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LONG-TERM CARE: STATES GRAPPLE WITH
INCREASING DEMANDS AND COSTS

WEDNESDAY, JULY 18, 2001

U.S. SENATE,
SPECIAL COMMITTEE ON AGING,
Washington, DC.

The committee met, pursuant to notice, at 10:07 a.m., in room
SD-628, Dirksen Senate Office Building, Hon. John Breaux (chair-
man of the committee) presiding.

Present: Senators Breaux, Craig, and Jeffords.

OPENING STATEMENT OF SENATOR JOHN BREAUX,
CHAIRMAN

The CHAIRMAN. The Committee on Aging will please come to
order, and good morning, everyone. Thank you all for attending our
hearing. We have a good opening witness who we look forward to
hearing from, the Governor of Vermont, our good friend, Howard
Dean. We have an interesting panel which I think is going to be
very important in letting us know some of the developments and
the questions of long-term care, particularly the Secretary of the
Department of Health and Hospitals from my own State of Louisi-
ana, David Hood, among others, who will be introduced at an ap-
propriate time.

Today is the second in a series of hearings that the Aging Com-
mittee has embarked on, on the subject of long-term care. It is
something that all of us are going to be hearing a great deal more
about, particularly as the 77 million baby boomers—those folks
born between 1946 and 1964—become eligible for senior programs
like Medicare and others and also have to start making plans today
about how they are going to spend their golden years when perhaps
they may need additional help and additional care in dealing with
some of their health problems brought on by the aging process.

But I can say that in our discussions as a committee and from
personal experiences, the 77 million baby boomers do not want to
be taken care of like the current Medicare beneficiaries and the
seniors of today are being taken care of. For too many seniors in
this courntry, long-term care means being housed in an institution.
And I would argue that that is not the most effective and it is not
the most efficient and in many cases it is not the necessary means
of taking care of seniors.

My own father, who is in the category of approaching 80 years
of age, has told me there is no way he is ever going to be put into
a nursing home, that he would rather be dead. That may be an ex-
aggeration, but it is certainly true that people who need medical
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care in their golden years find that nursing homes serve a very val-
uable purpose. But there are many millions of others who find
themselves housed in nursing homes when that type of institu-
tionalized care is not needed, nor is it very efficient, nor is it very
effective.

This country is now faced with a decision of the Supreme Court
of the United States called the Olmstead decision, which basically
makes a statement that the Americans with Disabilities Act actu-
ally prohibits States from discriminating against persons with dis-
abilities, including those disabilities acquired through the aging
process, that they cannot discriminate against those people by pro-
viding services in long-term care institutions when non-institu-
tional care is recommended by a treating professional or is re-
quested by the recipient of the services and would be a reasonable
accommodation. So the States under this ruling can no longer just
be comfortable with housing people in institutionalized care when
it is not needed.

The final point I would make for purposes of the record is that
my own State of Louisiana, to my regret, is ranked 49th in the Na-
tion in the number of Medicaid waivers that they have requested
and have been granted to use Federal, State Medicaid funds for
purposes other than housing people in nursing homes. We rank
49th only because Arizona doesn’t participate in the program; oth-
erwise, I would fear that it would be even worse. We also rank
49th in the number of people who are served under Medicaid waiv-
ers. And so we need some attention, a great deal of attention being

considered about how we operate in my home State.
[The prepared statement of Senator John Breaux follows:]

PREPARED STATEMENT OF SENATOR JOHN BREAUX

Today’s hearing is the second in a series on long-term care option for seniors and
the disabled. The first hearing that we held last month with Tommy Thompson, Sec-
retary of Health and Human Services, highlighted the Medicaid bias toward institu-
tional care and efforts by the Department to shift funding away from institutional
care and toward home and community based services.

Trying to shift Medicaid funds from institutional care to home and community
based care may be as difficult as turning an ocean liner around, but we have to try.
The 77 million baby boomers do not want to live in nursing homes when they are
older and will strenucusly resist leaving their homes to live in nursing homes. We
are racing against a clock to develop other alternatives for baby boomers so they
may “age in place.”

Today we will hear from expert witnesses on the status of long-term care in the
states. Some states have been aggressive in implementing the Olmstead decision
and in creating a wide array of services for disabled citizens have created similar
options for low-income seniors. Other states, like Louisiana, have not taken advan-
tage of waivers available through the Department of Health and Human Services.
Because most long-term care services are delivered through Medicaid and the state
and federal government share in this funding stream, it is critical that we listen
to what our witnesses have to say today so we can learn what is working well, what
is working not so well and listen to suggestions for improvement by the federal gov-
ernment.

I now turn to Senator Craig for his comments.

Before I call on Senator Jeffords to introduce the Governor of his
State, I would like to recognize our ranking Republican member,
Senator Larry Craig. Larry.
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STATEMENT OF SENATOR LARRY E. CRAIG

Senator CRAIG. Well, Mr. Chairman, thank you, and I apologize
for running just a few moments late. But, again, let me recognize
you for continuing what is now a three-part series on this commit-
tee’s effort to understand and to build a record on long-term care.
Our first hearing provided an overview of the challenges. Today, we
are going to be examining some of the remarkable innovations that
States have undertaken—and, Governor Dean, we are pleased you
are before our committee. We will also be examining the obstacles
the States continue to face.

Over the past decade, dozens of States have sought and received
waivers from the Federal Medicaid program to creatively tackle
long-term care challenges. In particular, the Federal Medicaid
waivers have given States flexibility to provide seniors the option
of receiving services in home and community-based settings rather
than in nursing homes.

