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EXECUTIVE OFFICE OF THE PRESIDENT 

, OFFICE OF MANAGEME:NT AND BUDGET 

WA$KINo.TOti, 1),(:, lO5Ol 

Saptc:;t.cr 10, J.993 

MEMORANDUM FOR 	 THE FIRST LADY 
• 

FROM: ~	Leon'Panetta and Alice Rivlin ~~ 
SUBJECT: 	 Comments on the 8/6/93 Draft of the Health Care 

Reform Plan 

The attached memorandum to Ira Haq8ziner responds to your request
last week that 	we provide our comments and sU9gestions regarding
the draft Health Care Reform Plan dated 8/6/93. The memorandum 
is organized into two parts; the first section provides an 
o'Vervie....' of some of the areas of the plan 'Where we believe 
further clarification is needed, While the second section 
provides detailed, chapter-by-chapter comments about aspects of 
the policy that are unclear or have Federal budgetary 
implications that may not have been considered. This detailed 
analysis was conducted under our supervision by OMB's staff of 
budget examiners ~ho have the day-to-day responsibility for 
analyzing the various Federal health programs. 

As noted in the memorandum, we are continuing to review the draft 
plan in order to ensure that it is consistent with the policy 
assumptions we have made in the preliminary budget estimates that 
have been used in the modelling process. Because the chapter on 
financing was incomplete at the time we reviewed it, and several 
elements of the financing proposal are still evolving, our 
analysis of this critical element of the draft plan is still 
preliEinary•. Our understanding is that the new estimates of the 
most current financing proposal will be delivered from the 
modellers next week. We will direct OKa staff to analyze these 
cost estimates along with the revised 9/7/93 draft of the plan 
that we have just received, in order to ensure that the estimates 
are consistent with the policy. We also want to highlight any 
budget "scorekeeping* issues that ve see as a result of this 
review, so that we will not be surprised by CBO's scoring of the 
reform plan. We will provide you and Ira with our analysis of 
these issues as soon as possible. 

We apprec.iate the opportunity to review this draft of the plan,
and stand ready to discuss and clarify any of our comments and to 
work with you and Ira on subsequent drafts. 

Attachment 
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EXECUTIVE OFFICE OF THE PRESIDENT 

OFFICE Or MANAGEMENT AND BUOGn 


WASHINGtON, O.C, lO503 

flCpte.r'!'ber 10, 1993 

MEMORANDUM FOR IRA HAGAZINER 	 • 
FROM: ~	Leon Panetta and Alice 

SUBJECT: 	 Comments on the 8/6/93 Draft of Health Care Reform 
Plan 

We appreciate the opportunity to review the draft Health Care 
Refo~ Plan dated 8/6/93. In general, the draft reads well and 
reflects the tremendous amount of work that bas gone into the 
developEent Of the plan. You and your staff are to be 
congratulated for addressing this important issue with such 
dedication and persiGtence~ 

A number of detailed comments and questions, organized by 
chapter, are attached* The comments represent our initial 
reaction to aspects of the policy that are unclear or have 
Federal budgetary implications that may not have been considered. 
We are continuing to review the draft policy in order to ensure 
that it is consistent with the poliey assumptions we have made in 
our budget estimates and Modelling; however, because the chapter 
on financing is not complete (and indeed I was still in the 
process of being discussed with the President last week), our 
analysis of this critical element of the draft plan is still 
preliminary. A few more general comments follow here, 
highlighting major issues that our initial review has uncovered, 
and that we believe need clarification. ' 

It is my understanding that OBB staff met with you and your staff 
this weekend to discuss the chapters of the draft plan dealing 
with public health initiatives. We are prepared to do that with 
respect to other aspects of the draft plan if A fuller 
explanation qf the detailed comments that follow would be helpful 
to you. 

Allocation of Responsibility 

The draft calls for a complex set of responsibilities to be 
shared by the Federal government, the new National Health Board, 
States, and Health Alliances. At each of these levels, there is 
further division of responsibilities as well. For example t 

within the Executive Branch, responsibilities are distributed 
across DHHS, Labor, Treasury, Justice, Commerce and others. 



We appreciate the essential American traditions of pluralism and 
decentralized sharing Of powers. At the same time l the practical
complexity of the interrelationship of the various agencies and 
levels of government requires .ore specificity concerning duties t 

povers, shared responsibilities and -- most importantly -- final 
accountability. ,Specific issues related to implementation and 
long-term manaqement of the Nation's health sector are difficult 
at best to predict. It is critical that the structure created to 
manage this reform be well-designed and easily understood by all 
concerned. 

It is certainly the, case that the precise allocation of 
responsibIlities win be a primary focus of negotiations with the 
Congress, and in that sense, leaving the lines deliberately vaque 
is a, rational openi,nq ga.mbit.. Insofar as we have not had the 
opportunity to discuss the contours internally very much, we 
believe it would be productive to focus on this issue and begin 
to develop our preferred out.co,me of this distribution before 
serious negotiations with the Congress begin. 

One particular assignment merits mention here: we strongly 
object to the proposal set forth in the draft plan that the 
National Health Board will be organized as an independent agency 
that will issue regulations without the benefit of OMB review 
(see Chapter 5, p. 48). We believe it would be extremely unwise 
to cede Executive Branch control over the Board, especially in 
the early years, when the Clinton Administration will bear sole 
responsibility for its successes and' failUres.. For .example, the 
Board will be responsible, at least initially, for developing and 
enforcing the national health care budget. It is far from clear 
that it would even be possible, much less desirable, for an 
agency located outside the Executive Branch to assume such 
responsibility. Further t the purpose and effect of OMB review of 
agency-issued regulations is to ensure compliance with the goals 
and policies of the President. Ceding the authority to review 
regulations issued by the Board t and in general interposing an 
independent body between the President and the Executive agencies
in effect relinquishes control of a crucial policy. As there ~ay 
also be constitutional issues inVOlved, at a ~inimum there should 
be fUrther discussions about this'proposal vithin the 
Administration. 

Federal Bydqet Risk 

Related to concerns about authority and management, the draft 
plan calls for a number of new programs, policies, and 
initiatives that involve Federal dollars, either in direct 
funding or as a "backstop' for a potentially turbulent early 
implementation phase~ Several direct subsidies are mentioned, 
including premium subsidies for low-income persons, an iron-clad 
cap for employer premium contributions set at 7.5' of payroll, 
additional subsidies for small, low wAge firms, full tax 
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exemption for health insurance payments by the self-eEployed, and 
subsidies for co-pays and deductibles for low-income persons. 

Several :new sources of funding or funds (similar in concept to 
national trust funds) are discussed in'the draft, including a 
national Fund/Risk Pool for the Uninsured, Fraud and Abuse Fund~ 
the Veterans A~inistration Fund for Development into Health 
Plans, Long-Term Care Trust Fund, State Plan Guaranty Funds, the 
graduate medical education All-Payer National Pool, and the 
Inter-Alliance security Trust Fund. Some or all of these funds 
could be substantial, both in terms of new tax burdens or 
,potential outlays of rederal dollars. For example, the risk 
pool/fund discussed in Chapter 29 could be larger than either the 
Medicare Trust Fund or current Medicaid funding -- with as many 
:as 50 million newly entitled persons~ In most cases, the 
estiEated cost or size of these funds is not specified. 

We note that the draft plan itself is a discussion of the policy 
proposals without detailed bud9~t tab~es. Of course, we have 
seen and helped to prepare draft estimates ot various piece~ of 
'the overall reform plan, includin9 proposed Medieare and Medicaid 
reductions, but as you know, the net cost of the draft health 
reform proposal has not been estimated as • tptal package. This 
is particularly true with respect to the proposal for financinq 
the subsidies discussed with the President late last week, which 
we understand is still evolving. Interactive effects can be 
significant, especially in a systematic reform as oomplicated as 
this one. Thus f any numbers we have at the moment must be 
considered preliminary, and must be so regarded and described. 

The further point is that there is quite a bit of irreducible 
uncertainty in any estimate of the ultimate effects pf healto 
reform on the federal deficit. Givan that, it seems prudent to 
spend more time and detailed effort designinq ·stopgap· 
protection for the Federal purse, especially in the early years.
,We at OMB would be glad to undertake this effort. 

Our understanding is that estimates of the current finanCing
,proposal will be delivered from the Urban Institute next week,_ 
'Armed vith a fuller appreciation of the reform proposal as a 
whole, we ~ill direct OKB staff to assess the nev cost estimates 
to ensure that they are consistent with the policy as we 
understand it and viII provide you vith our analysis ot tois 
early next week. 

lilopal Jlygget ·Enforcement 

Nancy-Ann Kin's ~emorAndum to you dated July 29 expressed our 
concerns about the preliminary versions of the 910bal budget. 
Altbouqh the guidelines for calculating the glob.l budget have 
been amended to change the focus from GP~ to cPt, the current 
version Qf the poliey is similar to the one her memorandum 
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discussed, and therefore our concerns remain. several dimensions 
of this policy raise related conoerns about the unpredictability 
of Federal outlays. The Federal health budget enforcement and 
responsibility for Years 1 through 3 poses a number of 
challenges; including the followinq: 

• 	 Although the policy calls for Federal enforcement by the 
National Health Board of each State's global budget, 
currently there is no reliable state-by-state baseline of 
spending for the guaranteed benefit package. The only data 
available are gross estimates of total spending by HCFA's 
Office of National cost &stimates, the accuracy and 
timeliness of which leave a qreat deal to be desired; 

• 	 Premium bids by plans oould be skewed by estimates of 
increased demand for services by the newly-insured. 
estimates of adverse risk selection. and general market 
unce=tainty. It will be difficult at best -- without better 
utilization and risk status information -- to assess the 
extent to which premi~ bids reflect efficient plans or 
delivery of services. 

Taken together l these factors could have enor.ous implications 
for short-term Federal outlays, and thus for our ability to meet 
the global budget targets. With respect to the Federal health 
programs in particular, your argument that Medicare and Medicaid 
continue to grow at a rate higher that the private sector under 
the plan's scenarios is a persuasive one; but the fact remains 
that the 9lobal budget scenarios call for the growth rates in 
these Federal programs to be cut in balf very quickly. We should 
not underestimate the difficulty of persuadinq the Congress that 
-this is possible, and of,aetually doing it. 

Agrninistratipn of Subsidies 

Und~r almost any plan, the administration of specific subsidies 
,requires a fair amount of complexity and detail, which may in . 
turn be less than helpful to "the average reader. Perhaps under 
separate cover or in the next draft, it would be useful to share 
the details of the current proposals for the several provisions 
that imply or directly call tor administration or distribution of 
funds. These inolude areas such as: 

• 	 subsidies to small businesses and/or businesses with low­
wage workers; 

• 	 subsidies for Medicaid wrap-around coverage, as well as 

subsidies for co-pays and deductibles for the low-income 

groups; 


• 	 coverage and eligibility rules for the working aged, 

relative to both the worker and the spousei 
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• 	 tax incentives and tax credits for long-term care coveragej 
and 

• 	 transitional policy issues such as moving from a sinqle 
national payer fund for the uninsured to coverAqe in private 
planG under a state-based alliance structure. 

