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EXECUTIVE COMMITTEE MEETING ON LEGISLATION TO REDUCE THE
FEDERAL DEFICIT FOR FISCAL YEARS 1987, 1988 and 1989,
PURSUANT TO INSTRUCTIONS RECEIVED UNDER S. CON. RES. 120
WEDNESDAY, JULY 23, 1986

U.S. Senate -

Committee on Finance

Washington, D.C.

The committee met, pursuant to noficé, at 1:40 p.m.
in Room SD-215, Dirksen Senate Office Building, the Honorable
Bob Packwood (chairman) presiding.

Present: Senators Packwood, Danforth, Chafee, Heinz,
Durenberger, Armstrong, Graséley, Long, Bentsen, Matsunaga,
Moynihan, BaUcu;, Mitchell, and Pryor.

Also present: O. Don Chapoton, Deputy Assistant
Secretary for Tax Policy and Dennis Ross, Tax Legislative

Counsel, Department of the TreaSury; Glen Hackbarth, Deputy

" Administrator, Health Care Financing Administration; Don

Muse, Principal Analyse for Medfcare and Medicaid.

Also present: Bill Diefenderfer, Chief of Staff; Ed
Mihalski, Deputy Chief of Staff; John Colvin, Chief Counsel;
Randy Weiss, Deputy Chief of Staff, Joint Committee on
Taxation; Frank Cantrel, Tax Counsel; Bill Wilkins, Chief
Counsel, Minority; Bruce Kelly, Health Counsel, Minority;

and Susan Taylor, Administrative Director.
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The Chairman. The committee will come to order,
please.

Do we have a new worksheet?

Mr. Mihalski. Yes, sir. There is a worksheet that
should be distributed to all the members.

The Chairman. Do you fellows have it?

Mr. Mihatski. It is dated July 23, time 12:38.

The Chairman. ALlLl right. Thank you. The one that
starts out "Medicare‘indent hospital payment"?

Mr. Mihalski. Yes, sir. |

The Chairman. AALL right.

Now, we left open a few amendments yesferday, and we
had not fully decided on the tax'part of it, the revenue
parts of it. |

Let's go through and explain what problems we have,
what amendments we have outstanding on fhe outlay part.

Mr. Mihalski. ALl right. Using that worksheet, I
have put a Llittle "Okay" out there in the léft-hand column
as the things_that were agreed to or tentatively agneed to
yesterday.

The Chairman.- Right.

Mr. Mihalski. The open issues, of course, are on Line
3 as the capital payments. The idea was not to do the
staff proposal, but to do some kind of grandfathering of

capital, or perhaps do some other proposal.
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We met last night and worked out a grandfathering
provision. The staff, however, is very unsure. We don't
have costs for that provision or savings for that provision
from CBO as yet.

But the staff is very uncomfortable {h‘uhaf the

ultimate impact of that provision is. It may very well

result in expenditures above and beyond what we are currently

spending in current Llaw.

We certainly don't know what any of the disincentives
are.

The Chairman. You mean we have no idea what this will
cost? |

Mr. Mihalski. Not at this point, sir, no.

The Chairman. Why can't we--

Mr. Mihalski. What we had proposed perhaps --

The Chairman. We have only $7196 million excess in
the first year, knowing what everything costs, without
putting in things'that we dqn't know the cost.

Mr. Mihalski. That one, and some additional amendments
further on, which are open holes right now, we don't have
costs on.

But the staff would recommend that, rather than doing
the grandfathering, we set the capital reform aside until
next year, go with report language that says it is fully
our intent next year to grandfather old capital; énd in order
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to preserve the $600 million and some savings over three
years, to go with a straight across—-the-board reduction on
current capital outlays.

And CBO estimates that that reduction would be three
percent the first year, five the second, and six the third.
The Chairman. And the reason we don't know on the
grandfathering is, literally on a day's notice, we don't
know how many hospitals are involved and how many bonds

are involved.

Mr. Mihalski. That is correct, sir.

The Chairman. And we are going to.have to turn this
out by tonight. ALl right. Comments ffom the committee?

(No response)

The Chairman. I know this was a problem that Senator
Moynihan was interested in} but either we are going to do
this tonight, or the Budget Committee is going to do it
for us if we don't do something.

Mr. Mihaiski. The other open item, then, was the entire
issﬁe with respect to the PIP elimination and the prompt
payment of claims under Parts A and B of Mediﬁare, which
is reflected on Llines 12, 13, and 14.

Those numbers that are on those lines represent the
staff proposal. Senator Dole and others have raised concerns
about protecting hospitals that have historically been paid

at less than 24 days.
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We have asked CBO to try and come up with what that
number would be, and it will be a costef.

The Chairman. Tell me what 13 and 14 are. Are those
alternatives?

Mr. Mihalski. No, sir. Prompt payment for Part A of
Medicare, which is hospital insurance.

The Chairman. ALl right. That'is fine. I am with
you. I didn't realize that was Part A and Part B on there.

Mr. Mihalski. Right. So, on tLine 15, the historical
average, sort of a hold harmless, for what we had been
paying hospitals. We do not know what that cost will be
at this time, nor do we know what the cost will be for
imposing the interest penalty on Part B claims, that is the
doctors' claims.

The three other parts of the amendment would be to
reinstate the PIP, once a carrier vioLatea the 24-day rule,
and that, CBO agrees, is a.moncoster. It is certainly
something the staff woula recommend.

Line 18 is to basically restandardize the way payments
are made under the prospective payment system so that the
distribution of dollars between urban and rural hospitals
is no longer on number of hoépitals but is based upon number
of discharges from those hospitals.

That is a budget neutral provision. It simply shifts

money around Within the current system.
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And the other amendment they have proposed is to change
the rural referral centers criteria, both on a case mix
criteria and the number of admissions criteria that are
currently in regulation.

People feel these are currently too high and restrict
hospitals from béing able to participate as rural referral
centers.

Because it shifts money within the system, that is also
a budget neutral provision.

The Chairman. That was Senator Durenberger's? I anm
trying to remember.

Mr. MihaLski. Durenberger,_Ddle, énd otheré.

The Chairfman. What is the will of the committee?

Senator Baucus. Mr. Chairman, I think they are good
proposals. I think we shou(d adopt them.

The Chairman. Excuse me, Max. I am sorry.

Senator Baucus. I am for them.

The Chairman. Comments from anybody else on the
committee?

(No response)

The Chairman. What do you recommend, Ed?

Mr. Mihalski. I recommend the adoption certainly of
the reinstatement of the PIP thing that we talked about
yesterday, the PPS restandardization, and the rural referral

center change, Wwhich includes grandfathering for three years
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with current rural referral centers.

The Chairman. I have no feeling. Without objection,
we will do it.

Senator Badcus. Now, Mr. Chairman, that is without
objection we will:ido what? The entire package there?

The Chairman. No. 17, 18, and 19, the amendment’s.

Senator Baucus. That is what I mean. What about 15

arld 167

Mr. Mihalski. 15 and 16, Senator Baucus, we do not
know what the costs of those proposals are at this point
in time. They will cost monéy; we dq not know how much;

The Chairman. What I am reluctant to do, Max, is this.
I am reluctant to adopt when we have only got $196 million
in that firsf year, .and we are relatively close all the way
along. I am reluctant to adopf anything that has got a
large cost if we don't have anything on it. And we don't
have anything.

Senator Baucus. How soon can we get estimates? Is
anybody from CBO here?

Mr. Mihalski. They may not be here because they are
working on that now.

The Chairman. What it is is just trying to find the
averages on Lots and lots of hospitals, and we have had a
day's notice.

Senator Baucus. Yesw I was just wondering if there was
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wéy we could instruct the staff to work with CBO to try to
getlthose estimates still as quickly as we can, in case we
have time before we get to the floor.

The Chairman. We have got the rest of the afternoon,
but that is about it.

Senator Baucus. Can we get some rough estimate by the

end of the day?

Mr. Mihalski. We may have one walking in right now.

(Laughter)

The Chairman. Does Don Muse know?

Mr. Muse. If I knew thé question, Senator, I would
probably answer it.

(Laughter)

The Chairman. How much on the hisforical average?

Mr. Muse. I am sorry?

Mr. Mihalski. The question, Don, is that we have a
proposal which basically goes to 24 days of prompt payment
rather than the current estimated 30 déys.

If we would hold hospitéls harmless for the current
histerical average payments days that they are getting now,
which varies all over the board, the question is how much
would that cost? We understood that your estimate for the
24 days assumes all payments made on the 24th day.

What we would Llike to do is at least have those-

payments that are being made sooner than 24 days to continue
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to be paid on that sooner baéis.

Mr. Muse. We do not have the distributions at this
moment to estimate that. My "guesstimateﬁ4wquld be that
it would discount the estimate somewhere between 10 and 20
percent.

Mr. Mihalski. So, you are talking about 10 to 20

_percent of the $3.7 billion?

Mr. Muse. 10 to 20 percent of the cost of what you

were indicating the proposal was.

Mr. Mihalski. ALl right. Tzken together, that proposal

is worth about $2.8 billion; so you are talking almost $280
million and some.

Mr. Muse. That is an approximation at this point in
time, yes.

The Chairman. And that is just on the historical
average, not on interest penalty B?

Mr; Muse. That is what I was asked. Yes, sir.