Nevertheless, much remains to be done. First, the waiver pro-
gram remains just that—a waiver program. States must prepare
and file detailed applications to the Federal Government each time
they seek to depart from Washington’s standard approach. Sec-
retary Thompson is making great strides in speeding up that proc-
ess but, still, the road to the State and the innovation remain clut-
tered with the kind of roadblocks that Federal approval sometimes
develops.

Second, despite the progress in many States to shift the focus of
long-term care toward home and community-based care, institu-
tional nursing home care still consumes 3 times as many Medicaid
dollars as home and community-based services, and that is unfortu-
nate and troubling. I sense that is a substantial imbalance.

As we all know, the baby boomers will begin to retire in a few
short years, Mr. Chairman. Both he and I find ourselves in that
category, along with a lot of other citizens in our country, placing
tremendous pressure on the current fractured, patchwork care
services program. We owe it to them as well as to our current sen-
iors, our children, and our grandchildren to tackle the hard prob-
lem, and I am pleased, Mr. Chairman, you are doing just that.

Governor, I think those of us who serve here and who had the
opportunity of serving in State legislatures or serving at the State
level oftentimes find the States served as marvelous incubators of
thought and idea and program. The welfare reform that has bene-
fited so many citizens across our country today was a product of
State efforts. It was not something that was greatly envisioned
here. It was that we took the good efforts of States and incor-
porated that into a national program. And so that is why we are
anxious to hear from you and other States on the innovative prac-
tices they have used dealing with long-term care.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator Craig.

Let me recognize Senator Jeffords from Vermont for any com-
ments he may have, as well as to present his Governor.
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STATEMENT OF SENATOR JAMES M. JEFFORDS

Senator JEFFORDS. Thank you very much. There are few topics
more important to our Nation’s elders than the issue of long-term
care, and I want to salute Chairman Breaux and Senator Craig for
the priority they are giving to it for this committee.

This committee and its leadership has been at the forefront in re-
sponding to the needs of senior citizens. During the last Congress,
Senators Grassley and Breaux were instrumental in drawing atten-
tion to the need for a national program for caregivers. The National
Family Caregiver Support Program, which we included in the reau-
thorization of the Older Americans Act last year, is already provid-
ing $125 million to help support families and other provides of in-
home and community-based care to older individuals. This program
is helping not only our seniors but their families who are strug-
gling to care for them in the home environment rather than the
nursing home.

I raise the National Family Caregiver Program today only to
point out that the focus of this committee is fertile ground where
we can successfully plant the seeds of hope for our senior citizens.
While the caregiver program will help many Americans, it is not
itself enough.

Much has been said about the looming crisis facing our country
as the baby boomers begin to age. During the first hearing on this .
topic, Secretary Thompson highlighted and defined that crisis.
Today, people who are 65 years or older account for only about 13
percent of our total population. By the year 2030, they will account
for about 1 in 5 Americans.

Today, Government funding accounts for about 60 percent of the
funding for nursing home care. That is in part because our system
is designed to direct people into nursing home settings. We will
hear today why that may not be the only answer, and certainly it
may not be the best answer.

I am especially pleased that Governor Howard Dean is here to
advise the Aging Committee on Vermont’s innovations in the area
of providing long-term services because he has an important lesson
to share, and I urge all of us to closely listen to Vermont’s experi-
ence in establishing innovative approaches to the long-term care,
the Federal regulatory problems, the State has confronted, and his
advice for making the system work better.

I also want to welcome our other witnesses, Mr. David Hood of
Louisiana and Mr. Scheppach of the National Governors Associa-
tion and Mr. Rich Browdie, who is representing the National Asso-
ciation of State Units of Aging.

Let me go on to the introduction of my good friend. I have the
special pleasure this morning of introducing my long-term friend
and Vermont’s long-term Governor, Howard Dean. Vermont has
been at the forefront in providing our Nation’s elders real choices,
allowing them to live their lives in their homes. I know that my
colleagues on the committee will want to listen closely to the les-
sons learned by Vermont and to the advice and recommendations
that Governor Dean will offer.

Howard Dean brings to this discussion not only his experience as
chief elected official of Vermont, but also as a physician who under-
stands the needs of patients and the elderly.
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Governor Dean received his bachelor’s degree from Yale Univer-
sity in 1971 and his medical degree from Albert Einstein College
of Medicine in New York City in 1978. He then completed his resi-
dency at the Medical Center Hospital of Vermont and opened an
internal medicine practiced with his wife, Dr. Judy Spangler, in
Shelburne, VT. He served in the Vermont House of Representatives
from 1982 to 1986 and was elected assistance minority leader in
1985. He was elected Lieutenant Governor in 1986 and re-elected
in 1988 and 1990.

On August 14, 1991, Dr. Dean’s political career took a sudden
and unexpected turn. He was treating a patient at his medical
practice when a call came informing him that Governor Snelling
had died of a sudden heart attack. Dr. Dean completed his patient’s
physical, called his wife and children, and drove to Montpelier to
take the oath of office. He was elected to a full term in 1992 and
has been re-elected by solid margins since that time.

Over his decade as Governor, he has shown himself to be a fiscal
conservative with a social conscience. He has retired the State’s
deficit, built comfortable budget reserves, cut the income tax, im-
gr(()ived the State’s bonding rating, and reduced the State debt. Not

ad.

In addition, Governor Dean has established Vermont as a na-
tional leader in the areas of children’s disease prevention pro-
grams, health care reform, and welfare reform. He has also focused
on improving public schools and helping Vermont families meet the
cost of sending their children to college.

As we will hear today, he has been a leader in providing im-
proved systems of care and programs for the elderly. In short, Gov-
ernor Dean is an independent thinker, and all of us know that Ver-
monters cherish independent thinkers, and in that vein, I want to
welcome him to the Aging Committee.