We strongly believe that the administration of these aspects of 
the plan must be reviewed carefully to ensure that there is 
coordination and streamlining across these administrative 
structures, rather than duplication and needless fragmentation. 

Thank you again for the opportunity to review this draft and 
provide you with preliminary reactions. OKS stands reAdy to 
discuss and clarify any of these comments and to york with you on 
subsequent drafts. 

s 
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EXECUTIVE OFFICE OF THE PRESIDENT 
OFFlCE OF MANAGEMENT AND BUDGET 

WASHINGTON. O,C. 20503 

September 23, 1993 
THE DIREctOR 

MEMORANDUM FOR THE FIRST LADY ~...­

FROM: ~Leon panetta and Alice Rivlin 

SUBJECT: Comments on the 9/7/93 Draft of Health care 
Reform Plan 

We have attached OXB's comments on the 9/7/93 draft of the 
Health Care Reform Plan. As you will recall, we transmitted 
couments on the 8/6/93 draft in our memorandum dated 
Septeober 10, 1993~ We are working with Ira to resolve the 
outstanding questions about the plan in order to be9in the 
process of scrubbinq the numbers. Please let us know if you 
have any questions about our comments or this process. 

cc: Ira Maqaziner 
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EXECUTIVE OFFICE OF THE PRESIDENT 

OFFICE OF MANAGEMENT AND BUDGET 


WASHINGTON, 0,(:, 2OS03 

September 23. 1993 . 
THt DIRECTOR 

MEMORANDllM FOR IRA GAZINER 1\0,':"'­
Leon Panetta and Alice Rivlin ~FRO!!: 

SUBJECT: 	 Comments on the 9/7/93 Draft of Health Care 
Reform Plan 

Thank you for the opportunity to review the revised draft 
Health Care Reform Plan dated 9/7/93. We look forward to 
continuin9 to work with you and your staff over these next 
few critical weeks as details are finalized. 

We are attaching a number of detailed comments and 
questions, organized by chapter. We have classified 
comments into 2 types: (1) those that might affect budget 
estimates, and (2) needed policy clarifications. The 
qreatest number of our comments pertain to three chapters 

hLonq--Term Care", "Medicaid-, and "Financing Health 

coverage". 

The 9/7/93 draft contains a number of chapters that remain 
the same or substantially similar to the 8/6/93 draft. We 
request that you still review carefully our previous 
comments on those chapte~st which were attached to our memo 
to you dated September 10, 1993. 

A particular continuing concern is the proposed "independent 
agency" status for the National Health Board. Given the 
wide-ranging powers of the Board and the President's 
accountability for the SUCCess or failure of its endeavors t 

we believe the Board should be accountable to the President~ 
To accomplish this l the provision for removal of Board 
members only for cause shoUld be changed to permit removal 
at the pleasure of the President. Removal for cause Is the 
xey determinant of "independent" status. More generally, 
the Board ~hould be referred to as an agency in the 
Executive Branch, not as an independent agency. Further, we 
continue to believe that an agency with such broad powers 
should not be exempt from White HoUse regulatory review. 

Attachment 
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Comments by Chapter -- 9/7 Draft Plan 

Chapter 3: coverage 

This chapter has not changed substantially since'last review; 
p~evious OMS comments still apply. 

1} Budget Issues 

None. 

2) pelicy lss\,;es or Clarifications 

.. 	 Page 13. under ·Sources of He·alth Care Coverage'", 
individuals who are eligible for Medicaid long-teLm care 
services should be mentioned. The document does not state 
whether these individuals will receive their acute care 
services through the health alliance, as well as continue t'o 
have Medicaid pay for their long-term care. 

.. 	 Page 14, the mention of the health security card here and on 
page 111 imply that the card will be required for access. 
All discussions of the card were with the understanding that 
it can facilitate and expedite access, but could not be a 
barrier to access. Individuals will lose cards J some will 
not be competent to necessarily have possession of a card 
and will not have a guardian for ensuring its availability~ 
The language in both sections should be revised to use t.he 
-term facilitate. 

• 	 The explicit proposal for health insurance for the 
unemployed who have lost their jobs appears to have been 
cropped from the 8/6 draft. The health coverage available 
to unemployed workers in this draft. however~ is not clear. 

Page 15 states that no health plan may cancel an 
enrollment until the individual enrolls in another 
plan; 

Page 74 states that health plans IDay not terminate, 
restrict. or limit coverage for the comprehensive
benefit package for any reason, including non-payment 
of premiums. They may not cancel coverage for any 
individual until that individual is enrolled in another 
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health plan. 

Page 	68 states that if a corporate alliance fails to 
make premium payments to a health plan, the plan may 
terminate coverage after reasonable notice. If 
coverage is terminated t the corporate alliance is 
Lespo!1sible for providi:1g coverage to individuals 
previously insured under the contract. 

It appears the intent is to make large employers in 
corporate alliances pay for the costs of their unemployed 
workers. Based on the statements 'above~ this coverage could 
even go beyond six months if the terminated worker remains 
unemployed~ 

• 	 Page 15. under -Employer Obligation-, COBRA requirements are 
not mentioned. Whether to eliminate COBRA requirements in 
favor of another requirement is a policy-level decision, but 
COBRA should be addressed. 

.. 	 Eniployers "may be required" to provide six months coverage 
of terminated employees or pay 1 percent of payroll to cover 
une;nployed workers: 

Who makes the decision concerning "requirement'" - ­ the 
State? the National Health Board? the Alliance? This 
should be clearly stated. Otherwise; COBRA 
requirements should continue to apply. 

Note also that "terminated W employees are a broader 
group than laid-off workers. 

will the 1 percent of payroll only cover the costs of 
unemployed workers laid off bY that employer? If the 1 
percent of payroll is not enough, who pays? 

Must the terminated employee pay his share of the 
health insurance costs to maintain the corporate 
contribution'?, 

Is there a comparable requirement for smaller employers 
or ·those large (over 5000 employee) ~~loyers who enter 
regional alliances to provide health insurance to 
terminated employees? If not, who covers the health 
insurance costs of their laid-off employees? 

• 	 page 16, seli-employed and unemployed individuals are 
responsible for paying the family share of the premium as 
well as the employer share, unless they are eligible for 
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assistance based on income. 

What happens to unempl~xed individuals if they cannot 
pay (or do not. choose to pay) for health insurance? 
Does the individual remain responsible for paying the 
premium, and how is this enfo;:,ced? ., 

For example, an unemployed worker may not qualify for a 
subsidy based on income from a second earner but still 
have high recurring liabilities (e.g.~ a mortgage}. 
Given the average weekly benefit for un'employment 
insurance of $170, if a health plan costs $4.000 a • 
year~ the weekly cost of health insu~ance amounts to 4S 
percent of the weekly unemployment be~efit. 

,.. ... 
• 	 Page 16. enforcement of employer responsibility to 

contribute to employees health coverage should be shifted 
from the Secretary of Labor to the States. States alrea"dy 
run their own unemployment insurance systems. and have been 
delegated most other enforcement responsibilities under the 
plan. 

• 	 Page 17, for part -time workers, employers will be required 
to make pro-rated contributions. Students, on the other 
hand, will be covered by their parents' policies or through 
the regional alliance of their school. The primary payor 
for students who work part-time is not identified; it should 
be the parents' policies, rather than the employers' . 
policies. 

• 	 Page 17 (and p, 236), issues related to higher student 
premiums and dismantling of student health plans continue to 
be of concern. The expanded comments specify that the 
student is covered under his or her fa~ily's policy. A 
portion of the premium paid by the employer and the family 
would be transferred to the regiQnal hea~th alliance where 
the student attends school. If the student is not a 
dependent, he or she would enroll directly in the regional 
health alliance l and presumably would be responsible for 
the pre~ium, subsidi?ed depending on the level of income. 

Thes·e revisions, while providing increased detail relative 
to the 8/6 draft. fail to address previous corr~ents about 
how student health services would fit into the new system.
and whether they would have to accept all applicants, 
including non-students, and raise pre~iums as a result. In 
addition, questions reIT~in about how much of the premium 
would be transferred from the family policy to the regional 
health alliance, and how this would be determined. 
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Chapter 4: Guaranteed National Benefit package 

This chapter has not changed substantially S4nce last review; 
previous OMS CQrrunents still apply. 

Additional Comments 

1) Budget Issues 

• 	 Home health and extended care benefits for the under-65 
population should be brought into line with the ,Medicare 
population by requiring a $5 copayment per visit for home 
health and $10 per day of extended care for low cost-sharing 
plans. The amounts should retain the same ratios to the 
copayment amount for physician visits. The high cost­
sharing plans l as currently constructed# will require 20% 
coinsurance on these benefits. Under the plan, Medicare 
will also require cost-sharing on both benefits after a 
period of free care. 

2) Policy Issues or Clarifications 

.. 	 Page 22. the table has asterisks that do not: line up with 
definitions below. For example, ••••• is placed after ·7 
clinician visits· for children age 0-2. yet the definition 
of ••••• provided below the table says it stands for ·once 
three annual negative smears have been obtained.­

• 	 Page 26, should a physician be required to reevaluate the 
need for continued outpatient rehabilitation therapy and 
horne health care? While this could be considered too 
regulatory, it could d~scourage excessive utilization. 

• 	 Page 33, change the -Expansion of Benefits· section to read~ 
~Additional benefits that could be included in possible 
future expansions include .. ,". 

" 	 Page 33., coverage of investigational treatments should be 
lirr,i ted to those trials bearing approval from one of the 
agencies enumerated, or that meet the cited NIH guidelines. ' 
Health plans should not be required to cover any other 
investigational treatments that have not met Federal 
standards. 

• 	 Page 35. remove the requirement that low cost-sharing plans
have an out-of-pocket maximum. It is unlikely that the 
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maximums will be reached. 11..'1 individual or family that does 
reach the maximum is likely overutilizing the health care 

~ system and a cap on out-af-pocket costs for low cost-sharing 
plans does nothing ,to discourage such usage. 

Chapter 5: National Health Board 

This chapter has not changed substantially since last review; 
previous OMS comments still apply. 

Additional Comments 

1) Budget Issues 

• 	 Page 47, last paragraph I the discussion of a premium 
surcharge on all employers does not clearly state that this 
is the default require~ent if states do not establish their 
own pr09'rams. 