The Chairman. Let me do this then. I wonder if we
might switch to Senator Heinz' provision. And if in another
20 or 30 or 40 minutes, you know some more, then that is
fine; but we have enough members here to adopt amendments.
And I would like to get as much done as we can.

Senator Heinz?

Senator Heinz. Mr. Chairman, would you bear with me

for another minute or two?
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The Chairman. Yes.

Senator Heinz. I have just come from a meeting, and
I am trying to catch up.

The Chairman. Senator Mitchell?

Senator Mitchell. If I might raise somgthing, Mr.
Chairman, for the committee's consideration?

Yesterday, we adopted a provision to hold States harmless
for one year from a change in the Federal matching rate for
Medicaid, now being combuted on a different time basis than
before.

Eleven States, including four that are represented here
on fhe committee--Maine, Rhode Island, Minnesota, and
Missouri--will have a reduction in the Federal matching
rates for both Medicaid and AFDC.

The committee's provision does not include a hold
harmless for the AFDC rate, even though it is affected by
the same change.

And 1 propose for the committee's consideration
correcting what I hope was just an oversight to have the
hold harmless extend to both AFDC and to Medicaid.

The Chairman. Can the staff address themselves to that?

Mr. Mihalski. The hold harmless provision, which is
on Lline 36, was originally priced out as just a hold harmless
on the Medicaid program.

It turns out that the change we do make in Medicaid does
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affect the AFDC program, and to extend the hold harmless
then to the AFDC program would increase this estimate by
$15 million in the first year.

The Chairman. Fifty or fifteen?

Mr. Mihalski. Fifteen. So, it woula éé from 50 to 65.

The Chairman. I am inctined to do it.

Senator Mitchell. Thank you.

The Chairman. Let's adopt it.

Mr. Mihalski. ALl right, sir.

The Chairman. Now, all we have left then is the
grandfafhering on the capital payments, which I am reluctant
to do because I have a feeling that is a big figure; and that
one, we are not going to have information on.

And on the historica( average and the interest pénalty
B, plus Senator Heinz, and then the revenue issues on the
second page.

Mr. Mihalski.' We also have on Line 24 the amendment
that is still open on the occupational therapy, that is,
the expanded coverage of the program for occupational
therapists, which CBO estimates will cost $60 million over
three years.

The Chairman. I know that is one we have debated
before and adopted on close votes in this committee. My
reluctance to go ahead~-this is a new program, isn't it?

Mr. Mihalski. It is, in effect, yes, new coverage,
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expanded coverage.

This is something that we agreed to in conference. It
was a House provision last year. It was agreed to in
conference.

The Administration obiected to it stheﬁuously as a

program expansion; and therefore, it was dropped before

. final adoption of COBRA.

The Chairman. What is the Administration's view now?

Mr. Hackbarth. Mr. Chairman, the view is unchanged.
We still oppose it; and in addition, we believe the cost
estimates are understated by CBO.

Our estimates are approximately:$5b to.$60 million per
year.

The Chairman. My inctinatfon is to leave it out. What
is the committee's will?

Senator Chafee. What is the item, Mr. Chairman?

The Chairman. It is item number 24. Any objectidns
to Leaving it out?

(No response)

The Chairman. Out.

Senator Pryor. That is number four, Mr. Chairman?

The Chairman. Twenty-four.

Senator Pryor. All right.

Mr. Mihalski. The other open issue, then, Mr. Chairman,
is Line 27.
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Senator Mitchell. I apologize, Mr. Chairman. I missed
that.

The Chairman. Twenty-four.

Senator Mitchell. Twenty-four?

The Chairman. Twenty-four.

Senator Mitchell. That is the occupational therapy?

The Chairman. Yes.

Senator Mitchell. I wou[d Like tb object to leaving it
outf

The Chairman. ALl right.

Senator Mitchell. .I spoke in behalf of it yesterday.

I apologize. I was reading another document. |

The Chairman. That is fine. Record Senator Mitchell
in opposition.

Pat, on the grandfathéring, we have a problem. We don't
know the cost. This is under the capitai'payments, number
three. We do not know the costs.

wé don't know how mady hospitals arebinvolved. We are
on the ragged edge of hitting our numbers in the first
year, and we just have nothing to go on; and all I can
suggest is strong language and to indicate we want to
ameliorate it.

But I have no idea what we can put it because we have
no idea what we are talking about, and we are not going to

know by the end of the day. And if we don't do it by the end
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of the day, the Budget Committee will do it.

Senator Moynihan. Mr. Chairman, I wonder if Senator
Durenberger might want to join us. We did work out a
proposal last night with Mr. Mihalski and‘others.

Mr. Mihalski. Yes, sir. |

Senator Moynihan. And that was more than agreeable.

Why can't we do it?

Mr. Mihalski. We worked out. a proposal last night.
However, nobody knows what the impact of thaf proposal is,
what the new incentives are that are created. And although.
we could come to an agreement, because an agreement is
fairly easy to reach, it Qas impossible last night to really
sort out what the impacts and incentives are of this new
change in capital, particularly on an overnight basis.

CBO has been unable to price it out as of this
particular point in time. And from a staff position, I
would simply recommend putting off ﬁapital reform until
next year,‘protecting the savings by going with an across
the board reduction on capital under current law, including
in report language--committee report language--a requirement
that, when we do capital reform next year, that it
grandfather in old capital using the same date that is in
the proposal.

Senator Moynihan. Mr. Chairman, that not only seems

lLike a fair proposal, but it seems lLike the only proposal.
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(Laughter)

The Chairman. 1Is there objection?

Senator Durenberger. Mr. Chairman?

The Chairman. David?

Senator Durenberger. Reserving the ﬁight to object, I

suppose, Ed is making a good proposition I think that since

we can't seem to come to an agreement on the impact of the

proposél that we have been dealing with--I think they have
spent all night trying to deal with it.

So, maybe the best thing is not to deal with hospital
capital. Is that your suggestion, Ed, until hext year?

Mr. Mihalski. Yes, sir.

Senator Durenberger. Now, my apprehension about that,
of course, is the same as the people in this room, I would
imagine; and if you think you have some problems this year
coming to grips with hospital capital, wait until next year
when we are sitting around this table.

But given the sort -of last-minute nature of this
grandfathering effort, maybe that is the best thing to do.
Let the hospitals take their chances next year in an
atmosphere when we are going to have to raise a Lot more
money and save a Lot more money than today.

I think it is going to be a very difficult atmosphere
for them, but --

Senator Moynihan. Could I ask my friend: 1Is there any
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practical alternative at this moment?

Senator Durenberger. The alternative is the one that
the members of this committee have been working on and the
staff of this committee presented in the blue book as of
the blue bdok.

(Laughter)

Senator Durenberger. And . it is an effort to have a
transition with an outlier for hospitals that are iﬁ a
especially difficult position; but that did not turn out to
be satisfactory to the hospital industry, and it wouldn't
be satisfactory to the special interests at Mount Sanai
and Columbia and some of those high cost hospitals.

It wouldn't put them out of business, but compared to
grandfathering, it wasn't satisfactory. And that is why
over the weekend was this feverish activity to get us off.
of the staff recommendation and on to the conceét of
grandfathering.

So, yes, I would say there is. In fact, the
recommendation is in the blue book, and it is available.
And it may be that the grandfathering notion can be made
better, but as Ed pointed out, CBO is working on it and
everybody has been working on it.

And it is hard in a 24-hour period of time to determine
the implications of going with this grandfather proposition.

What is it going to mean to all of these hospitals? How can
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gamed? I think the toughest part, isn't it, Ed, is the
gaming proposition. Somebody gets grandfathered on their
old, and they come along and they start playing games as
between old capital and new capital.

This isn't a prejorative statement, nor is it on his

part; it is just that we don't know the answer to that, so

~we make the best recommendation.

Mr. Mihalskif That is correct.

The Chairman. Why don't we then accede to the staff's
suégestion?

Senétor Moynihan. I think it is obvioﬁsly a good thing.

The Chairman. Without objection.

.On items 15 and 16, Bob Dole wants to be here, so that
takes us down to what?

Mr. Mihalski. The next open item, Mr. Chairman, would
be in line 27, which is the amendment from Senator Heinz.

The Chairman. Senatof Heinz' proposal.

If he is still not quite ready, let's move on to the
next page and do the revenues while we still have people here
to adopt things.

Mr. Mihalski. Mr. Chairman, there still is an open
item then in the Medicaid area, which is the presumption
of eligibility for pregnant women that Senator Durenberger
raised yesterday. It is on Lline 34.

The Chairman. Oh, I apologize.
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Mr. Mihalski. That is a $2 million a year proposal.

It is very little money but, as Senator Long and others
would point out, it is in some peoplé's estimation a sort
of a risky business to pbay to have somebody walk ‘into a
clinic or doctor's office and say, yes, you are éligibLe

for Medicaid, and we will find out later whether you really

_are, which is what I believe is a sort of a fair description

of what this does.

The Chairman. Comments?

Senator Durenberger. I have something just Llaid in
front of me, Mr. Chairman, and 1 have got a different
proposition; but I am not sure I know where it is.

The Chairman. why don't we take Senator Heinz then
onh the other one?

Senator Durenﬁerger. ALL right, then. Let's do that.

The Chairman. All right. Go ahead, John.

Senator Heinz. WMr. Chairman, yesterday I brought up
the issue of'having the PROs review the quality of care in
post-acute settings, such as nursing. homes and home health
agencies.