The CHAIRMAN. Well, thank you for that wonderful introduction,
and Governor, we are delighted to have you. It is particularly ap-
preciated by this committee to have you as Governor of the State
come down and share your thoughts with us. What you have done
is important. It is important for Vermont, but it is also important
as a symbol for the rest of the country, and we are delighted to
have you tell us about it. Governor, welcome.
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STATEMENT OF HON. HOWARD DEAN, M.D., GOVERNOR, STATE
OF VERMONT, MONTPELIER, VERMONT; ACCOMPANIED BY
PATRICK FLOOD, COMMISSIONER ON AGING AND DISABIL-
ITIES

Governor DEAN. Thank you, Mr. Chairman. Thank you, Jim, for
your kind words. I have with me Patrick Flood today, who is the
Commissioner on Aginf and Disabilities, who has done a wonderful
job for us and gets a Iot of the credit for some of the things that
we have done, and he is certainly obviously a technical expert, and
I tilfught I might refer some of the questions that you may have
to him.

I have prefiled written testimony, which I am not going to read,
so I am just going to kind of give you a general outline of what is
going on.

As this committee is very much aware, our elderly population is
growing. The fastest-growing age group in Vermont right now is
those over 85 years of age. By 2025, 20 percent of the population
will be elderly, and our current system of long-term, like many of
our other systems for the elderly, will be supported by an increas-
ingly fewer number of working-age people.

What we have done in Vermont is essentially used the waiver
process, which we have been very successful at, to change our pro-
file. In 1996, nursing home costs were 88 percent of our long-term
care expenditures. Today, they are 74 percent. We had a nursing
home population 4 years ago of 2,800; today, it is 2,300. At the
same time, we have been able to use Medicaid dollars under a Fed-
eral waiver to take care of 1,000 people in their own homes. And
this is really the crux of the message that I have for the committee
today. Four years ago, we were able to take care of 400 people in
flheif1 own homes. Today, we have more than doubled our ability to

o that.

Older people want to be taken care of in their own homes. They
don’t want to go to a nursing home. I think the example you used
of your own father is a very typical one that we hear from all kinds
of people. And what we are trying to do in Vermont and what we
need some help with and some flexibility with is to identify people
early on who are potential candidates for a nursing home and get
them enough services early on so they don’t ever end up in a nurs-
ing home.

I think if I could distill my testimony today into perhaps one sen-
tence, it is this: You should not need a waiver to be supported in
your own home. And that is a position that Vermont and, of course,
all the others States are in as well. We need a waiver to use inno-
vative programs, and, of course, when the waiver has to be reau-
thorized, we have to jump through lots of hoops, and it makes it
more and more difficult.

We are and have been able to keep some of the frail, vulnerable
people in their own homes with as much as 30 hours of services
?1 week. In the past, those people would have been sent to nursing

omes.

We passed a few years ago something called Act 160, which is
a mandate to reduce the number of nursing home beds and in-
crease the number of people being taken care of in their own
homes. Fortunately, we have been able to expand the Medicaid dol-
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lars to do that; otherwise, it would be impossible. The State clearly
{:)alcll’t pick up the tab for people who are no longer in nursing home
eds.

The problem with the current system is essentially there is an
entitlement to a nursing home bed, but there is no entitlement to
any of the things that can keep you out of a nursing home. So one
of the things we are interested in having the Federal Government
do is to re-examine the entitlement so that the preferred choice is
not immediately the nursing home bed. Families don’t want that.
The individuals don’t want that. Of course, sometimes it is nec-
essary. There are people who have enough needs that they can only
be taken care of in an institutionalized setting.

Patrick and I were talking yesterday about my upcoming testi-
mony, and he believes that we could reduce our present nursing
home population easily by another 10 percent, and possibly more,
so that the net reduction would have been almost one-third over a
4- to 6- or 8-year period, if we had enough flexibility from the Fed-
eral Government in terms of designing the program so that we
could take care of people, identify people before they get into nurs-
ing homes, and never have to spend the $48,000 a year to keep
folks in nursing homes.

Everybody is a winner with more flexibility. The senior citizen
gets to stay in their own home or a more independent setting with
support. The State saves money. The Federal Government saves
money because an individual is less expensive. We can take care
of more people, or for the same amount of money, if you are not
as interested in the savings and more interested in spreading the
care around, and the family likes it because they feel less guilty
ia;nd it is less of a burden on them to keep somebody in their own

ome. :

So, basically, that is what we are trying to do. What we are in-
terested in is more flexibility without the need of a waiver, for pre-
vention services, housing costs, flexible funds. We think that this
committee ought to take a look at paying spouses in some in-
stances, something that we are fooling around with. It is very hard
to do those kinds of things, but certainly it is something that the
committee might think about; and then covering nursing homes
and home care during transition periods so we can get people into
a more independent setting.

Again, I want to restate—and this is probably the most impor-
tant thing I am going to say today. We need to somehow remove
the bias toward institutionalized care. If we could do nothing else
but that, that would be enormous, because the presumption is fi-
nancially that when you are in a hospital and you are a senior citi-
zen with a lot of disabilities caused by illness, that you are going
to the nursing home; and anything that you do that is not about
going to the nursing home requires a huge, jury-rigged, sort of in-
novative financial scheming to keep you at home and an enormous
amount of work on the part of social workers and discharge nurses
and so forth to keep that happening. So anything that we can do
to remove the institutional bias and allow us to spend funds for
people in their own homes, even to the extent that you would re-
quire for the financial, fiscal consideration a reduction in nursing
home beds, that would be fine. Because we did that. We knew we
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had to do that. We knew we couldn’t afford simply to expand the
program and keep the same amount of nursing home beds and
then take care of more people in their home. And we have made
that tradeoff under the waiver, and we are taking care of 600 more
seniors than we were 4 years ago.