2) policy Issues or Clarifications 

• 	 Page 43, the NHB breakthrough drug committee seems to create 
oisincentives for drug development in the 'Very nrea where 
this should not take place, i.e.~ when there are significant 
treatment advances. Congress may already have created 
enough of a chilling effect with its intensive scrutiny of 
major breakthrough drugs such as AZT. the new cystic 
fibrosis drug and the new treatment for multiple sclerosis. 
The rationale against cost containment is that there will be 
significant market forces at work under the health care 
reform syste~ to make such controls unnecessary and overly 
burdenso~e. To put in place potential price restrictions in 
the very areas we want to encourage drug development is 
counter intuitive. The notion that the committee could 
judge from other -therapeutically similar- drugs here and in 
other countries misunderstands breakthrough drugs, and fails 
to acknowledge price controls in other countries. 

Chapter 6: State Responsibilities 

This chapter has not changed substantially since last review: 
previous OMS comments still apply. 

Additional Comments 

1} Budget Issues 

None. 
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2) Policy Issues or Clarifications 

• 	 Page 52, last paragraph. refers to an agency that assumes 
control if a plan fails. Is this the same as the guaranty 
fund? 

Chapter 7 ,: 'Regional Health Alliances 

Previous eMS comments still apply. This chapter contains a few 
revisions: i) paragraph added on oversight of health alliances 
th~ough the Department of Labor; iii reference to HHS 
responsibility to establish model fee schedule for all services 
is eliminated; iii) pages on the operation of alliances have been 
moved from the chapter on State Responsibilities to this chapter. 

Additional COmments 

11 Budget. Issues 

None. 

2) Policy Issues or Clarifications 

" 	 Department of Labor oversight! A paragraph on ~ ErJfC)l:'cen~rJt" 
has been added that designates the Department of Labor to 
oversee the financial operations of the health alliances, 
including auditing of financial and management systems. 
Elsewhere. in the chapter on Health Plans# the Department of 
Labc)r also is designated with new responsibilities on 
developing grievance procedures. 

In both cases, the National Health Board should"be given
>primary responsibility, with the authority to designate 
agency responsibilities as it determines to be appropriate. 
This provides flexibility. along the lines of the NPR 
Reinventing Government ap·proach, to designate whomever can 
best perform the job. rather than following pre-set.
legislative or regulatory mandates. If any such function is 
assigned to the Departme~t of Labor independent of National 
Health Board action. it. should be limited to the corporate
alliances, 

Chapter S: Corporate Alliances/ERISA 

This chapter has not changed substantially since last review; 
previous OMS comments ,still apply_ 

Chapter g: Health Plans 
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Previous OMB comments still apply. paragraphs have been added on 
grievance procedures, provider participation in plans. and loans 
to ccmmunity·based health plans. 

Additional Comments 

1) Budget Issues and Clarification 

- Page 76, under the section -Health Plan Arrangements with 
providers,- health plans also should be authorized to 
competitively bid out for services such as durable medical 
equipmentr pharmaceuticals, and other health care products. 

• 	 Pages 80-82, supplem~ntal insurance coverage continues to 
promise excess and unnecessary utilization. Requiring high 
cost~·sharing plans to offer coverage of cost-sharing 
liabilities will not help control costs and only encourage 
the opposite result. The r'equirement that high cost-sharing 
health plaps offer wrap-around coverage of cost-sharing 
should be made optional. 

An alternative would be to ban the coverage of cost-sharing 
altogether and allow supplemental policies to offer only 
additional benefits. 

.• 	 Cost of Loans to Community-Based Health Plans: a new section 
has been added that requires HHS to establish a loan program 
to assist with the development of community-based health 
plans. The program -may provide direct loans to health 
plans or guarantee loans made by private financial 
institutions.­

The potential for ab~se and actual experience with existing 
Federal loan programs suggests that considerably more 
analysis and definition is needed regarding the goals and 
implementation of this program. This description provides 
no sense of how large the program may be, how much it would 
cost, what criteria one uses to judge what constitutes a 
community-based health plan. or what criteria should be used 
to determine who should receive the loans. 

1; preferred alternative is to. delete this section 
altogetlier. The private market has already anticipated a 
network-based health care system: providers and insurers are 
already creating networks in anticipation of health care 
reform. Government-backed loans will only distort the 
incentives that exist and result in the creation of health 
plans that would not otherwise exist. 

2) Policy Issues and Clarification 
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• 	 Grievance Procedure: as noted in comments O~ the chapter on 
Regional Health Alliances. the revised plan designates the 
Department of Labor for new responsibilities -- in this 
case, for the establishment and monitoring of grievance 
procedures, including alternative dispute resolution 
procedures. The Department of Labor may indeed be in the 
best position to monitor such practices, but either the 
states or the National Health Board should assume primary
responsibility .. 

The National Health Board is one option because it could 
delegate assigr~ents as it deems appropriate~ ~nis provides 
flexibility, along the lines of NPR Reinventing Government 
approach~ to designate whomever can best perform the job6 

ratb~r than following pre-set. legislative or regulatory 
mandates. The other alternative would be for states to 
ensure that regional and corporate health plans establish 
and lnonitor grievance procedures. States are responsible
for ~ost other survey and certification efforts and 
jurisdiction on these matters should not be splintered~ 

• 	 Page 75, employers and employees {in regional alliances) pay 
a co~unity-rated premium. However, payments to health 
plans ~i alliances are adjusted to account for the level of 
risk associated with individuals enrolled in plans. 

Also on page 75. health plans may purchase reinsurance to 
cover disproportionate costs beyond those predicted by risk' 
adjustment formulas. 

The~,e two provisions suggest that bad debts due to enrolled 
. individuals not paying their premiums may show up in the 
community-rated premium. This will socialize the cost 
across the general population, while the party in default 
pays no penalty. Because unemployment is cyclical, health 
insurance premiums could increase to subsidize non-'payers. 
Reinsurance could spread business cycle risks or costs due 
to !$tr''')ctural unemployment across health plans. alliances. 
and States. Alternatively, the plan could specify a 
rnechanism t through the tax system or a comparable procedure, 
the: States have the option to use to collect overdue 
assessments. 

• 	 Page 76, the requirement that plans pay -essential community
providers· should be deleted. If health plans comply with 
non-discrimination requirements, they should be allbwed to 
determine with what types of providers to contract. 
Requiring plans to contract with a certain class of 
providers contradicts the provision that health plans can 
"limit the number and type of health care providers who 
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par;tic:ipate in the health plan". 

Chapter 12: Integration ~f Workers' Compensation Insurance 

This chapter has not changed substantially since last Teview; 
previous Ol1B comments still apply. 

~dditior.al Comments 

1} Budget Issues 

None. 

2) Policy Issues or Clarifications 

.. 	 Page 90, paragraph about extent of coverage says that 
benefits will continue to be defined by states. that plans 
and providers are not allowed to bill patients for balances, 
but that workers will not be subject to requirements for co­
payments and deductibles. Some state workers' comp laws may 
already allow for co-payments and deductibles~ (There are 
serious efforts to control costs in some states~ We do not 
keep up \<dth the details but suspect they use deductibles 
and copayments or will need to so in the future.) 

Although workers' camp laws do have broader purposes than 
-regular- health insurance. there is no reasons to override 
states' efforts to control costs of workers camp. An 
alte:-native would be to suggest adding at the: end of the 
second paragraph, p. 90: .~ .. unless they are allowed under 
the relevant workers~ compensation law.­

Chapter 13: Quality Management and Improvement 

Previous OMS comments still apply_ Additional comments address 
the revised section containing greater detail on reforming the 
Clinical Laborat.ories Improvement Amelldments' leLIA) . 

11 Policy Issues and Clarifications 

• 	 page l07~ the resurrection of the explicit eLlA revisions is 
strongly applauded. The existing regiIDe,is a very costly 
construct with little evidence of improved quality at the 
cost of approximately $1.5 billion annually. This change 
should stay in the plan. 

• 	 The draft states high-risk laboratories would be warned in 
advance of on-site inspections. High-volume,. high-risk 
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laboratories would be targeted for on-site inspections, 
which would be announced in advance. An argument can be 
made that "the pre-announcement is necessary to avoid 
disruption of patient care. No other health care 
facilitiesi however, receive this special consideration. 
e.g., nursing homes, hospitals, mammography screening 
clinics, horne health agencies. etc. Pre-announcing surveys 
allows facilities to cover up non-compliance. At a minimum, 
facilities suspected of non-compliance should be subject to 
unannounced inspections. 

Chapter 15: Information Systems and ~dministrative Simplification 

Previous OMB comments still apply. Additional comments address 
the revised section on cons~~er surveys, the deleted.reference to 
PHS budget req~irernents, and the added new Medicare streamlining 
proposal to allow doctors to waive coinsurance. 

Additional Comments 

1) Budge't Issues 

• 	 Page 118, the data standards process should be started in 
adva~ce of health care reform legislation. The longer the 
standards are delayed the longer the continued 
administrative waste and delayed start-up of improved 
automation. 

• 	 Page 120, the new proposal allowing physicians to waIve 
Medicare coinsurance in cases of -financial hardship or 
professional courtesy5. Currently, health care providers, 
i~c)uding physicians, are not permitted to waive coinsurance 
becEluse of the inc'reased utilization that waivers may cause. 
The plan proposes to allow physicians to ·presumptively·
waive coinsurance in cases of financial hardship or 
professional courtesy, but does not define these terms. 
These terms are difficult to aefine in a way that would 
prevent them from being .used inappropriately. The practical 
effect -- unless new (and undesirable} paperwork is required 
to allow for enforcement -- would be to allow physicians to 
waive coinsurance under any circ~~stance. This is likely to 
result in increased costs to the _Medicare 2*ogram due tq
increased utilization. These costs should be estimated and 
added to the list of Medicare savings and cost proposals. 

Allowing physicians to waive coinsurance also begs the 
question of why physicians should receive preferential 
treatment. What about other health care providers, e.g., 
durable medical equipment suppliers~ clinical laboratories. 
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and home health agencies? 

• 	 Pages 119-121. it is unclear whether the costs and savings 
of other proposals in the Medicare streamlining section have 
been l:.aken into account in overall cost estimates (see 
previous comments on this chapter related to streamlining 
Medic,!!re). An attempt. should be l'nade to explicitly estimate 
these costs. 

• 	 Modifications to the chapter on cor:sumer surveys are 
positive. The chapter no longer designates PHS as 
responsible for these surveys, and no longer states that PHS 
will require $200 million to conduct these surveys, This 
appears to be responsive to previous OMB comments. 

2) Policy :ssues and Clarifications 

• 	 Page 121, the proposal to have the National Health Board 
explore developing standards for single annual inspections
of health care institutions is inconsistent with the 
proposal to develop minimum standards for health care 
institutions on page· 106. which cnlls fer focused attention 
on those institutions with problematic records. More 
frequent inspections may be needed for problematic 
institutions. while less frequent surveys may be needed for 
those without problems. 