And it is not, as I think most of my colleagues are
aware, an idea which we have not given careful attention to.
This committee has held hearings on it--Senator Durenberger.

The Committee on Aging, which I chair, has held hearings

on it. The Ways and Means Committee not only held hearings
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on it; they have adopted a'gubstantiatly similar provision.
And indeed, in addition to myself, Senator Grassley,
Senator Durenberger, Senator Chafee, Seﬁator Moynihan,
Senator Bradley, and Senator‘Matsunaga, are co-sponsors of
the legislation, S. 2331, to have the PROs do and expand

their review of the quality of care to include post-acute

settings.

The specific proposal that I am making would be for
each PRO to devote a reasonable proportion of its effort
to these kinds of quality of care reviews generally. And
in additdon, each PRO would be»required to provjde that a
reasonable allocation of its quality of care review
activities is made among different cases and settings,

including post-acute care settings, ambulatory settings,

and health maintenance organizations, for which essentially

probtems in quality have been identified.

And those last qualifying words are important words.

Thén, the Secretary of HHS would be required to identifyv
methods to assist PROs in idéntifying those vases which are
more likely to be associated with quality care problems.

In other words, this isn't asking the PROs, Mf.
Chairman, to do a blanket review of post-acute care. Indeed,
it is specifically worded to direct them to do . a targetted
review.

Now, I don't know of any philosophical objection to the
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amendment. We are saving a Lot of money by people getting
out of hospitals--moving them out somewhat sicker, somewhat
quicker--and they are getting a good deal of what used to
be hospital coverage in nursing homes and by home health
care agencies.

So, it is logical that we extend our quality review

.accordingly.

The only objection I know to this is on cost grounds;
and the costs are, in the first year that this would be
implemented, which would be start-up costs in fiscal year
1987,»and then starting iﬁ fiscal years 1988 and 1989,
contract-related costs.

We would not be asking anybody to renegotiate or amend
current contracts, as we clarified yesterday.

The cost would be $5 million in the first year, $11
million in the second year, and $12 million in the third
year.

Now, I know that the committee has some concerns about
coming in on the money; but when we talk about $5 million
in the first year, 1987, and Qhen fully implemented on an
annuallbasis, $12 million for quality review, in view of
the literally billions of dollars that we are saving and
the dramatic changes we are making in the health system,

I just don't find the cost argument all that persuasive.

We are making judgments in this bill that we are going
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to reimburse hospitals at a DRG rate, an increase of 1.5
percent. That is probably as good as some number;, better
than others, worse than some others.
And there is a $400 million a year savings associated
with that judgment. If you want to save a little money,

let's make it 1.99 percent, or excuse me, 1.39 percent;

and we will find a way to pay for it.

But I would hope that we can find a way to pay for this
becauée all the things we are doing, Mr. Chairman, in the
way of quality assurance really fall by the wayside at the
hospital doof.

The Chairman. Let me ask this. Ed, are youlﬁresuming
that this amendment was going to be adopted and the figures
are included in the costs on it?

Mr. Mihalski. Yes, sir.

The Chairman. So, we found a way to pay for it?

Senator Heinz. 1 beg your pardon, Mr. Chairman?

The Chairman. We féund a way to pay for it.

Senator Heinz. So we can adopt it?

The Chairman. On the merits. You:can consider it on
the merits,; but if it is adopted, it is assumed paid for in
our figures.

Senator Heinz., If the chairman liked the amendment, I
hope he will agree with it.

The Chairman. I think it is a good amendment.
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Senator Heinz. Mr. Chairman, I thank you. I don't
know of any objection to it. Maybe there is some.

The Chairman. Comments?

Senator Baﬁcus. Mr. Chairman, is this on the capital?

The Chaifman. Pardon me?

Senator Baucus. Which amendment are you on right now?

The Chairman. We are on 27.

Senator Baucus. Oh, fine.

The'Chairmén. Without objection.

Dave, are you ready? The vote on the amendment is
now commencing if yod are ready, Dave?

Senator Durenberger. No, I wfll wait.

The Chairman. ALl right. Let's discuss for the moment
the revenués. We have about five minutes before we have to
go and vote.

Senator Moynihan. Mr. Chairfman, are you sure you
wouldn't want to use the five minutes for quiei meditation?

(Laughter)

The Chairman. I haven't had it on this issue for
several weeks.

'Mr. Colvin. The three revenue items are on page 2.
They are revised somewhat from yesterday based on thé
instructions from the committee.

The State and lLocal Medicaid tax coverage would be
mandated, effective May 1, 1987.
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The telephone tax would be four percent, beginning
September 1, 1986 and running through February 2, 1989.
And the faster tax deposit rule would apply only to
tobacco, moving that from 25 days after the period to 14
days.

The Chairman. Comments on any of these? John, are

-you going to offer your tobacco one, your cigarette tax?

Senator Chafee. I notice that to make th%s thing work,
you have increased the telephone tax from three percent to
four percent.

The Chairman. Yes.

Senator Chafee. That is the kicker here. I will be -~

Senator Heinz. Mr. Chairman, are we going to adjourn
while we go over to vote?

The Chairman. No.

Senator Durenberger. Mr. Chairman, I have one small
item we might want to consider.

The Chairman. Yes.

Senator Durenberger. This has to do with the peer
review of certain surgeries. Back in COBRA, we required
the Secretary tq set up a process for bre- or post-procedure
review of ten surgeries where we thought there was probably
overpricing going on.

And we have a Line on page 20--1I believe it is-=-of the

blue book which specifies that a recommendation, that at one
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time some of us thought was necessary, that there be a
specific pre~-procedures review of cataract surgeries as of
January 1, 1987.
Now, I have personally come to the conclusion that
specifying that isn't essential because what we are trying

to do is get at this cataract surgery review; but the

-Secretary is a lot more capable than we are of making the

decision whether it be pre- or posf-procedure.

So, I would recommend that we take . out one of those
sentences. Do you know which one it is, Ed?

Mr. Mihalski. Yes, sir. It is the sentence that talks
about having the PROs do.this reviewuto'determine whether a
cataract surgery is necessary.

That is something that is already addressed in COBRA.
It would be no probleﬁ dropping it out of this; and because
it is addressed in COBRA, the CBO estimates that it has no
dollar impact.

Senator Durenberger. Thank you.

The Chairman. Any objection?

(No response)

The Chairman. John?

Senator Heinz. Mr. Chairman, this is not an amendment,
but I have a brief comment I would like to make.

As I think my colleagues all know, LTV Steel Company,

the corporation, filed for a reorganization under a Chapter
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11 last Thursday, the 17th. And at that time, they
terminated the health care coverage for 78,000 retired
employees--78,000 of them.

And for retirees, we tend to take it for granted that
they are on Medicare, but in th{s case the majority of the

78,000 are too young for Medicare. They took early

retirement.

And you have a situation uhére.peopte have taken early
retirement because the corporation, going back a number of
years, has promised them a number of benefits and among
them was health care coverage.

And now, the company, by virtue of going into Chapter
11, is saying that they have the right to terminate that
health care coverage.

Whether or not they do under the law is something that
will be litigated, but it seems to me that these former
employees are really being left out in the cold and they
are going to be forced to try and find some health care
coverage they can afford.

If you have ever tried to do that as an individual of
age 55, let's say, you can find it, but it is priced only
so John D. Rockefeller, I could afford it.

And I think that Congress should take a very serious
Look at this because I am deeply troubled that employers
think that they can arbitrarily default on such commitments
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to their retirees; and I would like to see that we address
that issue.
We had a hearing, I believe, Mr. Chairman,.on this
issue last year, and we are going to have another one in
the Aging Committee in August; but in the meantime, I would

like to see Congress restate its intent that an employer

entering into bankruptcy cannot unilaterally reject retiree

health benefits prior even to consulting the courts.

Now, I am not going to pfess any amendment here in the
Finance Committee, Mr. Chairman. I have discussed it with
your staff, and I respect your wishes on that.

However, it is my %ntention to pursue this by an
amendment or a resolution to this effect when reconciliation
comes to the floor, probably by resoLUtion, to put the
Congress on'necord as to what it is we did intend when we
rewrote or clarified, at least thought we clarified, the
bankruptcy possibilities under Chapter 11.

fhe Chairman. Max?

Senator Baucus. Mr. Chairman, did we take action on
number 57

The Chairman. Yes. Ed, on the first page, number 5
is part of the grandfiathering part, isn't it?

Senator Baucus. Could I ask whether the sole community
providers are protected, that is, historical costs for

sole community providers?
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Mr. Mihalski. I believe within the numbers we can do
that.

Senator Baucus. That was the original understanding
yesterday. I want to make sure that that continues under
this proposal.

The Chairman. ALl right. Let's go vote and come back
in about 20 minutes.

Senator Durenberger. I don't want to associate myself
with John Heinz' rgmarks; That is a very serious issue.

(Whereupon, at 2:12 p.m., the meeting was recessed.)

(Continued on next page)
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AFTER RECESS

(2:38 p.m.)
The Chairman. The Committee will come to order, please.
I wonder if we might consider the revenue pages, and
we have three revenue items mentioned: State and Local
Medicare, Telephone Excise, and the speedup of the Tobacco

Tax Deposits.

Comments on the state and local Medicare? Bill
Armstrong?