I think this goes without saying, and every advocacy group for
seniors will tell you this, and I am sure they have: Everybody
ought to have a voice in deciding where they are going to receive
their care, and to empower the senior and their family, we need
more flexibility at the Federal level.

I think that is really the—there are all kinds of things in here
about money and other—a couple more things I want to say, be-
cause, you know, I am in the middle, Governors are in the middle.
We come here and lobby you for more flexibility and more money,
but we get lobbied by mayors for more flexibility for the local peo-
ple and more money. So I am not going to beat you over the head
with that because I am sure you hear it from everybody. But I
would just like to make one or two more remarks, and then I will
close my formal testimony.

The first is that one of the best things that could happen has ac-
tually nothing to do with or is only peripherally related to jurisdic-
tion of the committee. We really badly need a prescription benefit
with Medicare. You would not have designed the Medicare system
today the way it was designed, the way you did it in 1964, because
most decent health insurance has a prescription benefit. Medicare
does not. If we had a prescription benefit piece of Medicare, in the
Medicare program, it would enable us to keep people out of nursing
homes because part of their problem is if they don’t take their pre-
scriptions, which they don’t because they are too expensive—they
take them half as much as they are supposed to or they don’t take
them at all so they can pay the rent—that cuts down on the kind
of morbidity that sends people into long-term care.

Second—and on this I think I speak—I have pretty much spoken
for most of the Governors as I have gone through this, and you are
going to hear, I think, later from Ray Scheppach, who will officially
do so. But the next piece is not speaking for all the Governors. Ver-
mont, Rhode Island, and a few other States, I think Minnesota was
one, really did not get much benefit out of S-CHIP. And if there
is a way that when you look at your legislation that you could craft
it so those States who are really trying to do a really good job and
are ahead of the curve don’t get penalized, as we did in S-CHIP,
those States which were already giving children a large amount of
health care never got any benefit out of S-CHIP. In fact, we have
turned money back because we simply can’t use the money because
our benefit level—we are at such a high level, anyway. We insure
people, kids up to 300 percent of poverty. We never had any benefit
from S-CHIP money.

I would hate to see that happen in whatever long-term care bill
might occur. It would be possible, for example, to design a bill that
would help those States that don’t have much flexibility, but it
wouldn’t give us any more flexibility than we already have because
we have a fair amount of it under our waiver.

So I would just put in a plea: For those States in the long-term
care that are fairly far ahead of the curve—and I think we are one
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of them—please don’t pass a bill that addresses the bottom 10
States. Pass a bill that is going to help all the States. S-CHIP was
not that bill for kids’ health care, and we certainly don’t want to
have a repeat of that for the health care for seniors.

So, Mr. Chairman, let me thank you very much for your kind in-
vitation to come down and talk. This is an area we have spent a
lot of time on. This is an area Governors are going to be incredibly
concerned about as we see our financial situation deteriorating, be-
cause this is a big piece of every single one of our Medicaid budg-
ets.

In our State, we have, not including dual-eligibles, about 100,000
people, which is about 20 percent of our population, on Medicaid.
Now, I have done that on purpose because I wanted to expand ben-
efits to as many people as possible. Half of all the expenses—we
have 100,000 people on Medicaid; 2,300 of those people use almost
half of all the money that we spend on Medicaid, and that is the
nursing home population. Every Governor has a profile like that,
between 40 and 60 percent. So anything that you can do to help
us expand the number of people we can cover for that 40 to 60 per-
cent of our Medicaid budgets would be incredibly helpful. And we
are just delighted to have the opportunity to come and share our
views.

I would be happy to take questions or comments.

The CHAIRMAN. Well, thank you very much, Governor, for telling
us about the Vermont experience and what you all have been able
to do. I think that you really represent what the future hopefully
will look like in all of our States with regard to how we treat and
help seniors live a better life. :

Tell us a little bit about how you were able to pass the Act 160,
which, as your statement says, mandated the shifting of the State
financial resources from institutional to the non-institutional serv-
ices. What brought that about? How difficult was it to get done? I
would imagine that nursing homes were strongly opposed to it.
How did all of it take place, both politically as well as socially?

Governor DEAN. We put together, Mr. Chairman, a coalition of
those in the disabled community and seniors, as well as the com-
munity providers—home health and so on—and tried to make it
very clear that we thought we could get a lot more for our long-
term money if we were more flexible, if they would be more flexi-
ble.

We particularly emphasized choice for consumers. Since most
people prefer not to go to an institution, we found a great deal of
resonance with that. What people want is opportunity to do things
differently, and it turns out that the different opportunity is a lot
cheaper for the State and, in this case, of course, the Federal Gov-
ernment, too, since you have a significant piece of money in the
Medicaid budget.

It was extraordinarily cost-effective. Of course, the issue of what
happens, you know, to excessive use of this benefit was raised, par-
ticularly by the nursing home lobby, but that turned out not to be
true. In fact, we are able to serve a good many more people in cir-
cumstances that they prefer. So it is true that the nursing homes
objected to this, but we were fortunately able to prevail. And as it
turned out, we were correct. We have been able to decrease the
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number of nursing home beds by a little under 20 percent and take
care of about 150 percent more people in the system for that
amount of money.

The CHAIRMAN. Have the nursing homes, for instance, been able
to tailor their services so that some of them have actually been able
to move into some of these different new services that are being
provided on a home basis or day-care type of facilities?

Governor DEAN. We suggested that. That has not taken place as
much as I might have thought. I do want to let Patrick have a
crack at this question. Most of them were not nimble enough to do
that, and, in fact, the hospitals took over some of the long-term
care, the visiting nurses and so forth. There was some flexibility,
not as much as perhaps there could have been, but I want to let
Patrick just have a crack at that one as well. -

Mr. FLooD. Mr. Chairman, we made it clear to the nursing home
industry in the beginning that we were ready and willing to help
them change their services or do things more flexible. Adult Day
is a perfect example. In fact, we had one nursing home in the State
of Vermont that opened an Adult Day site.