Chapter 18: Academic Health Centers 

Previous OMB commer.ts still apply; additional comments are 
provided. We note that the only significant change is a deletion 
of an opening ,-mission statement- that academic health centers 
pe.rform ~broad corntr,unity functions that must be sustained.· . 

Additional Comments 

1) Budget lssues 

• 	 The plan counts 56 billio:1 in FY 1994 payments to an 
academic health center pool. Medicare indirect medical 
education (IME) payments are currently projected to reach 
$4.2 billion in FY 1994. Medicare direct medical education 
pa}~ents are projected to equal $1.5 billion. The plan 
should identify the components of the $6 billion. since it 
only stakes a claim on the IME funds. 

2l Policy Issues or Clarifications 
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• 	 The plan would add a surcharge'to the health plan premi~~. 
The plan should specify whether the surcharge shall be paid 
entirely by the employer, the employee, or whether it will 
be split between the two parties. 

• 	 The plan would require health plans to assure coverage for 
routine patient care associated with approved clinical 
trials. Some plans, however. will find it difficult to 
contract with an academic health center given geographic 
settings, e.g" rural networks may be hundreds of miles from 
an academic health center, Secondly, a requirew~nt for plans 
to contract with an academic health center contradicts the 
statement on page 76 that allows plans to -limit the number 
and type of health care providers who participate in the 
health plan.' 

An exceptions process should be structured that will allow 
p~ans to opt out of contracting with an academic health 
center. Plans can purchase reinsurance to protect 
themselves from the high costs of treatment of rare diseases 
and specialized procedures. 

• 	 poge 139, text states thDt HHS will determine particular
diseases or procedures ·for which health plans are required 
to establish contractual relationships with academic health 
cer.ters.· Such central planning is not necessary (such 
links will form on demand) and not consistent with the 
principle of Local Responsibility stated in the chapter on 
Ethical Foundations of Health Reform (page 12) • 

• Chapter 21: Long Term Care 

The chapter has been re-written; OMB comments address this new 
draft. 

1) Budget Issues 

• 	 Page 152. it is possible that a portion ,of the 581/D1
population who are not currently receiving institutional 
care or'horne based care would qualify for community based 
care as under the eligibility standards described. Limited 
ADLs are used as eligibility criteria for SSI/DI~ but this 
population rarely uses institutional care. 

• 	 Page 158. would the monthly living allowance change for 
recipient of Federal benefits (551. VA) change? 

12 




.. 	 Page 162, this tax deduction would represent a double 
exclusion for S5I/DI recipients. Work related expenses are 
deducted from an SSI/DI recipients total income when 
calculating benefits. 

.. 	 The calculation of the Federal match rate. as it is affected 
by current State spending on long-term care, is never 
specified. 

"of The i:'lteraction between maximum budgeted amounts 
(established nationally for long-term care spending) and the 
amount of the Federal match is never addressed. 

• 	 Funding for the "new low-income program is supposed to be 
based on spending that would have occurred. if Medicaid were 
unchanged. for individuals receiving home and community­
based care who do not meet the 3-ADL criteria. State 
Medicaid data almost never distinguishes among disability 
levels of long-term care recipients. Therefore. this 
projection will be nearly impossible. 

• 	 Requiring States to fund both the non-means-tested and the 
low-income programs may significantly increase the fiscal 
burden upon them. 

• 	 Tax incentives for individuals with disabilities who work 
employed disabled individuals who require assistance with 
daily living receive a 50% tax credit. Is this credit 
refundable? Does the credit only apply to earned income? 
How does the credit interact with EITC? Was this considered 
in pricing. 

• 	 Medicare beneficiaries pay a premium toward coverage, with 
individuals having incomes below 100% of poverty exempt from 
the premium. Should assets be included in the in the 
cornpatation of the premium exemption threshold? 

• 	 Matching rates! Secretary of HRS determines matching rates 
for allowable costs. How are administrative costs treated 
under the matching rate computation? 

• 	 Tax treatment of premiums for long-term care insurance 
such premiums for qualified plans are excluded from taxable 
income. Are the premiums excluded for both income and 
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FICA/FUTA payroll taxation? What is the tax treatment for 
the self-employed? 

·2) Policy Issues or Clarifications 

• 	 The relationship between current Medicaid home and 
com~unity-based care and this new program is still unclear~ 
The addition of a low-income program adds another wrinkle. 
What happens to current Medicaid recipients who meet the 3­
ADL criteria? Do reimhl.1rsement rates vary between the two 
programs? 

Chapter 25: Health Care Aocess Initiatives 

previous OMB comments still apply. 

Additional Comments 

1) Budget Issues 

None. 

2) policy Issues or Clarifications 

• 	 State Health Care Access initiatives are likely to be 

influenced strongly by the state's physician community. 

Low-cost community based care provided by clinics such as 

Planned Parenthood may not receive access to grants or be 

permitted to be providers under state access plans. 


Chapter 26: Medicare OUtpatient Prescription Drug Benefit 

Previous OMB <";omnents still apply. The 9/7 draft includes a 

provision requiring pharmaceutical manufacturers to offer 

discounts to all purchasers of pharmaceuticals on equal terms. 

Manufacturers will be able to differentiate drug sale prices if 

they ca~ identify -mechanisms that can influence physician

prescribing behavior.- The plan also yields to the National 

Association of Insurance Commissioners the power to make any

desired changes to Medigap coverage of prescription drugs. 


Agditional.Comments 

11 Budget Issues 

• 	 Full protection against out-of~pocket drug costs through

private insurance plans could lead to overutilization~ the 

costs of which would be borne primarily by the Federal 
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government. Studies have shown that a small co-payment of 
$3-5 per prescription can effectively reduce unnecessary 
utilization. 

" 	 Page 196. the new sentence on rebates for the dually 

eligible shifts a substantial amount of funding away from 

the states to the Feds. The blind, disabled and aged 

population comprise 70% of all Medicaid expenditures and a 

comparable portion of a rebate on the $6.8 billion benefit 

in 1992 -- no small amount~ Do the Feds really need the 

money more than the states? 


2j Policy Issues of Clarifications 

.. 	 What is a "mechanism that can influence physician" 

prescribing behavior?· Will the Secretary be responsible

for defining allowable price differentials? 


• 	 Page 197, second paragraph under reviews. It is unclear how 
this electronic claims management system will relate to the 
national information system. It should at least state 
clEarly that it should be coordinated \iith the overall 
infol~ation system structure and should not duplicate any of 
the capabilities or reporting requirements. 

Chapter 2": Medicaid Acute Care 

This chapter appears unchanged in some sections; previous OMB 
comrne~ts still apply. Changes to the draft health reform plan 
included in the 9/7 version include: ii the elimination of 
dispropor~ionate share hospital (DSH) payments; ii) a possible 
Federal' block grant to help fund supple~ental {wraparound} 
be~efits for Medicaid cash and non-cash recipients; iii} the 
premium cslculation for Medicaid recipients is detailed; and iv) 
-the National Board is granted the power to create a transfer 
'payment from low-Medicaid plans to hi~gh-Medicaid plans within an 
,allia~ce if the risk-adjustment mechanism is deemed insufficient. 

Additional Comments 

1 i Budget Issues 

• 	 Will States have a compelling incentive to alter AFDC or 55I 
eligibility standards to shift the costs of these recipients
intc· the low-income subsidy pool? Would the maintenance of 
effort requirements prevent this type of cost-shifting? 
States could, for example, limit eligibility for State 
supplemental payments to SSI recipients. effectively 

15 



. , 

lowering the number of cash recipients eligible for 
Medicaid. Tnis could affect at about 11% of the 5Sl cash 
recipients -- over 650,000 people in 1992. States have·even 
greater discretion In establishing eligibility criteria for 
AFDC 	 cash payments and could potentially eliminate payments 
for a majority of current (baseline) recipients. 

page 200. depending on how guaranteed benefits for non­
cash recipients would be financed. States may have an 
incentive to remove individuals from the 55I or AFDC 
roles. i.e .• to move from SOl50 funding for Medicaid to 
lOO% Federal dollars for guaranteed benefits. 

* 	 Page 200, the SSI disabled population uses emergency care 
heavily~ During the transition period when Medicaid 
disabled recipients have access to a non-capitated fee-for 
service-plan costs could escalate. 

• 	 If Federal funding for supplemental services is provided 
through block grants, will the grant amounts be established 
to approximate the Federal portion of current State spending 
on supplemental services? 

• 	 What index and base will be used to calculate State Medicaid 
payments? Payments may be trended forward in two different 
ways: 

Multiply spending in the year prior to reform by 95%. 
Grow the resulting product by the allowable annual rate 
in the outyears; or 

·Grow~ spending in the year prior to reform by the 
allowable annual rate. From that amount. subtract 5% 
of the prior year's spending (in the absence of the 
growth rate). Repeat this calculation for the 
outyears . 

The difference between these two methods could compound 
significantly in the Qutyears. 

• 	 what happens to the other 5% of projected Medicaid spending?
Does this 5% accrue as savings to the Medicaid program? Who 
savE'S the money. the Federal government or the States? 
Alternatively. is this money spent elsewhere? 

• 	 Will the calculated premium paid by States to Alliances for 
Medicaid recipients cover the costs associated with Medicaid 
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recipients in even the lowest-cost plan? 

• 	 The description of ,the negotiations between health plans a:1d 
alliances for non-cash recipients' premiums is extremely 
unclear. More information and a straightforward description 
of the process will be necessary for congressional and 
public readers. 

• 	 Who should have pri~ry responsibility for determining 
whether transfer payments should be made from plans with few 
Medicaid recipients to those with many Medicaid recipients'? 
How will this determination be made, 'and how large will 
these transfer payments be? Requiring the National Board to 
make this determination for all plans could be extremely 
burdensome. Alternatively. health alliances could have 
primary responsibility. subject to National Board oversi~ht. 

• 	 will the schedule to eliminate DSH payments be coordinated 
with reductions in other Federal subsidies for hospitals 
serving large n~~ers of low-income individuals and with the 
phase-in of the subsidy for low-income payors? 

Maintenance of Effort Issues· 

• 	 Is it correct to assume that States~ Medicaid spending for 
AFDC and S5I recipients after the implementation of reform 
would be credited toward their maintenance-of-effort (MOE) 
requirements? If a State'S post-reform Medicaid spending is 
less. than its required MOE contribution in any given year. 
would it be required to make sOme sort of lump-sum payment 
to the Federal Government or to State Alliances? How would 
thes.e f'Jnds be spent. e.g .• to offset Federal low-income 
subsidies costs? 

• 	 It appears that the MOE requirement would not allow States 
to share in public sector savings that would result from 
non··AFDC and S5I eligibles gaining coverage through their 
employers. Is the rationale for this approach that these 
continued costs would be outweighed over time as St.ates· 
fiscal 'liability is reduced because of lower .health 
care/Medicaid costs? 