Senator Armstrong. Mr. Chairman; I think the state
employees are getting a raw deal on this. 'I suppose that
anybody who finds their taxes increased in some way is going
to feel that way; but I think in this case that they are
right.

We went through this issue pretty thoroughly a year ago,
and after a lot of pulling and hauling, and pretty careful
consideration, we decided that we would phase it in. And
my sense of it is that that phase-in is a fairly rapid
process. I think that the turnover of state employees is
9 or 10 percent a year; so that under the present law
practically all state employees will soon be covered.

The proposal that is .in here; to simply put them all in,
after we looked at it thoughtfully and carefully last year
and decided not to, doesn't seem quite fair to me.

Now, what I am not sure of is what to do about it.

Moffitt Reporting Associates
Falls Church, Virginia 22046
(703) 237-4759




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

29

Obviously we have to have some revenue from some source, and

that is why I have been listenihg intently to see what is
going to happen to Senator Chafee's amendment, because just
by coincidence, as far as I know, the amendment which he
has in mind comes out to about the same amount of money as
would be necessary to afford relief on this point to the
state employees. So, that is at least something I am going
to loék at.

I just mention this. I have not had an opportunity to
discuss it with many members; I have talked to one or two,
at least one of whom made the sage observation‘that, "Well,
it doesn't matter, because the Chairman has got the votes for
it in its present form," and if that is the case, it wouldn't
be the first time, I guess, so I wouldn't be too surprised.

I just want to note in passing that I think this is a
problem, and at least this one group of people, which is not
a very affluent segment of éur society, is kind of taking it
in the neck.

The Chairman. Well; I don't know what the committee may
do. Once before we voted 13-to-5 to put it into effect
immediately. On the floor we deferred it for one year, but
to put it in effect after a year for all employees.

I am not wedded to this. I am goihg to vote against any
further increase in cigarette taxes. We have got to meet

our revenue number somehow. I have not counted any votes on
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this; I was just presuming from the way the committee has
foted twice before that that is probably the way they felt.

Senator Armstrong. Well, Mr. Chairman, how about this:
Have you ever heard the old sayving, "It pays to advertise"?
I would like to consider my statement an advertisehent, and
just ask are there any other members of the committee who
feel that way. And if they do, if they would like to present
£hemse1ves, either publicly or privately, I am ready to tfy
to work something out. |

"I haven't got a specific proposal; I‘just have a cohcern.__
And if there are several of usbwho do, then maybe we can come
up with an alternative source of revenue that would meet the
reconciliation, without doing it in this way.

The Chairman. Senator Bentsen, and then Senator
Mitchell.

Senator BentSen. Mr. Chairman, I share the concerns. I
did before. I think I was one of the five that were against
it. But, the mandatory cdverage of local e@ployees such as
municipal workers and school'personnel is a tough burden. It
is going to affect about half the cities in my own state and
the school districts.

what we are facing in our state is a tremendous loss of
revenue because of what has happened to oil and gas, and we
are looking at a $3-million deficit in our state budget. We

have to raise taxes substantially, and this is just adding to
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that problem. I would very much prefer that we choose an

alternative source, and I am very interested in what Senator
Chafee is going to have to offer in that regard.

It is not a question of saying I am just against any
kind of cost increase; I am choosing another one in place of
this one. So I will be casting my vote against it.

The Chairman. Senator Mitchell?

Senator Mitchell. Thank you, Mr. Chairman.

As you will recall, I offered the amendment that was
defeated 13-to-5 last year, and we debated it at great length|
I will not repeat that, but I would like to just make a
couple of points.

I agree with Senator Armstrong. I think this is a most
unwise proposal. Essentially what we are doing is forcing
every municipality in this country to raise its taxes so we
can go around saying, at the federal level, "We are against
taxes." That is exactly what we are doing, because every
municipality will have to raise its taxes to fund this.

I also make an interesting note, Mr. Chairman. Yesterday
when this proposal was before us, it called for an effective
date of July 1, 1987.

The Chairman. June 1, yesterday.

Senator Mitchell. I have it right in front of me. Well,
maybe I am reading the wrong document. It says 7-1-87. Maybe€

it went from July 1 on this document to June 1 yesterday, to
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May 1 today. I shudder to think what would happen to the

municipal employees if this went on for several more days.
The Chairman. If you adopt it now, it stops at day-one.

(Laughter)

Senator Mitchell. This might stem the tide, huh?

(Laughter)

Senator Mitchell. So, I just think it is the wrong
approach. Again, it is part of this effort to say we are
not raising anybody's taxes; so every municipality and every
state has to raise their faxes to accommodate us. And for
all the reasons that were made in thé lengthy debate we had
last year, I express my oppOsition.to this proposal.

The Chairman. The argument I would make is the same
one I made on the floor last year, in terms of Medicare. We
presume actuarily that some péople are going to collect, even
if they never pay anything into it. There is no
differentiation here like there is on Sociai Security. You
work; your spouse doesn't; when'your spouse becomes eligible
for Medicare, the spouse collects fully.

So, we presume to pay for that by saying, partially
actuarily; "Okay; you work; your spouse works, you both pay
into Medicare;.even though the spouse doesn't get any more
benefits because the spouse works all the time." But we
make a distinction: If you work for IBM, you pay into it.

If you work for the city;_you'don't. And with the state,
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you don't. And yet, you still get the same benefits.

I think it is unfair to say;_fqr a particular class of
people -- those who work for a municipal or State government
-- that they are going to get all of the Medicare benefits
but never pay anything into it. But you just make a change
and instead of working for Bangor, Maine, you work for IBM,
you do pay into it. You don't get any more benefits.

And those pedple; therefore, to make this system come
out acfuarily sound, those people who work or those married
couples who b&éh work are paying in a little'extra, a little
bit, so that those who work for municipal governments can
have the benefits of Medicare but pay nothing into it.

Senator Mitchell. Well; of course, Mr. Chairman, the
example you cite is a highly specific one, in which one
spouse is employed and the other is not, and one is employed
by a private corporation and the other by a public entity. I
am sure you will agree that that example is not apblicable
to a circumstance in which an individual works for a public
government and would not be eligible for Medicare benefits.

So, you can make up an éxample of a circumstance in
which it would be unfair in one way; there are an equal
number of examples that could be made up the opposite way.

So, I think that, while I accept what you said as
accurate, it of course describes only the specific situation.

The Chairman. Except on the latter one, where the person
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is single, at the moment they don't pay any Medicare taxes and
and are not eligibie for Medicare;

Senator Mitchell. That is right. They get no benefits.

The Chairman. They get no benefits, and they pay no
money .

Senator Mitchell. Right.

The Chairman. Now; if they pay money they get benefits.
It is not like they are being taxed for something they are
not going to get.

Senator Mitchell. I understand that, but the point of
your driginai example was that someone is getting a benefit
for which they did not pay.. And my response to that is,
there are many others similarly éituated who don't pay and
won't get a benefit.

Mr. Mihalski. Mr. Chairman; there was a study that the
General Accounting Office did in 1982 on the issue. They
1ooked at federal retirees. And the federal retirees that
were age 65 or over -- 81 percent of them at that time were
also entitled to Medicare on the basis of work outside of
their federal employment.

The Chairman. I know it, and we presume from that that
state and local government probably wasn't much different.
We didn't have any study on it, but we presumed about the
same.

Mr. Mihalski. Yes, sir
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! Senator Mitchell. But I would say that there is
2 absolutely no evidence upon which to base that presumption.
3 The Chairman. No, granted that.
‘ Senator Mitchell. I could just with equal force say,
° "] presume that the opposite is true Qith state and local
8 employees."
’ The Chairman. Further discussion?
8 Sénator Chafee. What are we on now, ahything in
5 connection with the revenues; Mr. Chairman?
10 The Chairman. Well, at the moment we have been on number
" one, the Medicare, and the state and local Medicare tax. I
12 have not yet put it for a vote.
"3 Senator Chafee. Just you are voting on line-by-line.
' ! The Chairman. Further discussion?
1 (No response)
16 The Chairman. Well; let me put it as a vote and see
7 | where we come out. I think on this-one I have no idea. I
'8 can't remember who voted which way, but on this one I would
19 invite those who have not voted, those who were not here to
20 vote. And I wish their staffs would give ﬁhem a call.
21 I will just put the motion that we adopt item number one,
22 the State and Local Medicare Tax Effective May 1, 1987.
23 Senator Mitchell. <Could we have a rollcall?
' 24 The Chairman. Yes, I would be happy to.
T 2 Clerk, call the roll.
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The Clerk. Mr. Dole?

(No response)

The Clerk. Mr. Roth?

(No response)

The Clerk. Mr. Danforth?
Senator Danfofth. Aye.
The Clerk. Mr. Chafee?
Senator Chafee. Aye.

The Clerk. Mr. Heinz?

(No response)

The Clerk. Mr. Wallop?
(No response) .

The Clerk. Mr. Durenberger?
Senator Durenbergef. Aye.
The Clerk. Mr. Armstrong?
Senator Armstrong. No.
The Clerk. Mr. Symms?

(No response)

The Clerk. Mr. Grassley?
Senator Grassley. Aye.
The Clerk. Mr. Long?
Senator Mitchell. No, by proxy.
The Clerk. Mr. Bentsen?
Senator Bentsen. No.