But I have to tell you that, in retrospect, I think two factors are
at work here. One is the nursing home industry has been doing
business a certain way for a very long time, and they are not quick
to change. And, in fact, they will tell you in their candid moments
that they really expect that some of this emphasis that you are
bringing here today will pass and that when the baby-boom genera-
tion comes——

The CHAIRMAN. You mean pass, go away?

Mr. FLooD. It will go away; when the baby-boom generation
comes, they are going to be back looking for nursing home beds. I
don’t believe that, but—so there is a certain inertia at work there
where they are just unwilling to change.

But, second, as providers of service, they are pretty limited in
what they can do. I don’t know what nursing homes you have been
in lately, but most of them look pretty much the same. You have
buildings that are not easy to renovate, not easy to change into
other use. So it is a pretty expensive proposition sometimes, too.

The CHAIRMAN. Today in Vermont, Governor, you say that all of
the following services are available—and I take it that each one
that you listed are the result of having to get a waiver from Health
and Human Services, the old HCFA operation, to be able to provide
those services. And that is another point about why you have to do
that, because I think we have to make some changes up here so
that we don’t have a bias just for institutional care. They just say,
we have money we want to have available to take care of seniors,
and, let’s design the best system that you can, make sure it is run
right, but it doesn’t have to be institutionalized so you don’t need
to have a waiver.

But you have home health aide services, homemaker services,
personal care attendants, adult day-care services, case manage-
ment services, assistive technology and home modification, and
traumatic brain injury services.

My question is: Where did the people come from to provide those
services? All of a sudden, you say, look—I guess it came about
gradually, but all of a sudden, you say, look, here are some new
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things that we can do with some of our seniors. Was the infrastruc-
ture there or did it—I guess it developed as you made the money
available for it.

Governor DEAN. Let me answer that in a couple of ways.

The infrastructure was not there, although the advocacy groups
were, and as money became available, these services became avail-
able. This is not, you know, a perfect world. It is wonderful for me
to come to Washington and tell my story. We fight every day with
people who want more of this and less of that, and that is just part
of the political fabric of what happens when you make changes and
what happens when you fight over resources. So I am not going to
say that everybody is 100 percent satisfied customers. We have dis-
agreements with people about what services they need, because if
they could get any service they wanted, obviously we wouldn’t be
able to sustain the program.

We have built up as a result of this the sophisticated services
needed to keep people in their own homes, and one of the very good
things, in my view, that has happened is that we now have sophis-
ticated services 4 or 5 years into this that we didn’t have before,
and so we can take care of much sicker people in their own homes
and still it is much cheaper than it is in an institution.

The other point I would make about this and point out about the
nursing home industry, in Massachusetts—I think this is a proper
statistic, and Patrick should correct me if I am mistaken. I think
one-quarter of all the nursing homes are in bankruptcy. In Ver-
mont, that is not true. We do have a few financially troubled nurs-
ing homes. But I believe what this has done, coupled with the ne-
gotiation on our part with the nursing home community for ade-
quate reimbursement, it is made the industry stronger. They are
more careful. They take sicker patients. We pay nursing homes
based on a case-mix formula now. So the sicker patients they have,
the more they get paid.

I think you are going to have to do something like that if this
is going to work because we can’t expect to pay them at the usual
rate if their case mix now—if they only get the sickest of all the
patients and we are able to keep everybody at home.

So we think that the nursing home community can do OK out
of this, although in our State they were kicking and screaming all
the way. But it does require some new negotiating approaches on
the part of the State as well.

The CHAIRMAN. Can you tell me, Patrick, what your reimburse-
ment rate is for nursing homes?

Mr. FLOOD. As of July, the average nursing home rate in the
State of Vermont would be approximately $130 a day, which puts
it in the upper echelon.

The CHAIRMAN. Well, congratulations, Governor, for what you
are doing.

Senator Jeffords, any questions of your Governor?

Senator JEFFORDS. Governor, thank you, an excellent statement,
and I am proud of you and proud of Vermont in this area, as in
many other areas.

I would like to further the inquiry that we are having here. What
is Vermont’s experience with the increased participation in new en-
rollees? Has there been a sharp increase in the expense of the pro-
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gram, or have you been able to serve more elders with the funding
available?

Governor DEAN. I would say it would be the second, but I would
like Patrick to answer that one.

Mr. FLoOD. Absolutely, Senator. What we have been able to do
by diverting people from nursing homes—the average cost is
$48,000 a year in a Vermont nursing home on Medicaid. The aver-
age cost to keep someone at home on our waiver program is less
than $20,000.

Senator JEFFORDS. Give me those figures again. I missed them.

Mr. FLOOD. The average cost for Medicaid, annual cost for Medic-
aid in a Vermont nursing home, is approximately $48,000 a year.

Senator JEFFORDS. $48,000.

Mr. FLooD. To keep somebody at home on our waiver program
averages less than $20,000 a year. So basically we can serve 2.5
people for the cost of 1 in a nursing home. So what we have been
able to do is not only serve people who otherwise would have been
in a nursing home, we have actually been able to take care of nor-
mal caseload growth. In other words, instead of building new nurs-
ing homes to take care of the population as it grows, we are build-
ing our waiver program where we can still afford it, and we have
been able to use some of the other monies, as the Governor said,
to buildup other infrastructure that is not necessarily covered by
Medicaid, which is one of the problems here. There are very impor-
tant services that don’t get covered by Medicaid, and we have had
to take some general funds and do that.

