I could go vote, and now Senator
Snowe is going to go vote. I think maybe Senator Rockefeller is
going to come back and want to ask some questions, too.

So, let me start out, please. If I ask you to repeat something that
was in your oral testimony because I did not hear it, feel free to
say so, and then I will just go back to the record so you will not
have to repeat yourself.

The governors testified—and this is for Dr. Weil—of the impor-
tance of their having greater flexibility in determining eligibility in
designing benefits. Theoretically, your members all work for gov-
ernors, so I am curious. How does your group differ from the gov-
ernors on State flexibility?

Dr. WEIL. Well, I think our proposal does differ in some impor-
tant ways at the level of details, but perhaps it would be more
helpful to describe the differences first in terms of concept.

The flexibility we include in our report is quite structured, and
at least as I understood it, particularly as I read their written doc-
ument, the governors were looking for a very high level of flexi-
bility around benefits and eligibility with very, very few con-
straints, the ability to impose cost-sharing from the outset, the
ability to reduce benefits for very, very low-income people. I did not
get the impression that there were limits.

As I read their document, for example, a limit of 7.5 percent of
income for a family at 150 percent of poverty, means that perhaps
a family making $25,000, $30,000 is going to pay $2,000 or more.
We were not looking at options that went up to that level.

So the first difference, I think, is we view a much stronger road
map from the Federal Government in terms of how the flexibility
will be structured. Second, and this is equally important, is that,
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as I indicated, our proposals are a package, and we paired flexi-
bility with a requirement that States, in their Medicaid programs,
expand coverage to everyone below poverty, that that would be a
Federal standard, and States would bear a share of the cost of that
expansion.

I am not surprised that governors, given their fiscal cir-
cumstances, do not feel that they can bring those two together, but
in our deliberations, it was very clear that flexibility should be
combined with some responsibility on the part of States.

Third, and this I say with some caution, only being somewhat fa-
miliar with the governors’ proposal, when you think about savings
in Medicaid, there are really only three ways to get savings.

You can shift costs to someone else, and reducing prices is a form
of that, you can shift costs to the enrollees in cutting benefits and
increasing what they have to pay as a form of that, or you can try
to actually design a more efficient way to deliver services to people
in the program.

And as I listened to the governors’ flexibility, it is primarily flexi-
bility oriented to the first two of those kinds of changes, which is
not to say that they are inappropriate, but they are more about
shifting and reducing and not driving at how we deliver care to
people.

Now, I do believe that the governors feel that, behind the flexi-
bility they ask, they have examples of ways to improve how care
is delivered. But I see a greater disconnect.

I would say our workgroup focused much more on how to im-
prove coordination between Medicare and Medicaid, how to deliver
long-term care services earlier, before people need institutional
care, how to bring disease management and integration of public
and private dollars so that people are getting care early, instead of
waiting and getting it at the back end.

So, at least from my perspective, we were looking much more at
how care is delivered, trying to make the program more efficient.
I see fewer examples of that in the document that I saw this morn-
ing from the governors.

The CHAIRMAN. I thank you.
On another point, dealing generally with fraud and abuse, one

area that was not focused on by the National Academy proposal,
so I am curious why not, is the area of fraud and abuse.

I am very concerned about the low level of funding allotted at the
Federal level to investigate fraud and abuse. It is my under-
standing that, of the $742 million for the health care fraud and
abuse control program, only $14 million were used for Medicaid in
2004.

This is a small share compared to the $720 million used to ferret
out fraud in the Medicare program. This is particularly troubling,
given that the Office of Inspector General has estimated that $1
spent on Medicaid fraud and abuse nets $3 in return.

I know that the States have made some significant inroads. I
read about Medicaid fraud in the papers on a weekly basis, but I
am wondering whether the Federal Government should not be put-
ting more resources into this area.

Do you think fraud and abuse are potential areas of savings in
the Medicaid program?
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Dr. WEIL. Mr. Chairman, the States and the folks that we work
with share your concern on this issue. I should note that, although
I gave you an overview of our recommendations in both my verbal
and written testimony, our full document does include a number of
specific recommendations with respect to a few areas, including
particularly how Medicare and Medicaid could work better together
in addressing concerns about fraud.

After all, it is the populations and the providers associated with
the dual eligibles that account for a large share of both of these
programs. We do talk about how the Federal Government funds
fraud prevention services, how States are required to pay for cer-
tain information from the Federal Government, how inappropriate
payments are collected, so we do have some attention to this issue
in our report, though perhaps not as much as is warranted. But I
would say that the States are very interested in doing that.

Just from a personal perspective, not trying to speak on behalf
of my organization, when I ran the Medicaid agency in Colorado,
despite the statistics that you cite showing the one-for-one payoff
associated with these kinds of investments, at the practical level,
when I was sitting in front of my State-level equivalent of the Fi-
nance or Budget Committee, getting additional staff was very hard,
because we had caps on FTEs and caps on State positions, even if
we thought that we would save more than the cost of the salary.

So I think Federal encouragement and assistance in this area
could help States overcome some of the barriers they find in ad-
dressing this concern.

The CHAIRMAN. Thank you.
Now, Dr. Lambrew, in your testimony you state that much of the

Medicaid spending is concentrated on very high-cost beneficiaries.
Specifically, you state that 10 percent of the beneficiaries accounted
for 61.5 percent of the Medicaid spending, and that was in the year
2001.