The Clerk. Mr. Matsunaga?
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Senator Matsunaga. Aye.

The Clerk. Mr. Moynihan?

Senator Moynihan. Aye.

The Clerk. Mr. Baucus?

The Chairman. Aye, by proxy.

The Clerk. Mr. Boren?

Senator Boren. Aye.

The Clerk. Mr. Bradley?‘

Senator Bradley. Aye.

-The Clerk. Mr. Mitchell?

Senator Mitchell. No.

The Clerk. Mr. Pryor?

(No response)

The Clerk. Mr. Chairman?

The Chairman. Aye. And Senator Heinz, aye by proxy.
Wallop, aye by'proxy.

The Clerk. Twelve Yeas, four'Nays;

The Chairman. Adopted.

Let us move on to the 4-percent telephone excise tax.
Discussion?

Senator Chafee. Mr. Chairman, what would it cost if that
were dropped, just continuing the three percent? I know that
the three percent is meant to expire, so that juggles the
figures; but what I am really asking is the difference between

the continuation at three percent, totally, and going to the
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four percent, as suggesﬁed. " What is the difference?

The Chairman. ' Do you want the three-year total?

Senator Chafee. Yes, please.

Mr. Weiss. The three-year total would be approximately
$1.7 billion; if you simply continued the thfee percent and
used the same expiration date as in the item on the sheet.

The Chairman. Is that all? I thought we had a bigger
figure than that. |

Mr..Weiss. The bulk of the revenue --‘the bulk of the
three-year total is the extension.rathef than the increase.
The extension is more than half of that $4.1 billidn.

The Chairman. I am confused. If it said three peréent
telephone excise tax effective 941-86 to 2-28-89, that
figure would be.1.7 instead of 4.07? There is a difference
of $2.3 billion?

Mr. Weiss. It would be about 2.3; or so.

The Chairman. The total would be 2.3?

Mr. Weiss. Right. The extension at 3 perdent through
February 28 would be about 2.3.

The Chairman. Oh. So, it is 1.7 short?

Mr. Weiss. Right. And so, the exﬁra pefcehtage point
gets you the 1.7.

The Chairman. Which would put a short on dur totals,
both in 1987 and totally?

Mr. Weiss. That is correct.
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Senator Chafee. I am not quite sure how they do their
figuring.

The Chairman. I think what he is saying; John, is that
the bulk of the increase is not the extension, but it is
going up one percent.

Senator Chafee. Yes.

Mr. Weiss. It is the other way around, I think.

The Chairman. The other way around?

Mr. Weiss. Yes. The extension piece of this is about

The Chairman. All right.

Mr. Weiss. And then the extra percentage point is
about 1.7. Right, roughly. So it brings it up to about four.

The Chairman. Discussion?

Senator Chafee. Mr.‘Chairman, I am not for that increase
in the telephone tax. I know there is the suggestion of
separating it out to business and individuals, but I wouldn't
favor that either, because I think this is another increased
tax on business, which means jobs.

At the same time, we are hitting everybody on the
telephone tax, regardless of income. So, Mr. Chairman, you
are talking 1.7, Randy. Is that right, over five years?

Mr. Weiss. The three year total for that extra percent,
that's right.

Senator Chafee. And if we went to, on the cigarettes,
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an eight cent increase, we would get $5 billion, roughly.

Mr. Weiss. That is correct.

Senator Chafee. So, at the appropriate time -- now, I
know that people will see the difference and try to latch
onto it. I would not be for using it for other purposes,
except I would hope that we certainly would cover the
proposition that Senator Bentsen and I have worked on, that
is the Maternal and Child Health. Although, I understand that
$75 million has been -- the money is available for that.
That is the Maternal and Child Health. Is that correct?

Senator Bentsen. It is in the budget.

Senator Chafee. All we have to do is authroize that
here?

Mr. Weiss. Yes, sir.

Senator Chafee. So, I would come forward with --

The Chairmaa. But is that the one -- I am trying to
remember. Is that the one that is extraneous, and we were
going to offer it on the bill? I will support it. I can't
remember the number. I want to say 1868, or 1688, or N
something like that.

What are you suggesting, John?

Senator Chafee. I am suggesting that -- well, of course,
if we let the telephone tax expire as required at the end of
'87, then what would we be talking, in dollars?

Mr. Weiss. If you simply retain present law on the
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telephone tax?

Senator Chafee. Yes.

Mr. Weiss. Then you would lose this $4.1 billion that
is on the sheet. That would then be your target, I guess.

The Chairman. When does the telephone tax expire?

Mr. Weiss. It expires at the end of calendar year 1987,
the end of next year.
| The Chairman. Then I am confused as to your answer to
John's question. You just said if we let if expire, what
happens? We don't need all the four billion then.

Senator Chafee. If we let the whole thing expire, as
per law, would you then lose the total amount you have from
this figure?

Mr. Weiss. Yes, because this figure is relevant to
present law. So, this is the increase relative to leaving
it at three percent through the end of 1987.

The Chairman. Well, if you left it at three percent
through the end of 1987, and that is when it expires, do you
mean leave it the way it is?

Senator Chafee. That's right, just do nothing.

The Cﬁairman. We have got to pick up some money through
'87 if you leave it at three percent, don't you?

Mr. Weiss. No, but in present law it is at three

percent.

The Chairman. I understand that. So, you are saying
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these are the figures above present law?

Mr. Weiss. Exactly. These areltﬁe figures above
present law.

The Chairman. All right.

Mr. Chapoton. Mr. Chairman, I think the membess of
this committee know the . position of the Administration is
opposed to any increase in taxes for budget reductioh
purposes, and we would consider the extension of the three
percent tax or the increase, the one-percent increase, to be
a tax increase. And the Administration would be opposed.

The Chairman. Or the cigarette tax, I presume.

Mr. Chapoton. Or the cigarette tax.

The Chairman. Discussion?

Senator Chafee. Well,'Mr. Chairman, do I have to do this
in two steps?

The Chairman. Why don't you just offer it as a
substitute?

Senator Chafee. All right. I would offer as a
substitute for the telephone tax the eight-cent increase in
the cigarette tax.

I think we have set forth these arguments. I have just
briefly touched on them. The cigarettes are a costly item
to the public health expenses of the nation, on the one side,
and it is clear that a tax increase is going to discourage

new smokers -- perhaps not those who are already habitual
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smokers.

On the other side of the coin, the increase in these
taxes affects everybody; that is, on the telephone tax,
practically everybody in America has a telephéne, Many of
them are poorer people. I think we were all shocked when we
were in the Tax Conference and saw that, I believe, the
statistics were one-quarter of the people in the United
étates have a taxable income of $8000 or less.

Senator Mitchell has spoken on this se?eral times, and
I think eloquently. So, I would propose that substitution.

The Chéirman. Bill Bradley?

Senator Bradley. Mr. Chairman, I wbuld like to éupport
Senator Chafee in his effort and add one additional fact:
That is, if the excise tax were to be at the real figure that
it was in 1951, it would have to be at 32 cents a pack. This
doesn't even come close to being where the real figure was in
1951.

In 1951 the cigarette tax was eight cents a pack. To
represent the same proportion of the price, it would have to
be at 32 cents a pack. This raises it only eight cents to
24 cents a pack, and I think it is a much better way to get
the revenue than a telephone tax. |

Senator Bentsen. Mr. Chairman, I would also like to
support Senator Chafee and what he is striving to do here. I

think that not only is it a much more equitable way to put
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this tax on but I think it is a contribution to health in
the process.

I think it is a fair tax and has a good social
objective, in addition.

The Chairman. Do we eVér have any statistics as to the
economic incidence of cigarette tax? Who buys cigafettes?

Mr. Weiss. Mr. Chairman; I believe there are some data
on that from the Consumer Expendituré Survey. Unfortunateiy,
I don't happen to recall exactly what the pattern is.

The Chairman. I just wondered if the poor
disproportionately smoked more than they telephoned.

¢ (Laughter) |

Mr. Weiss. Unfortunately I am not aware of what the --

The Chairman. Senator Danforth?

Senator Danforth. Mr. Chairman;AI'm sorry. Senator
Bradley I think was speaking.

Senator Bradley, I was just going to say I think they
do both, but only one is dangerous to your health.

Senator Bentsen. Mr. Chairman;‘I would like to enrich
their health by putting this tax on cigarettes.

The Chairman. Senator Danforth?

Senator Danforth. ' Mr. Chairman;_the cigarette tax has
been with us a long time. It is my impression that, as a
percentage of the cost of a package of cigarettes over the

last couple of,decades; it has declined significantly. 1Is
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that right, Randy? Or do you know?

I was Senator Chafee's predecessor in offering this
cigarette tax some years ago, and I don't remember the
figures but I do remember making the arguﬁent that the tax
as a percentage of the total cost of a pack of digarettes now
is much lower than it had been, say a decade or two ago.
Does anybody know that?

Senator Bradley.  Yes.

Senator Danforth. Or;;can I.just,assert that?

Senator Bradley. I think you can assert that; because

~in 1951 the tax per pack was eight cents. Now; offhand I

don't know how much a pack of Luckies cost in 1951, but my
guess it was much less than what it is today; in fact, we
are only ihcreasing it from 16 cents to 24 cents with this
amendment.

In real terms, according to the statistics that I have
here} it has been a decline of 50 percent in real terms
since 1951.