• 	 Why does the MOE requirement not include other State and 
local health expenditures that are made outside of the 
Medicaid program? 
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• 	 Y.ust States also maintain spending for acute-care Medicaid 
services not included in the guaranteed package? 

• 	 Will the MOE requirement include States' share of payments
financed through provider taxes and intergovernmental 
trans::ers? 

• 	 Payments to Alliance plans on behalf of Medicaid recipients 
would be based on each State's per capita Medicaid spending. 
If the State MOE does not include State spending associated 
with DSH and provider-tax-related expenditures j will these 
dollars be netted out of the initial calculation of Medicaid 
per capita payments to plans? Or will the Federal 
governnent make up the difference? 

• 	 Establishing a prospective year on which to base ~tate MOE 
contributions may invite gaming on the part of States. That. 
iS t States may downsize their Medicaid progr~~ in the year 
prior to reform implementation in order to reduce their MOE 
contribution. On the ether hand, once refor.m is 
imph~mentedt States may seek to shift more individuals onto 
Medicaid to reduce the growth in the weighted-average 
prerni~~ and, thus, the growth in the MOE contribution. 

• 	 The MOE contribution would be trended forward by a per 
capita index factor only. Why not also include indexing for 
Medicaid caseload growth? 

• 2) Policy lss~es or Clarifications 

• 	 Integration of Medicaid recipients. Alliance offered plans
will cover all Medicaid recipients under age 65. This 
assumes that all elderly individuals will be covered by 
Medicare. Many elderly individuals (especially those on 
S51) are currently on Medicaid. It is unrealistic to expect
the current Qualified Medicare Beneficiary (QMS) program to 
pick ~p these individuals since the program has not been 
implemented well. 

• 	 Eligibility. No further coverage options are added to 

current law. Question: Can States drop options? 


• 	 Establisr4nent of a single financing pool for plan payments ­
- would Medicaid recipients start having to pay co-payments 
which they do not currently have to pay? 
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• 	 In a~ alliance with only three plans. it is possible that 
the p~emiurn in the median cost plan could be above the 
weighted average premium ~- especially if en~ollme~t were 
heaviest in the lowest-premium plar.. In this case, 
recipients would be able to choose only the plan with the 
lowest premium. 

Chapter 29: ~ran9ition 

Previous OMS Comments still apply. 

Addit~9nal comments 

1) Bucget Issues 

None. 

2) Policy Issues or Clarifications 

• 	 Page 217, to avoid unnecessary disruption why not allow 
corporations in early opt-in states to maintain there 
present coverage systa~ until all corporations have to 
comply. This would avoid putting companies at a competitive 
disadvantage. Alternatively, early opt-in states could be 
offered more flexibility on phasing in the employer mandate 
to ac;<now~edge the problem. ' 

Chapter 30: Financing Health Coverage 

7he employer premium subsidy is less specific than in the 8/6 
versio~, and is limited to firms with 50 or fewer employees. 
Employers still have a cap on premiums for all employers equal to 
7.5% of payroll. Individual and family subsidy issues appear to 
be generally the same as in the previous draft. 

Self-employed, non-workers, part-time and seasonal employees 
discussion is significantly expanded since previous version. 
which mentioned subjects in passing in the finance section. 
Retiree coverage discussion is new. 

Additional Comments 

1) Budget Issues 

• 	 Subsidies for Employers: The eligibility criteria for 
subsidies for employees and employers, and premium caps for 
employers could be pased on total employee compensation. 
including fringe benefits. instead of payroll. Large 
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segments of the nation's worKing population receive employer 
provided fringe benefits such as health and life insurance, 
flexible benefit packages, housing. and pensions. Such 
benefits accounted for 16 percent of total a~loyee 
compensation in 198"9, up from a percent in 1960. Most of 
the growth in employee remuneration over the past 20 years 
is attributable to the growth in benefit spending. For 
examp:'e,- inflation-adjusted benefit spending per full-time 
employee g~ew ~y 63 percent between 1970 and 1989, while 
average cash wages remained almost flat. The proposed 
employer subsidy could fur~her encourage firms to pay 
employees in fringe benefits in order to remain eligible for 
the government health subsidy, or meet the 7.5% payroll cap. 

• 	 Individuals in Regional Alliances: Subsidies are available 
to individuals and farnliies with incomes up to 150% of 
poverty. Eligibility could also be based on both income and 
assets. Numerous income related Federal benefits such as . 
ArDC. Foodstamps and SS! are based on both income and asset 
tests for eligibility 

• 	 Non-workers and part-time workers: Premium payments are 
reduced for those recipients with family incomes less than 
250% of poverty. How does this interact with subsidies 
that are available to individuals and families with incomes 
up to 150% of poverty? Does this create work incentives or 
disincentives? How will this interact with EI'l':? 

OVeral1~ specifics and definitions in this area can 
result in major shifts in premium income and benefit 
outlays. For example: subsidy interaction with EITC~ 
definition of self-employment income in calculating 
premium caps. 

• 	 Retirees:· The effect of this policy goes in the opposite 
direction of the current law Social Security program. under 
wh~ch the norttal retirement age begins to increase from 65 
to 67 in year 2000. 

Retired people over 55 years of age and who meet the 
social security requirements for quarters of coverage 
are eligible for· subsidies on their emplaIer share of 
their premium. By encouraging retirements among 
employer and employees, social Security and PBGC costs 
will increase, while Social Security, Medicare and 
income tax revenues will be reduced. 

• 	 Health Premium information on W-2: This will involve some 
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additional administrative costs for SSA and IRS under the 
discretionary caps. 

2} Policy Issues or Clarifications 

.. 	 The proposal could encounter serious implementation 
di~ficulties if the lowest cost plan is less than 80% of the 
cost of the weighted average premium. In this instance the 
worker wanting to choose the lowest cost plan will need a 
rebate, and the employer will pay less than 80% of the 
weighted average premium. Such events may occur rarely, but 
shouldn't there be some mechanism to deal with them? 

.. page 224/235, the "treatment of part-time workers. especially 
those who are dependent on their families seems 

,unsatisfactory Are their payments pro-rated according to 
the number of hours worked? Introducing such a pro-rating 
scheme may be complicated. but otherwise there is a -big, 
hit- for people working relatively few hours (e.g.~ 
IS/week) . 

• 	 Page 222. the subsidies fer low-income families create 
. perverse incentives. It is clear that the govermnent is 
essentially requiring that poor people enroll in the medium 
plan rather than in the low cost plan, since for such people 
the cost will be the same, whil:e presumably the quality is 
better at the higher priced plan. 

An alternative which could save the government some funds, 
end give cash to the poor would work as follows: Give the 
poor the right to the average pre~iurn plan. but also give 
them the right to a rebate of say 50 cents on the dollar. if 
they elect to pick a plan costing $10 less per month. Some t 

but not all poor eligible for subsidies will accept this 
offer. a~d take the lower cost plan. They will rrake 
th;~~selves better off, AND reduce government subsidies. 
Given the "right- ·rebate rate, one can 'e'hsure that a 
substantial n~~er of poor people choose to enroll in plans 
other than the cheapest. Thus one could still avoid the 
segregation of rich and poor into different plans· that is 
presumably the policy goal that motivated the current draft. 

w 	 The administrative costs of the HAs see~ ever more imposing. 
These entities now must worry about bad' debt. and end of the 
year reconciliations for millions of households who are 
perpetually IT',oving. divorcing and changing employment 
status~ and for employers undergoing bankruptcies. In 
addition they have to conduct a risk-adjustment exercise t 
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which may be subject to lawsuits at least during the first 
years, as AHPs dicker about whether they are fully 
corr.pensated for their unexpectedly high risk populations. 
They have to collect from the States for: the r.tai:1tenance of 
effort funds, although the calculation of these will be 
problematic~ since not all of the MOE funds will go directly 
to the HAs. Finally. since there will be close to 100 HAs, 
it is reasonable to expect that some will fail to comply 
with their Federal ~ndates. By what process will the 
proper management of these be maintained if there are 
accusations of noncompliance, let alone fraud? 

. , 
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EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASl-flNGTON, D.C. Z05Q3 

September 24, 1993 

'y
MEMORANDUM FOR: Ira Maga:iner ~ 

FROM: ~ Leon Panetta and Aliee Rivlin ~ 
SOOJ'ECT: Ti~etable for Budget Estimates"U/' 

As you have often emphasized, it is important for the 
credibility of the health reform proposal that all Federal cost 
and savings estimates be thoroughly scrubbed. In order to 
provide thorough the estimates s our OMS budget examiners will 
need clarification of some of the policies in the health reform 
plan. Decisions are also needed on certain economic and 
technical assumptions to be used in preparing estimates of the 
Federal budget effects of the reform. 

This memorandum lists the points that need clarification. 
We understand the pressures for a very rapid turnaround. We ~ill 
be able to produce cost estimates 2 weeks after we get a complete 
set of programmatic specifications to price out. 

f21icY Clarifications: There are a number of policy questions
that must be clarified before OHB can esti~ata the pla~/s total 
costs to the Federal budget. A list of these questions is 
attached at Tab A. (These should look familiar, Many of our 
questions were forwarded to you as an attachment to our 
me~orandum on the 8/6/93 draft of the health refo~ plan, and we 
have compiled an additional list Of new questions pertaining to 
the 9/7/93 draft, which was forwarded earlier this week.) 

Econondc: ..~nd Technical Assumptipns: Up until now, the economic 
assumptions used tor estimatin9 the costs and savings from the 
health reform proposal have been the January 1993 "CBO" 
assu~ptions, the same assumptions used for the President's 
February and April budget submissions to the Congress. They
include the assumption that inflation will average 2.7 percent 
per year in 1996-2000. In AUgust, the Administration revised its 
economic assumptions for the Mid-Session Review. The new 
assUlllp1:ions are no longer based on the cao economIc forecast .. 
Inflation averages 3.5 percent per year 1n 1996-2000 in the new 
projections.! We recommend basing the budget estimates for 
health reform on the new Administration economic assumptions so 
that wa will be able to compare it with other Clinton 
Administration proposals and forecasts and to produce an 
internally consistent estimate of the impact of the proposal on 

I CBO has also revised its economic forecast. The current 
CBO economic forecast calls for an inflation rate of 3.0 percent
rather than 2.7 percent. 



the deficit. You should also' be aware that the health reform 
proposal, as a pending Administration legislative proposal, will 
have to be re-estimated for the President/s FY95 budget 
submission, using revised economic and technical assumptions~ 
The pract.ice has been, that these budget estimates are made by the 

. affected agencies on a budget-account basis using the . 
Administration's own economic assumptions. These are likely to 
differ somewhat from current forecasts, but the disparities are 
likely to be minimized by adoptin9 the current Administration 
forecast now. 