So we have been able to do all those three things with basically
the same amount of money.

Senator JEFFORDS. I am glad you mentioned the lessons learned
by Vermont through the S-CHIP program. Do you have any specific
ideas to make sure responsible States are also rewarded? Would
small-State minimum funding levels work?

Governor DEAN. I would say that certainly things like small-
State minimum, but, you know, I am not an expert in how we get
our money from the Feds on long-term care, so I think I would like
Pat—I mean, the question was: What would we do so the S-CHIP
experience isn’t repeated on the long-term care?

Mr. FLooD. Honestly, Senator, I think we are prepared to just
start from where we are. We would like to just be able to use the
same amount of money we have today in more flexible ways. We
don’t want to be penalized in any way, I think is the Governor’s
message here.

For example, when Medicare cutbacks occurred a few years back,
the State of Vermont was probably the most cost-effective home
health provider in the country, if not, the second. And when the
prospective payment system started being put into place, we were
severely penalized. Our already very low reimbursement was re-
duced even further, and we went through a very difficult time in
the State of Vermont with home health. And that is just an exam-
ple of what we want to avoid with a national approach.

I honestly think that if the Federal Government would just give
us the opportunity to use available dollars more flexibly, that
would be enough. Just be caution that in attempts to do this sort
of thing that you don’t cost shift away from a State that is already
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doing a good job. That is the general theme. We have seen it hap-
pen, and we would prefer that it not happen again.

Senator JEFFORDS. Governor, you mentioned the importance of
having a viable prescription drug benefit for our senior citizens.
That is why we are working on the Finance Committee to make
this program a reality this year.

Last year, we passed legislation based on advice we got from the
Food and Drug Administration that would allow the reimportation
of lower-cost drugs from countries like Canada. As the Governor of
a border State, but also as a physician, can you tell me if Ver-
monters have benefited from their ability to get the lower-cost
medicines for their personal use? And has there been any record
of adverse events or abuses by this practice?

Governor DEAN. Well, Senator, I think the notion that somehow
drugs that are made in America, shipped to Canada for sale there,
and then come back into America are going to be less safe is ridicu-
lous. The notion that the Secretary should have to sign off on some
safety protocol makes absolutely no sense whatsoever. It is simply
protectionist for the pharmaceutical industry.

In my view, reimportation, the more, the better. If we believe
NAFTA is a good thing for the automobile industry, then why isn’t
NAFTA a good thing for the pharmaceutical industry? We have
had zero safety problems with reimportation. Zero. We have an ex-
- traordinary program started by some doctors in Bennington which
allows them essentially to buy drugs for personal patient use over
the Internet. We not only had zero complications, since these drugs
are made in the States, kept in their packages, go to Canadian
pharmacies, and then come back to the States. But for the first
year, 145 people used that program. The savings for those 145 peo-
ple was $81,000. Now, that is an extraordinary savings for senior
citizens principally on fixed income. And I would encourage you
and the Senate to maximize our ability to reimport not only for in-
dividuals but also, frankly, if we want to do something for the local
pharmacies, let the pharmacies and let the wholesalers reimport.

Again, if we are going to have an era of free trade and
globalization, there isn’t any reason that this particular industry
should be exempted from it.

Senator JEFFORDS. Thank you.

The CHAIRMAN. That is another issue. [Laughter.]

Let me just ask one final question, Governor. I take it that what
you are saying is that as a result of your efforts you have happier
seniors and their family members are happier. And you are doing
all of this for less cost.

I would imagine that some in the nursing home industry would
make the argument, yes, but they are not getting the quality
health care they need and they are at risk.

Can you comment on that?

Governor DEaN. Well, I think it is very clear—and I will com-
ment as a physician not as a Governor on this one. I have taken
care of a lot of people over the age of 65—over the age of 85, and
it is very clear to me that the single most important way of keeping
seniors happy and living longer is, in fact, keeping them happy. So
I would actually disagree with anybody who said that the quality
of care was going to be worse in the home, because by keeping
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somebody with independence, that enhances their own sense of
independence and allows them, A, to do more for themselves than
they would in an institution, and, B, to feel much better about
themselves. And, therefore, that alone will keep them living longer.

I doubt very much—I haven’t seen studies on this, but I would
be shocked if there was a lower incidence of people falling down
and hurting themselves in a nursing home than there was in a
properly supervised home. These folks who do the home care have
plans, they have restrictions that they make very clear to the fami-
lies what they have to be. So I don’t think there is any kind of a
safety issue, and my guess is that people do better in their own
homes psychologically and, therefore, physically than they would in
a nursing home.

Now, we are not talking about everybody. Remember, home
health care is not for everybody. There are people who are so se-
verely disabled that they must have institutional care, and we are
not talking about doing away with all nursing homes. But there are
an enormous number—in our State, for all we have done in ex-
panding home health with the waiver, we still think that we have
at least 10 percent of patients who are in institutions now who
don’t need to be there, and we can’t get them out now because once
you go in, you become dependent and you need even more services.
So you have got to stop them from going in in the first place. Then
they are not only happier, but they do better physically.

The CHAIRMAN. Patrick, any statistics on that?

Mr. FLoop. Well, I can say, Mr. Chairman, that the Adult Pro-
tective Service Office is also within my department, so I see the
complaints that come in about abuse and neglect and exploitation
of elderly people. And I certainly have not seen any increase in the
actual cases of abuse and neglect of people residing at home.

I agree 100 percent with the Governor’s comments that if people
are content, if people are happy, they tend to do better medically.
And my experience—I have worked in nursing homes as well as in
other settings, and my experience is an institutional setting, just
by its nature, tends to cause problems that you wouldn’t have at
home. We have seen no indication, no statistics to indicate that
there is any problem.