Since Medicaid is a State-based program, I am very interested in
your thinking on how States can better coordinate care of the high-
cost beneficiaries. What policies should we put in place then to get
States to better coordinate care?

Dr. LAMBREW. That is a very good question. There are lots of
ideas, and this is a huge area of potential, trying to figure out how
to take these high-cost cases and manage their care better.

Just as a note, this high-cost care management is different than
our historical case management in that it typically focuses on dis-
eases, like diabetes or heart failure, or is triggered by people who
trip into the high-cost category. So, it is focused on a small set of
people.

Models often include evidence-based medicine, trying to use tech-
nology to coordinate care, electronic medical records, call centers to
make sure that an individual, when they need to ask a question,
has somebody to call when their doctor is not available.

So, there are several models out there. We have seen, in Kansas,
an aggressive asthma program that has been developed to provide
education and monitoring to prevent children with asthma from
going to the emergency room.

In Maryland, there is a program that looks at rural people with
diabetes. How do we actually ensure that they are doing the moni-
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toring of their blood sugars to prevent them from having complica-
tions?

In Massachusetts, they have, for years, had a program that tar-
gets those dual eligibles, those people who are eligible for Medicare
and Medicaid, and coordinates all their services, plus services not
covered by either program.

There are several State models out there. In the MMA, there was
this new Medicare Chronic Care Improvement program that will
actually test this out—how do we do this, what works, what does
not—and get good, hard numbers as a result, which is going to be
a breakthrough, because the truth of the matter is, the Congres-
sional Budget Office wrote a 34-page memo that said, we are not
sure yet. We do not quite know what works and what does not. We
really need to get beyond that.

What can Congress do? Well, I think it is interesting. In the de-
tails of the report that the governors released, there is this idea of
doing a National Healthcare Innovations Program.

I am just reading this today, so I am not familiar with the de-
tails. But it would invest in 10 to 15 States to have large-scale
demonstrations. They list, among these types of demonstrations,
using innovative strategies to coordinate care, provide disease pre-
vention, use evidence-based practices, et cetera. So, I think that is
one idea out there.

It is somewhat similar to what Dr. Butler was talking about with
his State-based demonstrations. But the truth is, this is what the
1115 Section is for, demonstrations on how do we implement effec-
tive and innovative ways to, as Alan said, improve the efficiency of
Medicaid. So, there are waiver options.

There is a new proposal put on the table by the governors, and
there is the old-fashioned idea of looking at Federal matching
rates, to figure out if we can incentivize this type of care.

The CHAIRMAN. Thank you.
Now I would like to ask Dr. Butler a question. From the testi-

mony by the governors, it appears that their approach is consistent
with your approach on greater State flexibility. Why do you think
State flexibility is the key, and I think is primary in your judg-
ment, to the future of Medicaid?

Dr. BUTLER. Well, I think it is for two related reasons. One is
that we do not really know the answer on how to really get better
value for money in Medicaid. We cannot be certain of what the an-
swer is. So, it is very important to try different things and different
approaches in different States. That is one of the reasons why I
think the governors’ proposal is so important. Flexibility does allow
the Federal Government, in negotiating with particular States, to
really try approaches.

The second reason is that we do need to have some differences,
some variations that recognize differences between the States. That
might mean that what works for Medicaid in one State is not pre-
cisely what would work in another State. It is very important to
have flexibility to adjust to that.

But, as I said at the beginning, a precondition for flexibility is
that there has to be some agreement on what the overall goals are
of allowing that flexibility, and what the protections must be for
particular populations in that flexibility.
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I think the governors would agree with that, but I think that is
critically important. This is not a case of handing over a check and
keeping your fingers crossed that they all do the right thing.

The CHAIRMAN. Also, you argue that we link performance-based
goals with any additional flexibility. Why are performance-based
goals needed, and how would they impact how States exercise that
greater flexibility?

Dr. BUTLER. Well, by performance I mean that, if there is an
agreement between the Federal Government and a State to achieve
the agreed objective to improve coverage, savings in Medicaid, and
so forth—and by performance-based, I mean we have to see those
outcomes as we allow flexibility—there has to be, first of all, a
plausible approach and proposal to achieve those objectives, with a
timeline. I think the release of funds or the agreement that savings
should be reprogrammed ought to be linked directly to achieving
the timelines in that agreed proposal.

The CHAIRMAN. If Senator Rockefeller does not come in just a
couple of minutes, I want to give a short summation here. If he
does not come, then we will adjourn.

First of all, I thank the governors, and I thank you for your ap-
pearance. We appreciate your time and insight on a very complex
issue. I think that we have learned a great deal, and probably have
a lot more to learn, but it has been valuable input from our wit-
nesses.

As the committee continues its work on Medicaid, I believe that
we need to more carefully scrutinize the way that Medicaid funds
are spent. We know that there are hundreds of millions of dollars
in fraud, waste and abuse draining the program of much-needed re-
sources. These funds could instead be used to assist Medicaid bene-
ficiaries.

With that in mind, we are going to hold a 2-day hearing June
28 and 29 on fraud, waste and abuse in the Medicaid program.
Also, as a reminder to staff, as well as to you as witnesses—and
I did not say this to the governors—but Senators, if they have any
questions for the record that they would ask you to respond to in
writing, they should be submitted by this Friday at the close of
business this week. Thank you all very much.

The committee hearing is adjourned.
[Whereupon, at 12:31 p.m., the hearing was concluded.]
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