"Scorekeeping" Issues: As we have discussed, there are certain 
Budget 'Enforcement Act (BEA) "scorekeeping" issues that will need 
to be resolved before legislation is proposed to implement the 
health reform proposal. We will need about two days after the 
OMB/Treasury estimates are final to assess these scorekeeping 
issues. Please note that for presentation to Capitol Hill, OMS 
and Treasury estimates will have to be divided into the following 
cateqories: discretionary, PAYGO (receipts and mandatory), and 
indirect impacts. Depending upon how the current 'policy divides 
into these categories f we may want to suggest changes in the 
language used to describe the policy in the detailed 
specifications you are drafting. Moreover, it might be 
productive for us at OMB to surface any scorekeeping issues with 
ceo in advance of finalizing the policy specifications. 

In addition, it appears that there will be,BEA issues 
relating to the proposed increases in discretionary spending in 
the health reform plan, which appear to be far teo large to fit 
within the existing discretionary caps. We have discussed this 
issue vith respect to the proposed increased spending for various 

. programs of the Public Health service; if these increases are 
maintain€'!d, the BEA will have to be amended, because it se.ts an 
absolute limit on discretionary spending that would be breached 
by this additional spending. While this might conceivably 

. justify a proposal in the health reform bill to amend the BEA to 
raise the discretionary caps (which might be justified with the 
argument that the new discretionary spending is more than offset 
by PAYGO savings that will be aChieved by the Medicare savings 
proposals), this depends on how much of the increase in receipts
and the decrease in mandatory spending will be scoreable under 
the BEA~ (It appears that some of the receipts that are 
currently being scored Day reflect indirect impacts that cannot 
be scored un,der BU) '" As you can see, these issues involve 
complicated technical questions, as well as questions regarding 
our approach to the'Congress that must be carefully considered as 
part of the overall legislative strateqy for the reform effort. 

Attached at Tab B is a proposed schedule for completion of 

our work~ Please let me know if you have any questions. 


cc: The First Lady 

Attachments 
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, 
The following 

Priority 1: 

Prieri ty 2: 

Priority 3: 

eoce applies to each question or set of questions: 

Cr~ss-cutting questions that more than one group 
needs answered before pricing can begin.,. 

Q~estions that must be answered before pricing of 
a specific component. 

Questions whose answers may not affect the pricing 
bu~ which may highlight the need to sharpen the 
fo=us of legislative specs. 

, 
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15 Sep 93 

1. 	 FromlTo health coverage st. !Us over time (FY94 • 2000) - where are people 
now, where will these go each year - detailed pricing and modelling 
assumptions-..nd data. 

• 	 ,state and local coverage - mandated? subsidized? 
• 	 uninsured 
• 	 movement from one of two spouses employer's paying'premlums to 

two working spouses having employers pay contributions· When? 
AlBanee by allianee, time period 

• 	 are welfare redpients induced off the AFDC, General Assistance, or 
Food Stamp rolls 

• 	 coverage of temporary employees - particularly federal temporaries 

2. 	 What is the premium plus surch.rge, guaranty assessments and other 
amounts - Are the weighted average premiums er anlt Or ex pes!? 

• 	 Timing of development of health alliance premium by major slale and 
concentrations of federal beneficiaries 

• 	 Breakout the surcharges for r-Iationally desired activitJes, their timing, 
State Guaranty funds 

• 	 Growth of premiums, and surcharges, etc. over time and changes in 
benefits - 2000 etc. 

3. 	 Amount of payment by FEHB on behalf of over 6S non-Medicare annuitants 
and the increase in premium cost 

4. 	 Interaction of Mealear. and Medleaid drug benefits - what are the rules? 

5. 	 'Maintenance 0/ Eliott/or Medicaid - detailed desaiption and HHS pricing 
over time. . 

6. 	 Assumptions on V A Health Plan participation and direct appropriations ­
same with Indian Health, DoD /Charnpus 

7. 	 r-I.tional Health Board function and staffing 

8. 	 ,Health cost containment, its effect on the CPI - and federal revenues/outlays 

9. 	 Inc~me and firm subsidy designs E. G. What is income, etc. and the costs of 
administration and including underlying eligibility, participation and error 



h 	 rates, 

10. 	 Change, in federal lax income from for profit health plans and physician and 
other provider income. 

11. 	 Details on early retiree policy especially DoD and FEHB early annuitants 

12. 	 Interaction of Medicaid and Medicare with the new long lerm we benefit}' cr-"c <{-J 
rules, etc. 

13. 	 Treatment 01 Federal auto and workers compensation - Federal Tort Claims 
Act,FECA 

13. 	 Are those in Federal State and other institutions covered (jails, mental 
hospitals, juvenile centers, etc.) 

15. 	 1/ calculations are on a CY basis, plea .. provide your methodology for 
estimating the FY ICY switch. 

16. 	 Plea.s. provide the cash flow incurred costs, outlay lags and related 
assumptions. 

Please provide. list of contact lor each of the items. 
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I.24-Se~93 MEDICARE OUTLAY AND BIlNIlFlClARY ASSUMPTIONS FOR 

4:26PM PRICING OF HEALTII CARE REFORM 


(savings positive, outlays negalive) 

Note: for all streams, please identify whether estimates are calendar year or fiscal year, and explain key assumptions. 

1994 1995 1996 1997 1993 1999 2000 
Current Law 
Baseline updated for August CEA eronomies 
Beneficiary Population 
Per-Beneficiary Outlays 

Less Employer-covered Agt'd (assumes full-time work for full year) 
Outlay savings 
Beneficiaries opting out 
QMBoffset 

Admin. costs 

Early Retir.. Coverage Effect 
Outlay Change • 
Number of Early Retirees 

Admin. costs 

Revis.d Pre-Savings B_1in. 
Outlays 
Beneficiary Population 

Savings rackage A"""",.d for HCR 
Outlay savings 
Effect on Beneficiary Population 

Change in Admin. costs 

Post-Savings Baseline 
Outlays 
Beneficiary Population 

1 




24-Sep-93 	 MEDlCARIi Olm.AY AND llEN£l'IClAIl.Y ASSUMPTIONS FOR 
• ,

4:26 PM PIUClNG 01' HEALTH CARl! REFORM 

(savings positive, outl.Y" neg.tive) 


~olt': (0. all ot,...omo, pi""''''' 1,1"ntlfy whrlh~r ""tlmftlMl ft1'll r~l~mtAr V...r nr noral y~ar, and explain key .ssumptlon.~. 
lqq4 1'1'15 l'~)(. IWI I'~lll IWI '1IMMI 

---~- _._---- "­
UCR. ElEed on na..,Une 
Nwnbfl- of enroll."" in "standard" Medic;or. 


QMBs 

Du.1 Eligibles 

Standard Medicare HMO 

Othe.l~ror-st!1"Vi"" 

Total 

NON-ADO Supplemental coverage effect on outl.Y" 

Number of enrollees moved to allian"". 

QMBs • 

Dual Eligibles 

Other 

Tolal 


.Enrollees in VA health plans with Medicare as primary payor 
NON-ADD Suppl.",,,,,t.1 euvt:r'S' tfff:C' 

Wlrn-e dotS Mtdica,.. pay (p/Jll! '"poin' ofstrViCtJ 
Admin. CO$Is VA 

. . 

Medicare 

Enrollees in CHAMPUS/VA health plans with Medicare as primary payor 
NON-ADD Suppl"""",.1 euvt:rR1f" tfff:C' 

Admin. CO$I$ 	 CHAMPUS!VA 

Medicare 


2 
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24-Sep-93 MEDICARE OUTtAY AND BENEFICIARY ASSUMPTlONS FOR 

4:26PM PRICING OF HEALTH CARE REFORM 
(savings positive, outlays negative) 

Note: for all streams, please Identify wMlher estimates are calendar year or fiscal year, and explaln key assumptions. 
1994 1995 1996 1997 1998 1999 2000 

Enrollees in ClIAMPUS health plans with Medicare as primary payor 
NON·ADD Supplemml.1 ,OtID"g' </ftct 

Admin. costs .CHAMPUS 

Medicate 


Enrollees in DoD/Champus health plans with Medicare as primary payor 
NON·ADD Supplemmt.1 ,OtID"81 </ftel 

Admin. costs DoD/CHAMPUS 
Medicare 

Average Federal Medican! contribution for 
Alliance-based Medicare beneficiaries 

Average Beneficiary Contribution 
Admin.cosb 

Average Federal Medicare contribution for 
DoD plan Medicare benefidaries 

Average Benefidary Contribution 
Admin COS!1l 

Average Federal Medicare contribution for 
V A plan Medicare beneficiaries 

Average Benefidary Contn1lU11on 
Adminrosts 

POST-HEALTH CARll REFORM, Nm'MllDlCARE OU1t.A YS 

3 .. 
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, 
24-Sep-93 MEDICARE OUTLAY AND BENEFIOARY ASSUMPTIONS FOR 

> 

4:26PM PRIONG OF HEALTH CARE REFORM 
(savings positive, outlays negative) 

Note: for aU slreams, please Identify whether estimates art! calendar year or fiscal year. and explain key assumptions. 
1994 1995 1996 1997 1998 1999 2000

• 
Related A.sumptions . 

Drug price growth rate 

Drug premium 
Prer.bate 
Post rebate 
W/O",bate 
Admin costs 

Cost shiftlcapturing secondary effects 

Revenue aflecls " 
Employer taxes 
Employee t"".. . 

Stale and local governmentt"".. 


Medica... Bmefldary Cool-Sharing 
A"",age for standard plan 

Premium 
Deductible 
Copay. 
Total 

Plus: Drug 1'remlum 
. 

DrugCopay. 
Total 

Effect ofsupplemental 

roverage on drug 

utilization 

4 



September 24, 1993 

The Cover table and Ihe, following list of pricing and pollcy questions ""ntains 
significant overlap and duplication. The intent is thai the answers to these 
questions and stated assumptions will provide enough specification to provide 
estimates of health care reform'. impact on Medicare. 