Senator Danforth. Well; I support Senator Chafee's
effort. I think that this is more equitable. Telephone
service is a true necessity in today's world; cigarette
smoking is not. Cigarette smoking in and of itself
endangers health. This isn't a matter of abusing cigarettes,
it is the mere fact of smoking cigarettes that is a danger

to health.
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The Federal Government spends aignificant amounts of
money -- again, I don't have the figures, but it is
undeniably true that the Federal Government spends
significant sums of money through Medicare and Medicaid and
disability insurance in payihg for the costs of smoking.

So, I would think that this would be something we would
@ant to do.

The Chairman. Could I ask again that the staff be
prepared to give me their bosseés' proxies one way or the
other, because I would like everybody to be registered on
this if they can. It has been a close vote before, and they
probably will want to be registered again.

Dave?

Senatof Durenberger. Mr; Chairman; on the issue -- I
don't know if we are going to vote on telephone versus
cigarettes or juét vote for or against cigarettes. I don't
whether I have a half dozen telephones in my home or eight
of them scattered around the house. I have young kids who
spend hours on the telephone.

I don't want to use just me as an example, but I would
challenge the contention that telephones are a necessity
across the board, whereas the consumption of tobacco is a
luxury or an elective, or something like that.

But regardless, I don't know that we should make a
decision on that basis. I intend to vote against the tobacco
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tax, unless -- and I think the only time, maybe earlier this
year,.that:I have supported John‘in this effort is when I
knew that the tax was going to go into something other than
national defense or all of these elderly programs that we
continue to approve here. If it actually went to communities
so that they could do something about getting young mothers
off of smoking when they are pregnant for the first time,

and teach them something about the value of not smoking, if
you could see some of this mdney being directed towards an
end that is somehow related to the problems created by it,

I would see the national government coming along and saying,

."We ought to discourage it, on the one hand, and the

resources that are collected should be.put-into education,”
and all that sort of thing.

But all we ére doing is taking another eight cents, or
something like that, off of this, and it is going to
evaporate, meaning the states and local governments and other
units of government that have only excise taxes to go to get
revenue, it is made more difficult for them to go to the
cigarette tax or one of these other taxes as a source of
revenue. So, I think we ought to think twice before we make
the switch.

The Chairman. Further discussion?

Senator Matsunaga. Mr. Chairman?

The Chairman. Sparky?
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Senator Matsunaga. What is the estimated total which

the eight cents would bring in, as compared to the telephone

tax?

Mr.

Weiss. The eight cents would bring in $5.0 billion,

and the telephone tax would bring in 4.1, over the three

years.
The
(No
The
The
(No
The
(No

The

Chairman. Further discussion?

response)

Chairman. If not; Clerk; céll the roll.
Clerk. Mr. Dole?

response)

Clerk. Mr. Roth?

response)

Clefk. Mr. Dénforth?

Senator Danforth. Aye.

The

Clerk. Mr. Chafee?

Senator Chafee. Aye.

The
(No
The
(No

The

Clerk. Mr. Heinz?
response)
Clerk. Mr. Wallop?
response)

Clerk. Mr. Durenberger?

Senator Durenberger. No.

The

Clerk. Mr. Armstrong?

Senator Armstrong. Aye.
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The Clerk. Mr. Symms?

(No response)

The Clerk. Mr. Grassley?
Senator Grassley. No.

The Clerk. Mr. Long?

Senator Bentsen. No, by proxy.
The Clerk. Mr. Bentsén?
Senator Bentsen. Aye.

The Clerk. Mr. Matsunaga?
Senator Matsunaga. Aye.

The Clerk. Mr. Moynihan?

Senator Moynihan. Aye.

The Clerk. Mr. Baucus?
Senator Chafee. Aye, by proxy.
The Clerk. Mr. Boren?
Senator Boren. Aye.

The Clerk. Mr. Bradley?
Senator Bradley. Aye.
The Clerk. Mr. Mitchell?
Senator Mitchell. Aye.
The Clerk. Mr. Pryor?
(No response)

The Clerk. Mr. Chairman?
The Chairman. No.

Wallop, No, by proxy.
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The Clerk. Ten Yeas, five Nays.

The Chairman. Ten Yeas, five Nays. Do any of the
staff here know how their members want to vote?

(No response)

The Chairman. All right. I will leave it open for
about 15 or 20 minutes more.

John, let me ask you this: If thié passes, do you have
any objection_to dropping the faster tobacco tax deposit?
You will have enough money to cover it, anyway.

Senator Chafee. No. I don't fully know what that is.

The Chairman. It is a speedup on how fast they pay .
their excise faxes to the Government.

Senator Chafee. I don't want to be looked on as
vindictive against the tobacco industry.

(Laughter)

Senator Bentseh. Mr. Chairman, fhough,'he did raise
another point. Senator Chafee aﬁd I have worked on this
Maternal and Child Healfh Care, which is about some $70-some
million, and it was suggested it was exraneous; but we have
taken quite a number of extraneous things so far, and I think
this is a material one and a very meritorious one, and I would
hope we could reconsider, along with having taken several
already.

The Chairman. I don't think we have taken any extraneous
ones, have we?
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Senator Bentsen. Well, I understand we have.

The Chairman. Which ones? I thought everything was
reasonably related. I know we didn't on the revenues. Ed,
did we on the outlays?

Mr. Mihalski. There was some discussion as to whether
some would be extraneous, but by and large they move money
around, and it was felt that because of the moving of money
around they were not extraneous.

The Chaifman. Do you mean like the rural referrél?

Mr. Mihalski. Yes} sir.

Senator Bentsen. But in this one we had a budget
resolutionithat-provides for it, anyway. I don't think anyone
is going to quarrél with you if we take care of it in this
bill.

Senator Armstrong. Well, except; Mr. Chairman, this:
Some of us are sitting on some very worth amendments which
are extraneous; as this is. At least in one case comes to
mind an amendment that is not as popular perhaps as the one
that Senator Bentsen recommends, but which from a
parliamentary situation is in exactly the same posture.

Senator Bentsen. Except, the budget resolution takes
care of this one already and provides for it.

Senator Armstrong. Well} but that isn't the point of the
limitation on extraneous material with respect to the rule

put through under Senator Byrd's initiative, and I think
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wisely so.

I guess what I am asking is, I don't object to taking
your amendment, Lloyd, but I guess I am really exploring
where that leaves the rest of us who are withholding the
offering of amendments which would otherwisellogically fit
here, were it not for the limitation on extraneous material.

Senator Bentsen. All right.

The Chairman. Let me ask again if the staff could
please --

All right. We will leave this open for a few more
minutes. But if it passes, that takes care of our revenues.

Here.is Senator Dole. 'Bob, so far I<am:holding the
vote open. It is 10 Yeas, five Néys on an eight-cent
cigarette tax.

Senator Dole. I vote No.

The Chairman. I votea No. That is 10-6.

Susan, who is left that hasn't voted?

The Clerk. Mr. Roth, M[. Heinz, and Mr. Pryor.

The Chairman. Then I am missing one. I have oniy 16.
Can you give me the Yeas and Nays? I mean, who voted which
way, then? 1Is the vote 10-7?

The Clerk. I am sorry, 10-6.

The Chairman. Okay, who is missing?

The Clerk. We are missing Roth; Heinz, 8ymms; and

Pryor.
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The Chairman. Thank you.

Mr. Weiss. Mr. Chairman, the package is clarified. The
numbers I gave, the 5.0, assumed a permanent eight-cent
extension of the cigarette tax. I just didn't want there to
be any confusion that it corresponded to the dates on this
piece of paper for the telephone tax.

The Chairman. No, I think that was understood. Yes.

Further discussion on outlays?

Senator Matsunaga. Mr. Chairman?

The Chairman. Sparky?

Senator Matsunaga. I asked for reconsideration of item
number 24, an amendment which I had early offered and which
was accepted on occupational therapy.

The Chairman. Well, apparently it wasn't accepted
yesterday. I asked the Staff, and they said No. We took it
out this morning on the urging that it was a new program, but
you are welcome to bring it back up again. Go ahead.

Senator Matsunaga. The new figures, as indicated on the
sheet passed out today, indicates the total cost of $60
million over the three-year period. And since we just saved
$928 million by raising the eight-cents-on-tobacco-tax, that
would easily cover that.

But what I am trying to say is, Mr. Chairman, that that
figure, according to a letter which I received earlier from

the CBO estimates, which I quoted yesterday, of $47 million,
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evidently costs have gone up. It is up from 47 to 60.

But the CBO estimate; and I quote from that letter dated
March 20 of last year, the CBO estimate of July 1984 did not
include savings due to lower-cost settings or decreased
hospitalization. | |

I have here an estimate made by the hdspital association
;tself, the American Occuéational Therapy Association, and
based on 20 percent of Medicare patients who receive
occupational therapy services in outpatient departments of
hospitals switching to rehabilitation agency as proposed
under the amendment, and 20 percent of such patiénts
switchingvto private-practice settings, we have an estimated
cost savings of $9.6 million in the first year.

A further study ﬁade by the American Occupational
Therapy Association indicates that $25,8 million costs
would be prevented through the occupational therapy services
as covered under my amendﬁent.