In fact, I would say unequivocally that people are better off and
they are healthier and they are happier when they are being cared
for at home. They have to have a system in place that manages
that. We do have that in Vermont. Any particular client, any par-
ticular person at home, has probably two or three different kinds
of services they are getting, and that provides a check and a bal-
ance in the system, which, in fact, is not something you necessarily
see in an institution. That is the problem with institutions. They
are separated.

In this case, the whole community is involved in the case of
somebody so you get that check and a balance, and that, in fact,
prevents the kinds of abuses people are worried about.

The CHAIRMAN. Well, thank you, Governor and Patrick, for shar-
ing the Vermont experience with us, and hopefully it can be an ex-
ample for others to follow. I think you all have done a wonderful
job, and we appreciate your being with the committee.

Governor DEAN. Thank you, Mr. Chairman. Thanks, Senator.
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Mr. FLOOD. Thank you.
[The prepared statement of Governor Dean follows:]

HOWARD DEAN, M.D.

Governor
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Mr. Chairman and members of the Committee, my name is Howard Dean and I
am Governor of the state of Vermont. I appreciate the opportunity to appear before you
today to discuss — from a state perspective — an emerging health care issue with major

ramifications for both the Medicare and Medicaid programs.

We are all acutely aware that our society is aging. In 25 years, the population over
age 65 will represent 18.5 percent of all Americans, an increase from 12.6 percent today.
People over 80, those most in need of long-term care, will grow by nearly one third. In
the face of these trends, our current approach to long-term care simply will not meet the
need. The cost for continuing business as usual will be enormous and unsustainable. We
must instead develop a new fundamental structure for long-term care, one that
emphasizes independence, dignity and choice for the people we serve, and which does so
through creation of flexible programs and funding that are financially sustainable by the

states.

Before expanding on these themes, I want to commend you for including
representatives from the states in your planning activities. I am certain that we all share
the same principles with respect to our nation’s long-term care system — that it be
efficiently operated, but also that it offer opportunities for self-determination among
patients and their families and that it enhance the dignity and quality of life of those it
serves. I also firmly belteve that we can advance these principles only if the states and
federal government — as the two major payers of long-term care—work together in

partnership to reform the existing system.
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With these common principles in mind, [ would like to begin today by talking
briefly about the long-term care environment in Vermont and what we in our state see as
the necessary components of any compassionate and financially rational long-term care
system. I will describe how we have tried to put these components into place over the
last several years, and the obstacles we have encountered. 1 will then conclude by
offering some specific recommendations on how states and the federal government can
work together to remove the obstacles that bar the path toward improving the quality of
life for our frail elderly and disabled citizens. ' .

Long Term Care in Vermont

While Vermont is smaller and more rural than many other states, our long-term
care system is similar to what exists in the rest of the country. This is no accident, since
much of the structure for long-term care has been molded over the years through federal

regulation and entitlements.

If you are an elderly or disabled citizen of our state today, and in need of long-
term care services, sooner or later you will most likely find yourself coming into cantact
with the Medicaid program. Even if you qualify financially, however, one of the first
difficulties you will encounter is the way in which medical eligibility tests must be
administered. Because it is an entitlement, traditional Medicaid exists as an “all or
tiothing” proposition for potential recipients. Take the case of a 65-year old widow who
lives alone on a fixed income and wants to remain in the house where she and her
husband raised their family. She is generally in good health, but to be able to stay, she
needs some modifications made to her house, such as the installation of a wheelchair
ramp. She also needs some light assistance with housekeeping. We can offer her these

kinds of services through Medicaid only by qualifying her for the whole entitlement.

And the fact is, she may not qualify for the program. Long-term care eligibility in
Vermont and other states is measured in one way or another against the yardstick of
nursing home care. If you need assistance with activities of daily living to such an extent
as to justify admission to a nursing facility, then and only then will you qualify for

Medicaid long term care.
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So there is not much we can do through Medicaid for this woman until her health
further declines. Let us take the case of another elderly Vermonter, who is living at home
with his wife and could remain there with the right combination of intensive medical and
social supports. Absent thése supports, the only recourse for his wife will be to place him

. in a nursing facility.

Here the prospects are a bit brighter. In 1996, we enacted a law in Vermont
-known as “Act 160”. This law mandated the shifting of state financial resources on a
defined timetable from institutional to non-institutional services. To my knowledge, it

was one of the first laws of its kind in the country.

With Act 160 serving as a catalyst, we have worked to take maximum advantage
of the home- and community-based services “waiver” option under Medicaid, to develop
-and fund an array of services designed to allow people to remain in their homes or other

community settings when their only choice otherwise would have been a nursing facility. .

Today in Vermont, all of the following services are-available to qualifying

individuals enrolled in our waiver program:

Home-health aide services — whereby a health care professional assists individuals

in the home with specific health problems;

Homemaker services — including assistance with general household activities and

housekeeping chores;

. Personal care attendants — for assistance with basic needs such as bathing and
dressing; as well as household activities like grocery shopping-and paying bills. We also

.permit individuals to hire their own attendants;

-Adult day care services — which involve. transporting an elderly or disabled person

to a center where they receive on-going attention and therapies before going home again

for the night;

Case management services ~ to assist individuals to find and coordinate the

various services they need;
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Assistive technology and home modification — a limited benefit to help people

obtain equipment or home modifications they need to remain independent and which are

not covered by other sources;

Traumatic brain injury services - specialized services to assist people with

traumatic brain injury remain out of an institution.

The average long-term care recipient living at home receives more than 30 hours a
week of these kinds of services. We also have respite care available for spouses and
other caregivers who, of course, continue to bear the brunt of the work associated with

keeping a loved one at home.