On • fIscal year-by-flScal year basis thr~ugh the year 2000, what ar.th. assumptions 
concerning: 

• 	 Medicare beneficiary enrollment through the Amante rather than traditlonal 
Medicare? Does Ihe percentage of enrollees gaining coverage through the 
Alliance increase over time? (See table; Dtegorie. 1 &: 2) 

What percentage of them enroll in HMOs? (See !able; 2) 

, Do Medicare beneficiaries pay the surcharges on Ihe premium, or does 
the Federal subsidy include them? (1, 2, 3) 

What incentives, e.g., differential premiums, will exist to encourage 
enrollment in managed care selling'? (3) 

What is the assumed deductible in health plans for Medlcare-<!ligible 
enrollees? (1, 2) 

• 	 How many (and what percentage of) non-working, non-QMB people who 
wou.'d have been in Medicare will elect \0 enroll in alliances instead? (1,2) 

• 	 Does the employer mandate apply 10 employers of Medicare-eligibles or is 
, employment sponsored insurance merely a mandated option for Medicare­
eligibles? (3) 

Does the mandate apply to In'; cohort of working aged in corporate 
alliances? (3) 

Suppose both spouses are Medicare enrollees, and only one works. 
Does the mandale requiN worker/employer to buy. "couples" policy 
or • single policy? (1, 2, 3) 

U a Medicare beneficiary is married to .. non-Medicare worker, does the 
worker-t'mployer have 10 buy a couples policy or could they decide \0 

Category I: Cross-culling issue. Category 2: Necl$sary for budget Dna scoring 
purposes. Category 3: Policy decision that could be necessary for drofting legis/olion. 
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"• 

purchase only a single plan? (2, S) 

• 	 What limits on enrollee choice of policies/coverage exlst? (3) 

• 	 How will savings accruing to the States be shared between beneficiaries and 
Medicare? (J., 2, 3) 

• 	 For the Medicare-eligible alliance enrollees, what will be the total amount the 
alliances charge, and the average per capita amount, 10 Medicare? 

What are the assumptions regarding the amount charged to Medicare, 
e.g., is it based on the average per capita amount? (See table; 3) 

Is it risk-adjusted to a level lower than the averag. Medicare fee-for­
service level to reflect an assumed better heallh status and/or younger 
average age of Medicare-eligibJ. alliance enrollees? (See table; 3) 

Is it geographically adjusted by slate? Would Medicare subtract lost 
premium income from the amount paid to the alliance? How much? 
(S.. table; 3) 

• 	 Are Medicare IME outlays folded into the funding pool {or academic health 
centers, along with the GM!! payments? Or are they held separate, but at a 
lower IME rate of payment, e.g., 3%1 (l &: 2) 

What are the assumed Impacts on Medicare GM!!/lME payments 
under the workforce changes contemplated by the 9/1 draft? 

• 	 Are those eligible for Medicare through disability enrolled in a separate pool, 
er do they continue to receive care under Medicare? What are the 
assumptions about the disabled'. enrollment through Alliances and the .ffect 
of marriage status? (1,2, 3) .• 

• 	 Are dual eligibles folded into the Alliances along with the rest of the 
Mecljcaid population, or does Medicare cover them? 

Who is the primary payor {or prescription drug cost-sharing for dual 
eligibles, Medicare or the States? (See table; 1 "2) 

Are States required to cover R:< cost ... haring for QMBs? Is this going to 

Category I: Cross-cutting issue. Cotegory 2: Necessary for budget and scoring 
purposes. Category 3: Policy decision that could be necessary for dr.fting legislation. 
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be reflected in the MOE calculation? How will the Medicare and 
Medicaid drug benefits be integrated? (1, 2) 

What percentage of QMBs will enroll through Alliances? 

• 	 A:re there separate assumptions about elderly utilization of health care 
services under different cost-sharing schemes? II so, what is ••sumed about 
Medicare beneficiary utilization with lower cost-Sharing requirements, e.g" 
managed ClIre enrollment with no Medigap allowed? (2) 

• 	 Will the elderly be allowed to purchase Medigap if they enroll In managed 
care settings? (3) 

What are the assumptions about reduced Medigap purchasing as the 
result of the neW Medicare benefits/options, e.g., coverage of 
copayments on drugs rather than the entire drug? (5•• labl.) 

• 	 Vv'hat income levels are assumed of veterans before Medicare will pay V A for 
covered services? (l, 2, 3) 

What are the assumptions about the number of Medicare beneficiaries 
also eligible for V A care? What is the assumption about Medicare 
payment to the VA for care rendened Medicare enrollees? (2) 

• 	 \\-'hat are the assumptions about Medicare beneficiary utilization of VA and 
DoD facilities? What are the assumptions about Medicare enrollees enrolling 
in DoD, VA, CHAMPUS, and CHAMPIVA plans? (2) 

• 	 What assumptions are made .bout the average out-<lf-pocket cost for a 
Medicare-eligible alliance enrollee (i.e" 20% of premium with subsidies for 
low-income, $200 deductible, some coinsurance), verstls the average out-of­
pocket cost if they choose to stay in Medicare (i.e., 25% of Part II costs, $676 Part 
A deductible, $100 Part B deductib!e, and copays). Are these relative costs 
taken into account in developing a model to determine how many ,,'ill opt 
for alliances versus staying in Medicare? (S•• !JIble; 3) 

In addition, do the assumptions about how many Medicare-eligibles 
enroll in alliances take into account the varying levels of income­
rel.ted subsidies for alliance premlums? (3) 

Cat,gory I: Cross-cutting issue, Category Z: NeCf':SSflry for budge! and scoring 
purposes, ellt'gory 3: Policy decision thot could be necesSilry for drafting !egislolion. 
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• The plan .sserts that States will assume Medicare administr.tive costs In 
situallons in which Medicare is enrolled into the alliance (pg. 191), If 
Medicare is I"IOt reimbursing the States for these costs, how much 
administrative savings are assumed for the Medicare program? (1, 3) 

, • What are the assumptions regarding Medicare beneficiaries already enrolled 
in managed care plans? (5•• toblel 

How many stay in existing plans versus joining plans under the healt,h 
alliances? 

• What are the assumptions regarding beneficiaries joining Medicare point..,r­
service plans'(pS' 193)1 

How many from current baseline enrollees in Medicare managed care 
plans will switch to point-<>f-service networks? How many additional 
beneficiaries will join point..,f-service networks? What will be the 
average per-capita Federal cost and savings versus the basenne for 
these plans? "''hat Federal adminiSl1ative costs are assumed for these 
point..,f-service plans? (3) 

• What are the assumptions about physician discretion in waiving Medicare 
coinsurance requirements in cases of "financial hardship and profeSSional 
courtesy" (p, 120)1 What is the induced utilization effect? (2,3) 

• ,\'hat are the assumptions about the effects of Medicare proposals on 
administrative costs? (2) 

., 

C.ttgory 1, Cro:ss:cutting issue. CRt'gory 2, Necessary for budget and scoring 
purposes, Cotegory 3: Policy decision llull could be necessary for drofting legislotion. 



Erigng QumiQns CQD£emjng the Medicare QO!l': llenefil 

1. 	 What eflect do you assume the drug benefit will have on drug usage and (J) 
expenditures among Medicare Part B beneficiaries? 

2. 	 How many benefidaries do you assume will enroll in Medigap policies that· 
cover the cost-sharing requirements included in the drug benefit and what W 

. affect will Medigap coverage have on drug usage and Federal expenditures? 

., 
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9/24/93 
" 

MEDICAID OUTLAY AND CASELOAD ASSUMITIONS FoR PRiCiNG OF HEALTH CARE REFORM :;'1; PM 

(savings positive, outlays negative) 


Note: for all streamSI please identify whether estimates are calendar year OT fiscal year 
1992 1993 1994 1995 1996 1997 1998 1999 2000 

Current Law 

a..eload' 

AFDC (under 65) 

AFDC (over 65) 

SSI (under 65) 

SSI (over 65) 

QMBs 

Dual Eligibles 

Other Non-Cash 

Institutlonallud (non-add) 


rer a.pila C05ts (Basic Ben.IlI.) 1/ 

AFDC (under 65) 

AFDC (over 65) 

SSI (under65) 

SSI (over 65) 

QMBs 
Dual Eligibles 

Other Non-Cash 




9/24/'13 MEDICAID OUTLAY AND CASi:i.6AO ASSUMYriONS FOR I'RIONG OF HEALrn CARE REFORM5;15 PM 
(savings """Ilive, outlays neg.tive) 

Note: fot' aU stn'nm.q. plrnst' tdl'ntUy whrth~r r!Itlmnlt'l'l nn' ('1\1t-n\lnr ymr or U~ri'l f.'ltr 
1992 1993 1'1". I"'I~ I'l"/> 1'~l7 I'~IK I'I'~I /IMIII 

Currentl..ilw 

Per Capita COOIll (Supplemental Benefit.) 11 

AFOC (und., 65) 

AFOC (0 • .,65) 

551 (under 65) 

SSl(over 65) 

QMBs 

Dual Eligibles 
Other Non.c••h 

Per Capita (Long Term Care) 1/ 

Nursing FadliU .. 
ICFs/MR 
Non*lnstitutlonal Care 

AggregateMAPC""ts 1/ 

Administration C""IS 11 

Total Medicaid Costs 11 

2 



9124193 
MEDICAID Ot1TLA Y AND CASELOAD ASSUMPTIONS FOR PRIONG OF HEALm CARE REFORM5:15 PM 

(savings """Itive, ouUays negative) 

Note: for aU streams, please identify whether estimates are calendar year or fiscaJ Y("I)( 
1991 1993 1994 1995 1996 1997 1998 1999 2000 

He.lth Ca", Reform 

C...load 

AFDC (under 65) 

551 (under 65) 

QMBs 

Dual EUgibl.. 

InstitutlonaUzed (non-add) 


Former Rroplrnts 

. 
Community-Based Long Term Care 

Amance Buy-Ins 


Per Capita Costs 1/ 

Basic Benefits (Budgeted Pn!mlum) 

Supplemental Benellts 

Institutionallzation 

Communlty-Basod Long Term Care 


(new LTC program) 

Aggngate MAP Costs II 

Administration Cosis 1/ 
, 
Tolal Medicaid Costs 1/ 

~ 



9/24/93 MEDICAID OUTLAY AND CASELOAD AssuMM10NS FOR PRldNC OFHI!AL'IH CARE REFORM~15PM 


(Savings posltive~ outlays negative) 


Not.!: lor an slreams, pl.a.eldenUly whethe, esUmalos are .;alendar year or liscal year 
1992 1993 1994 1995 1996 1997 1998 1999 2000 

Health C.... Reform 

Tagle Line Items 

Aggregate Stat. MainlenanC"e of Elfort 

LiberaHzed Long-Tenn Care Eligibility (Institutionalized) 

Off••t ror Current Law Medicaid Ellgibl .. 1/ 

Community-Based Long-Tenn Care 
Alliance Buy-Ins 

Savings Due to Budget Cap 2/ 

MIm 
1/ Show Stare, Federal, and total computable roslS where appropriare_ 

. _21 Break out for spedftc savings provisions, Including OSH. 

• 




Questions About Pricing of Medicaid Provisions 

General. 

3 • HCFA is largely dependent on State data to estimMe futUre Medicaid 
spending and to disaggregate projected, as well as actual, Medicaid 
spending into particular categories, e,g" acute care spending for AFOC 
redpients. What data sources have been used in pridng the Presidenfs 
plan, e,g" determining State's malntenance-of-effort contribution, 
estimating the number of employed Medicaid redpients, and carving 
out current Medicaid .pending for services in the national benefit 
package? 