This Qould actually mean a savings, even over the next
three years. And as you project it further, and it is
expected that more and more will take advantage of the
offering of therapy services provided in the treatment in
the outside-of-the-hospital complex, then the savings will be
tremendous; because this estimate of $25.8 million cost
savings is based purely and merely on a_one-percent

rehospiatlization rate.
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As a matter of fact, Mr. Chairman, the Blue Cross/Blue
Shield of Maryland decides they would include occupational
therapy services as their standard component of the health
insurance policy coverage, with no increase in premiums. And
this is based on the fact that the Blue Cross/Blue Shield
determined that any modest cost incurred through this
expanded coverage would be more than offset by the long-term
savings associafed with greater patient independence and the
avoidance of the need for institutibnal care, which means
avoidance of rehospitalization.

So, I think this is a good amendment. It:will mean -
savings. I don't know why the Admihistration opposes it.
The Administration is looking for savings, I am sure, and
they can come up with no réal estimates. And theseAstﬁdies
were made by the American Occupational Therapy Association on
a regional basis. They found that these are the figures,
based only.on the one percent of the savings of
rehospitalization, which is a very modest figure.

So, I would think, for one thing, we adopted this, you
know, last reconciliation measure. And this is merely a
repeat of what we did last time. Last time, as you recall,
the White House indicated in the veto message that that was
one of the reasons why they vetoed it. But I think the
Administration can be made to look at the facts this time,

that we will actually enjoy a savings cost by this provision.
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So, I ask for reconsideration of the proposal.

The Chairman. Susan, would you record Symms "No" on the
Chafee amendment?

Senator Mitchell?

Senator Mitchell. Well; Mr. Chai;man; we have debated
this issue in this committee on several occasions; and in
the interest of time I won't repéat all of the arguments that
have been made in the past. I.will simply say that if the
committee members will just look at the substance of this,
common sense tells us that this will be a cost-savings
measure; that the inevitable result must be to produce a
reduction in expenditures under the Medicare Program. So,
we will be accomplishing both providing a broader range of
service to Medicare beneficiaries in a more convenient
setting, and saving money for the'program“at the same time.

For those reasons;land for all of the reasons suggested
by Senator Matsunaga and others in previous debate, I would
hope the committee would adopt this amendment;'as I thought
we did yesterday. Then;,I guess we unadopted it earlier.

The Chairman. Well;,I was under a mistaken impression,
then. The staff indicated to me that we had not adopted it
yesterday. |

Put Heinz down as "No" on the Chafee cigarette tax.

Further discussion?

- (No response)
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The Chairman. All of those in favor of the amendment,
say Aye.

(Chorus of Ayes)

The Chairman. Opposed?

(No response)

The Chairman. Carried.

Senator Durenberger. Mr. Chairman?

The Chairman. Dave?

Senator Durenbergef. Could I take a crack at this
Medicaid amendment while we are waiting?

The Chairman. Yes. B

Senator Durenberger. Yesterdaj we engaged in a very
interesting and a very_important discussion of where we were
spending federally-collected resources as between generations
and between those in need and those not in need. And I
suggested there were a couple of relatively small amendments
or changes we could make that would relate to infant
mortality in the Medicaid program.

Because the material had just been.stuck in front of me,
I characterized"it, I guess, as "getting out information
about the availability of Medicaid and having it lying around
the doctors' offices;" and I regret having put it in that
context; but that is what the words looked like when I was
reading them;

Those of us who have spent any time in migrant health
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centers or community health centers;.Indian health centers,
in our cities, are quite aware of the fact that these
health centers are also community centers.

It isn't like going into the doctor's office and
finding out you are pregnant, and then somebody says, "This

is what you do about it." It is, to a degree, a social

‘service center.

What my émendment would do would be to permit these.
kinds of clinics, and a large part of it would be Title 5
clinics, Indian health clinics, community clinics, WICK
clinics, migrant health clinics, all of which are supported

in part by state funding already, to have available the

forms for initial qualification or enrollment in a Medicaid

program.

I was listening to Russell yesterday, and he was talking

about, "Well, we are trying to drag them into the welfare

system," but the reality is; these places are the kinds of
places that people who are almost automatically a part of

this welfare system already are frequenting for their health
needs.

So, this is a way to say,that; in these places on a
state-option basis thefe can be available enrollment
information and the taking of initial eligibility. And that
initial eligibiiity form would go into the county social

service department, and for 45 days they would remain
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eligible unless there was a non-eligibility determination.

This is backed strongly by the National Governors
Association as well és by the Childrens Defense Fund, to
both of whom I apologize for my.inarticulate way of laying
out the nature of this amendment.

The Chairman. Senator Moynihan?

Senator Moynihan. Mr. Chairman, could I speak just to
that? As I said yesterday, the Committee on Rules held a
hearing on establishing a committee on children's families,
and there is one repeated theme from witnesses who are
involved in the kinds of activities that Senator Durenberger
described. ..

There is an extraordinary dispafity between the cost of
prenatal care and the cosf of not providing prenatal care.
These are people who are from Cumberland, Kentucky, and
Doylestown, Pennsylvania, and Huntsville, Alabama, and it is
quite similar to what Senator Durenberger says. But the
situations he is describing are hot those in which there is
any real question about the condition of the person involved.
I mean, you can tell they are likely Medicaid-eligible --
that is what they are in those centers for.

And the difference between providing prenatal care and
the cost of failing to do so is so big that I can't see why
we wouldn't want to do what the Senator proposes.

Senator Bentsen. I étrongly support the Senator's
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proposal. When you get to the question of not having
prenatal health care, and then you have all the results of
disabilities, mentally handicapped, physically handicapped,
the problems of institutionalizing tﬁose people, the
incredible costs involved to care for them throuqhout their
1ifetime$, plus all the emotiohal things that take place
and what happens to a family; it is one of the most
cost-rewarding things that you could do.

If you are looking at‘after birth and Wha£ you spend on
that child in the very early years, you are talking at least
three dollars for every one in the Qay of return to the
taxpayers -- outright cost to the_taxpayers. So, it is a
real payoff.

The Chairman. Just hold on a second, I want to note
that Senator Pryor wants to vote Aye on tﬁe Chafee amendment,
the cigarette tax.

Senator burenbergef. Just briefly; I think the question
of cost has been raised} and somebody is floating a figure of
maybe about $5 million. But I think the Senator from Texas
is correct; The objective of this bill is to reduce infant
mortality, to reduce the problems that are associated with
low-birth-weight babies. And in the end, there isn't any
quéstion in anybody's mind but what we will be saving money
out of an amendment like this.

Mr. Mihalski. Yes; sir.. The costs, I believe, come from
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a CBO assumption that, for those people that you will have
provided services for and then found out that they weren't
eligible, you will not be able to recoup thosé costs.

Senator Bentsen. I would like to hear what Mr. Mihalski
has stated there, Mr. Chairman.

Mr. Mihalski. What I am saying is, the small cost that
is attributed to this amendment, I think, is a presumption
that if you allow the person to become eligible’for this
45-day period and then subseqﬁently, let us say on the 40th
day, find that they were not eligible, you will.héve
provided the services, which would be a cost, which you will
not be able to recoup from that individual.

Senator Durenberger. Only the baby benefits.

Mr. Mihalski. But it is only $2 million a year, for
a total of six over three years.

The Chairman. Comments?

(No response).

The Chairman. Those in favor?

Senator Durenberger. Aye.

The Chairman. Opposed?

(No response)

The Chairman. Let me make a suggestion on the last few
things open, as far as I know, on the first page, 15 and 16,
Historical Average and Interest Penalty. After talking to

Senator Dole, who is quite interested in this, put them in
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a priority with Historical Averaae first and Interest
Penalty second, and include them in the package, unless

the estimates will not pay for them, in which case we will
drop them out. Any objection to that?

(No response)

The Chairman. Without objection.

I would move that we report --

Senator Moynihan.' Now, that was not item 18?

The Chairman. We have adopted 17, 18, and 19 on page
one, and we put them in that priority order -- 15 first,

16 second.

Senator Moyhiha. Could I ésk a question, Mr. Chairman?

The Chairman. Yes.

Senator Moynihan. Would Mr. Mihalski state what item
18 is?

Mr. Mihalski. Yes, sir. Item 18 is a restandardization
of the payment rates under the prOSpective payment system.
The rates were initially set based upon numbers of hospitals
that were urban versus rural. This restandardization would
base that split on the number of discharges that were urban
versus rural.

The Chairman. Well, that's okay, Pat.

Senator Moynihan. What is the effect?

Mr. Mihalski. As I understand, there is the effect
that the urban rates will go down slightly and the rural
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rates will go up slightly. I don't have the exact number.

Senator Mdynihan. We agreed to that?

Senator Durenberger. Well, Pat, can I give you an
example?

Mr. Chairman? If Pat will yield?

I asked somebody to give me sort of a specifié, and I
gsked for an urban teaching hospital where the combination
of payments that we make -- the case-mix payments, the
indirect medical education, the direct medical education,
the disproportionate Share where it serves the poor, and
all that sort oflthing. ‘The average caée paymént is $6402.
We would reduce that here'byv$32.'

By comparison, the average rural hospital, because of a
lower case-mix and the absence usually of this medical
reimbursement, and the[difference between urban and rural,
which is the largest part of it, the average rural hospital
payment would be $2400, about one-third, and that would be
increased by $74.

Now, I don't know if I got the right examples; but this
is not a large deal. |

Mr. Mihalski. The only numbers I have show that
there would be a shift from the urban hospitals of one-half
of one percent to rural hospitals.