And we offer full-time Residential care, for persons who are too medically
fragile or disabled to remain at home, but who can safely live and age in place in a more

private setting than one finds in a nursing home.

Our efforts to build a2 comprehensive home- and community-based service system
were recognized by the federal government in 1999, when we were one of eight states
selected to implement a pilot program to assist nursing home residents whose primary

payer source is Medicaid to leave the nursing home and return to the community.
Federal Obstacles

As active as we have been in developing alternatives to nursing home care, the
rules of the traditional Medicaid program have limited us in what we have been able to
accomplish. That is because federal regulations are significantly biased toward
institutional care. Nursing homes are idemtified as a basic service within Medicaid, but it
takes a waiver for states to offer home- and community-based alternatives. The waivers
~ themselves cap the number of people who can be offered waiver services. If others

qualify, but the slots are filled, the only option we can offer is the nursing home.

~ We are also limited when performing our financial “test” to looking only at what
Medicaid pays for and disregarding the effect of our actions on the other major ?ublic
payer — Medicare. If we can intervene to improve the safety of the elderly woman’s

home, thereby preventing a fall and a hospitalization, we have saved a substantial amount

4
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of money for Medicare. But the current rules do not allow us or you to recbgnize the
value of our actions outside of the world of Medicaid, resulting in an incomplete picture
of what we have achieved.

Finally, and perhaps most importantly, Medicaid rules today permit payment for
supportive housing costs in a nursing home, but not in waiver or similar programs. This

drastically limits what we can do without losing federal financial support.

How have these obstacles served to direct the flow of long-term care dollars away
from home- and community-based services? In 1996, when Act 160 was passed in
Vermont, 88 percent of our state’s Medicaid long-term care budget was spent on

institutional care and 12 percent on home- and community-based alternatives.

Since then, although the number of people served through our home- and
community-based waiver program has more than doubled, last year we still spent 74
percent of our long-term care dollars on institutional services, and 26 per cent on home

and community based care.

We are by no means out of the mainstream when compared to other states.
Nationally, in 1999, 74 percent of Medicaid long-term care expenditures were for nursing

home services and only 26 percent for home- and community-based alternatives’.

While clearly I thinkl we can do better, I should note that I am proud 'of our health
care providers—both institutional and otherwise—and think they do an excellent job of
delivering care to our elderly and disabled. I am also proud of the active grassroots
coalitions of citizens that have formed in recent years and that work at the local level to
reach out to those in need and help them to remain in the comrriunity or successfully
make the transition to another living arrangement when they can no longer manage on
their own. But I think with the proper restructuring of Medicaid regulations, we can

accomplish much more.

Components of Reform

! Source ~ Health Care Financing Administration
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[ cannot help but observe that there is a strong parallel in the long-term care world
to what is being discussed in Congress with respect to prescription drug coverage under
Medicare. First, these two benefits are among the largest expenditure items in most state

Medicaid budgets, including Vermont’s.

Second, I have heard a number of people make the observation that if Medicare
was being designéd from scratch today, it would never exclude prescriptions. That is
because what made sense thirty-five years ago no longer makes sense, given the advances

in medicine and changes in society that have taken place.

I think the same observétion can be made about how long-term care services are
funded and delivered. if a long-term care éystem were being designed from scratch
today; I do not think we would conceive of building a system in which a bias is shown for
institutional care, rather than for services designed to keep people independent in their
homes or the community. Nor do I think we would segregate funding into two different
programs — Medicaid and Medicare — such that the financial ramifications of a change to

one program are ignored in the other.

Allow me to propose four reforms of federal policy with respect to long-term

care:

e Reform 1 - Allow greater state flexibility. Federal policies should permit
states to offer flexible benefits, for example, by permitting us to begin
helping frail elderly and disabled persons before their condition is severe
and when our intervention could actually do the most good. We have made
a careful study of the concept of early intervention in Vermont over the past
several years and have used what we have learned to design a potentially
groundbreaking program, known as “Home Front”. Under this program,
elderly and disabled persons who do not qualify for Medicaid, but whose _

" quality of life and health could be enhanced through minimal interventions,
would be enrolled for a limited package of services. These services would
be tailored to a person’s particular needs, and might include environmental

modifications to their home, assistance with home chores and so forth.

6
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Because most of these people would be on Medicare and have Part B, the
program would also seek to engage their personal physicians in the design
of the benefit package.

In order for us to offer a limited benefit package under existing federal
regulations, the Home Front program would require a Section 1115a .
Medicaid waiver. This in turn means we would have to be able to
demonstrate to HCFA that the program would be budget neutral to the
federal government, i.e., that the federal government would spend no more
on Home Front than it would have spent absent the waiver. That,
unfortunately, is a difficult test to pass, when these people theoretically were
costing nothing before — nothing, that is, if only Medicaid is considered.

For the Home Front program, and others like it to be implemented, one of
two things must happen. Either the budget neutrality tests for persons with
dual Medicare and Medicaid eligibility must be modified to look across both
programs or states must be given the flexibility to offer these kinds of
benefits without going through the difficulty of obtaining an 1115a waiver.

" Reform 2 — Remove the bias toward institutional care. In a letter to the
states issued by HCFA last year in the wake of the Olmstead decision,
HCFA said, “...no one should have to live in-an institution or a nursing
home if they can live in the community with the right support. Our goal is
to integrate people with disabilities into the social mainstream, promote

equality of opportunity and maximize individual choice.?” I endorse that

position and would offer a shorter, “New England;’ re-phrasing: No one

should ever need a waiver from the federal government to remain in their

home.

It is important to note that a leveling of the playing field between non-
institutional and institutional care will not result in massive new federal

spending. The good news is that home- and community-based services, the

? State Medicai