Senator Durenberger. Mr, Chairman?

The Chairman. Senator Durenberger?
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Senator Durenberger. Mr. Chairman, before we report the
bill, I wanted to raise with you the issue of general
revenue sharing.

Senator Bradley. Mr. Chairman, what was the suggestion
on this hospital issue?

Mr. Mihalski. The proposal that has beén adopted was
to restandardize the way the payments are set for hospitals
under the prospectiye payment rates. Tﬁe otiginal split
between urban and rural, the money was shared‘based on the
number of hospitals fhat were urban versus the number of

hospitals that were rural. This would cause the monies now

to be split based.upon the number of discharges that were

urban versus the number of‘discharges that were rural.

Senator Bradley. What would be the effect of that?

Mr. Mihalski. The effect of that? The numbers I have
show that it would reduce the payments for urban hospitals
by one-half of one percent, and increase the payments for the
rurals.

Senator Bradley. So, essentially what this would mean is
a reduction in the DRG payment to urban hospitals, right?

Mr. Mihalski. VYes, sir.

Senator Bradley. And thecrevenue; instead, would be
used to increase the payment to rural hospitals by three
percent, is that right?

Mr. Mihalski. Yes, sir.
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Senator Bradley. And what is the policy rationale for
that? Why are discharges a better way? .

Mr. Mihalski. Well, because it was felt thét, rather
than giving equal weight to a 500-bed hospital in an urban
weight, giving that equal weight to a 50-bed hospital in a
rural area, and calling them both one, it was clearly, when
you have a 500-bed hospital with let's say 1000 discharges
a‘yeér compared tp the rural hospital which would have 400
discharges a year, it was better to weight them on the number
of discharges rather tﬁan saying they are both equal weight.

Senator Moynihah. Is it not the éase that next year we
will have a four-year -- we have been trYing to produce this
standardized measurement. We are in the third year, and next
year we —-

The Chairman. The national average that they are all
paid the same? That's true. We are moving toward it by law
unless we postpone it.

‘Senator Moynihan. Well, could we postponé the effective
date of this measure until we see what the results will be of
the four years?

Senator Bentsen. Well, I think if you are talking about
doing that, Senator -- some of us believe, and Senator Dole
and I believe, that you have a basic flaw in the methodology
on which you have structured the»prospective payment rates.

We are working toward the nationél average. You will
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have to speak to Senator Dole on this, but I could understand
possibly why it was delayed for a year. But then I think
it would have to be effective. I don't want to talk about a
reevaluation at that point. Then you could phase it in, and
you would not have the kind of problem thaf ybﬁ are having
now, I suppose. That would moderate it, Qouldn't it?

Mr. Mihalski. A delay in the effective date would
probably be advisable, given that this wi11 require a great
deal of effort on the part of the Administration to adjust
the new rates which would supposedly be effective October
1st of this year; giving them an additional year to'get
those rates in order might make sense. |

The Chairman. Senator Bradley?

Senatér Bradley. Mr. Chairman, I am not uhsympathetic
to the question of the rural hospitals. I am not
unsympathetiC»to.that; I just wonder if there isn't another
way to handle it aside from reducing the payment to urban
hospitals. How much reﬁenue are we talking about here?

Mr. Mihalski. I do not know, sir.

Senator Bradley. We don't know the revenué? Well, how
do you know that a one-half of one percent decrease takes
care of the three-percent increase for rural hospitals?

Mr. Mihalski. Those were numbers that we got from some
analysis. I understand it was done by CBO. But without

having the database here, I don't know. They gave us a
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percent, and I don't know what the percent of what the basis
was.

Senator Moynihan. There are none of us who do not have
urban hospitals and rural hospitals.

Senator Bentsen. No, I am not sure that is true. I am
not sure that New Jersey is overrun with rural hospitals. I
would guess that New Jersey is pretty limifed in that regard.

Senator Bradley. I would-like to take you to a
beautiful area of the state that has a number of rural
hospitals.

Senator Bentsen. Well, I am delighted.

(Laughter)

Senator Moynihan. Can I suggest that we do delay this
for one year?

Senator Durenberger. 'Mr. Chairman, this is a very
interesting debate. I mean, the Senator from New Jersey
comes from a state that isn't affected by this, really,
anyway, because it is a state in which the state itself sets
the rates one way or another and cross-subsidizes the rural
and the urban.

All of the rest of us have the problem. And the problem
is, very simply, that in setting this policy up originally
on a per-hospital basis, we overcompensated most urban
hospitals and undercompensated most rural hospitals.

We have been searching first through the Labor Index,
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which in response to the Senator from New Jersey's

argdment a more logical placevto go to try to leaven it

for an answer, and we found part of the answer in adjusting
the Labor Index.

Now we have come another step in this process;}which is
changing this calibration from per-hospital to per-discharge.
Maybe we will find even better ways to do it; I don't know.
But in the meantime; we havevnot neglected the urban
hospitals.

Last year we put a lot of money into disproportionate
share hospitals, largely in u:ban areas. ‘That had to come
from someplaée; and I think'invpart is came from some of our
rural hospitals.

We have made adjustments in the teaching, primarily
that beﬁefits urban hospitals. S0, in a sense of fairness as
well as in a sense of policy; and given the fact that the
numbers are not that 1érge. I would beg my colleagues to
consider thig a.relativelyAminor adjustment in the direction
of fairness.

Senator Moynihan. But we have heard that there is a case
to be made, just administratively, to delaying it one year.

Senator Durenberger. I didn't buy the argument. They
have got from now until October 1 to put the rates out, don't
they, Ed?

Mr. Mihalski. The rates have to be published in final
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regulations on September lst to go into effect October 1lst.

Senator Durenberger. So, we won't make it? 1Is that
your point, Ed?

Mr. Mihalski. Yes, sir. They won't make it.

The Chairman. Seﬁator Mitchell?

Senator Mitchell. Mr. Chairman, I would just say that
is not an argument for a year's delay. He made a Sugééstion
that they might not meet an October lst deadline; but there
is nothing from what he said that a year's delay is redﬁired;

I just want to say,that.delaying_this for a year
perpetuates a situation which is grossly disadVéntageous

to rural hospitals. They are not starting out on an even

‘situation.

Senator Moynihan. Six months?

(Laughter)

Mr. Mihalski. It becomes very difficult to adjust the
prospective payment rates;,because of eh prospective nature
of the system; in midstream. It is much better to do_it.én
a year-to-year basis.

Senator Mitchell. I would just say to you; in that year
there are many rural hospitals who won't last because, in
part, of this circumstance.

The Chairman. Let me ask,you something;_Ed. In terms
of moving toward a national norm on the paymeﬁt; do rural

hospitals do better than urban hospitals; on the average, as
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we move toward a norm?

Mr. Mihalski. On the average, I think everybody believes
that rural hospitals will do better under the national rates.
The Chairman. It séems to me a year delay would be
fair. They are going to do better as they move toward the

national.

I thought that was the answer, that on the average --
this is not an Eastern-Western phenomena, this is a
rural-urban pﬁenomena. And as we move toward the national
norm, the rurals will do slightly better. And we are moving
toward that national norm inexorably, unless Congress delays
it. It is in the law now.

Mr. Mihalski. That is correct.

TheyChairman. So, I would think a year's delay would be
fair.

Senator Durenberger. Mr. Chairman, just to clarify that,
you are absolutely right, that as we get the national
averaging, rural in general will improve. But within the
rural hospital you have the phenomenén of regionalization
that we have all seen taking place out there; The smallef
hospitals change their character, and they affiliate with
larger hospitals. It is the larger rural hospitals that are
in the largest pain. They suffer from national averaging.

So, really little ones will gain from national averaging;

the larger ones in the communities of 15;000 or 10,000, or
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something like that, are suffering.

So I would like to see us leave it in here. And even
though we can't implément it, maybe the Secretary will
implement it through regulatory powers.

The Chairman. Let us put it to a vote. How many
would like to delay it for one year?

(Show of hands)

The Chairman. All those opposed?

(Show of hands)

The Chairman. Well, we had better have -- well, let
me count; One, two, three, four, five,vsix. How many in
favor? That was the delay for one year. One, two, three,
four. The motion fails.

All of those who would now like to réport our
reconciliation package to the Budget Committee?

Senator Matsunaga. Mr. Chairman?

The Chairman. Yes?

Senator Matsunagé. I didn't get the costs on items
15 and 16. Are there any costs there?

The Chairman. What we have done on those, Sparky, is
agree that we would put them in in the order, the priority
order, of 15 and 16, if we could cover it

Senator Matsunaga. All right.

Senator Durenberger. Mr. Chairman?

The Chairman. Yes?
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Senator Durenberger. I left a letter with you
yesterday on general revenue sharing. I don't know if you
have had time to think about how we may react.

The Chairman. Yes, but let me talk to you afterwards.

Senator Durenberger. Okay.

The Chairman. All those in favor of reporting the --
yes?

Senator Bradley. Mr. Chairman, what was the final vote
on the Chafee amendment?

The Chairman. It was 11 Yeas, eight Noes, and .one not
recorded.

All those in favor of reporting the package will say
"Aye. "

(Chorus of Ayes)

The Chairman. Opposed, "No."

Senator Mitchell. No.

The Chairman. Reported. And we are adjourned.
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