,3 • Will these same sources continue to be used or will there be spedal 
State data queries, surveys, or audits to vaiidate currenUy·available 
data? 

2 • Which Medicaid service categori .. will be included in the national 
benefit package and which are, defined as long·term car. services? 

2 • What assumptions were made about the behavior of States in response 
to the proposed changes in Medicaid? For example, what assumptions, 
if any, were made about the effect of likely State efforts to reduce 
Medicaid spending during the year prior to re/orm or to move 
individuals from Medicaid to fully·Federally financed low·income 
subsidies? Also, if the match rate system for financing Medicaid is 
retained, what assumptions were made about States' ability to generate 
Federal funds through "costless spending" prograrnsinvolving 
provider taxes? 

Caseload. 

2 • On 'a fiscal year basis through the year 2000, what are the assumptions 
regarding the size of the Medic.id·caselo.diii the absence of re/orm 
a.~d where these Medicaid eligibles "go" under the Presidenfs plan, i.e., 
how many obtain coverage through: 

their employers? 

low-income subsidies? 

remaining on Medicaid? 

(see attached table). 

2 • In developing these c.seload estimales, what assumptions were made 
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.bout the behavioral effects of increased work incentives on the 
nwnber of Medicaid caSh recipients? 

Per Capita Costs, Ple.se provide a detailed description of polley, asswnplions, and 
pricing over time, 	 . 

,3 • Will different premiums be compuled for AFDC and SSl recipients? 

2 • 	 According 10 page 201 01 the 9/7 draft of the plan, annual rales of 

increase in the per capita payments from Medkaid to alliances will be 

"subject to the national health care budget" Does this imply thai 

annual increases will be equal to, no greater than, 0, otherwise related 

to the budgeted amounts? Please explain how the negotiating process 

with pl.ns will work and how the budgeted annual incre.ses in State 

Medicaid payments to alliances will be computed and enforced. 


2 • 	 Will Medicaid per capita payments be adjusted to include costs 

associated with servi;:.. that will be included in the national benefit 

package·but are not currently covered by Medicaid, e.g., coverage for 

treatment o( persons age 21-65 in institutions (or mental dise.ses 

m.lDs)? 


Wrap 	Around Coverage. 

2 • 	 Will the wrap-around package vary State-by-St.te, depending on the 
mlx o( services each State now provides? Can States alter the package? 
Who 'will be eligible (or these wrap-around services, who will pay for 
these services, and how will payments be computed? H Federal 
funding for wrap-around sen;ces is provided through block grants, 
will the grant amounts be established to approximate the Federal 
portion of current State spending on wrap-around services? 

• 	 Will Medicaid recipients in' the.Alliance be subject to the s.m~ cost­
sharing requirements as other low-income individuals or would cost­
sharing subsidies be included as part of Medicaid wrap-around 
coverage? 	 ' 

2 • 	 Under the plan, would Medicaid continue to finance the Medicare cost­
sharing expenses (or Qualified Medicare Beneficiaries and dual eligibles 
now covered by Medicaid? 

Maintenance of Effort 

2 • What are the various components of the Stale's mainlenance-of-effort 

http:State-by-St.te
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(MOE) contribution? • 

Does the MOE contribution include Slates' share o( OSH 
payments, as weD as payments (or services not included in the 
n.tional benefit package? If the MOE contribution does not 
include State OSH spending. will these dollars be netted out of 
the initial calculation of Medicaid per capita payments to 
amances? 

Does the MOE contribution include current St.te spending for: 

• 	 Medicaid services that are not included in the national 
benefit package; and 

• 	 for individuals who are np lonser eligible for Medicaid, 
but also not eligible (or low-income subsidies, e.g., 
pregnant women with incomes betWeen 150% and 185% 
of poverty? 

2 • 	 In calculating the annual growth in the MOE offset, what assumptions 
were made about the level of budgeted growth in States' average 
weighted premiums? 

3 

3 • 	 Will Stat.. be given an opportunity to appeal the calculation of their 
initiai MOE contribution, i.e., will there be some sort of appeals process 
for States? 

Long-term Cue, 

:2 • 	 Exactly how will St.te contributions and Federal matching be calculated 
for new commuruty-based long-tenn care (both low-income and non­
means-tested)? 

• 	 What 'will the Medicaid offset be for home and commUnity-based 
spending folded into the new long-term care program? 

2 • 	 How will acute care for Medicaid institutionalized patients be 
coordinated and financed? 

2 • 	 How will institutional long-term care spending be budgeted? 
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Working (AFDC cash) Recipients. 

2 	 • WiU Medicaid (Ontinue \0 buy into employer health plans? 

• 	 What are the transition payment rules for those moving into and out 
of AFDC and into and out of employment? 

DSH. 

2 	 • What Is the schedule for phasing-out DSH? 

2 • 	 Medicare DSH payments are computed according to • fonnul. !hat is 
based on the number of the Mediclrid inpatient days. What 
assumptions have been made regarding the effect on Medicare DSH 
paymenC1; resulting from the substantial reduction in the number of 
Medicaid eUgibles under reform? 

Cash Flow. 

3 	 • What assumptions were made .bout the effect on Medicaid spending 
at the point of implementation when States are paying for Mediclrid 
C'Osts that have been incurred by current beneficiaries, as weU as paying 
prospective premiums to Alliances? 

"' 
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, I Long-term care program questions 

By year, how many indh1duals are projected to receive services from the new 
community-based LTC program? Please show projections for both the 3-AOL 
program and the low-income program, How many of these individuals would .'2. 
otherwise have been Medicaid-eligibles? 

Z 	Will reimbursement rates under the new program be comparable to those under the 
current Medicaid program? Will there be a difference between reimbursement rates 
for the 3-AOL program and the low-income program? . 

"/ 	 What assumptions are being made about the phase-in of coverage over several 
years? 

'-, 	 How wlll program .pending be budgeted? Whal annual growth rates are assumed? 

_" 	 What assumption. are being made about utilization rates and CO.IS per recipient 
under the new program? 00 these assumptions change over time? 

Will Medicare beneficiaries have to pay a premium for the new program? Who 
will pay and how much 'will the premium be? What is the projected revenue from 
premiums? 

What "ill the Medicaid offset be for home and community-based spending folded I .. into the new program? 

Exactly how "ill State contributions and Federal matching payments be caiculated 
-: under the new program? How much are the State and Federal government 

expected to spend? 

- Are the costs of tax credits for the working disabled included in the LTC program 
estilna!e, or do these costs only affect the "receipts" line item? 



I 

. ( . .-" ... 

• . 

, 
 Lons Term Cue (pp.lSI-l6S) 

StAlUS: Changed . 

~u~et Ismn 

P. 152. It Is possib t a ~r the SSIlOl population who are not• 
cwrentiy receiving' r home based c:are would qualify for 
communIty ba are AS under the eligl andards described. Umlted 
ADLs ar ed II.S eligibility crlterla I'or SSI/DI, but thIs population rarely uses . 
Instltu onal we. . 

. P. 158 Would the monthly llvlng allowance change for recipient of\ 
federal benefits (SS!, VA) clulI\ge? 

• 	 P. 162 This1 dion en a double exclusion for SSI/Dl 
nses are deducted from an SSIIOI reclplenl$reclplen~:t>~.~W~~~ ng 	 .!olalln e when calculI 

J:Qll~ Issues Of Clarifle.UODS 

• 	 MedJcare beneficiaries a verage, with lndlvldual$ 
havil\g In 'ow 100% of poverty exempt from the premium. . 

assets be Included In the In the computation of the premium 
. exemption threshold? 

/• 	 Matching rales: The Secrelary of HHS delel1l'lines matdUrog rates for 
allowable cost>. 
How &te admlnlslntive costs truted under the matching rate computation? 

., • 	 Tax treatment of premlUtn$ for long·term care Insurance. Such premlUtn$ 

for quallfied plans are excluded from taxable Income. 

AIe ~e premlums excluded for ~~~ S!'come and flCA/FlJTA payroll 

taxation? What Is the tax treatment lor the self-employed? 


• Tax In<<ntives for IndMduals with dlsabilitl.. who work .. Employed dlsabled; 	 individuals who require .ssislance with daily U,;ng receive A 50% tax credlt. 
Is this credit refundable? Does the credit only apply to eamed Income? How 
does the credit Interact with ElTCl Waslhl$ considered In pricing. 

·SD,RP 
(IN\~~'r3/ 



Financing for the Under 65 Population 
(based on pro ...-lslon5 listed in prior drafts. 

however these items wen~ mentioned. in the President's speech.) 

Policy Qu(>snons or Clarifications 

An employer premium subsidy is limited to firms with 50 or fewer employees. 
Employers also have a cap on premiums for all employers equal to 7.5'1', of payroll. 

:3 • 	 Subsidies (Qr Eml?loyers; for firms with less than 50 employees In which the 
average lull-lime wage is less than certain thresholds, employers receive 
government subsidies (or health premium contributions on workers wilh 
wages under certain thresholds. AU employers benefit from a cap on 
premiums limited to 7.5% of payroll. . 

The eligibility criteria for subsidies for employees and employers, and 
premium cap. lor employer. could be based on total employee compensation, 
including fringe benefits, instead of payroll. Large segments of the nation's 
working population receive employer provided fringe benefits such .s health 
and life insurance, flexible benefit packages, housing. and pensions. Such 
benef)ts accounted for 16 percent of total employee compensation in 1989, up 
from B percent in 1960. Most of the growth in employee remuneration over 
the past 20 years is attributable to the growth in benefit spending. For 
example, inflation-adjusted benefit spending per full-time employee grew by 
63 percent between 1970 and 1989, while average cash wages remained almost 
flat. The proposed employer subsidy could further encourage firms to pay 
employees in fringe benefits in order to remain eligible for the goverrunent 
health subsidy, or meet the 7.5'1', payroll cap. 

The President has stated that under the proposed plan, the self-employed will be 
able to deduC'l100% of alliance premiums. 

• 	 Prgmiums for Self-eml?loye;l The self.employed are currenUy allowed to 
deduC'l only 25% of their health insurance premiums for tax purposes. 
Would the proposal result in a reduction in SECA income to the OASDI and 
HI trust funds? 
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HCR Administration: overview 

The fundamental issue is to clearly specify the functions that 
will be performed by each entity. new or existing, and to draw 
'the bO'J.noa:t'ies between these entities as clearly as possible. 

Since there is so much Federal oversight and backup or default 
control, in the absence of a clear demarcation. we will have to 
assume the function will be performed at the Federal level, 
either by an existing agency or the National Health Board 
(perhaps through a co~tract with an existing agency}. 

We intend to provide an estimate of the total administrative cost 
associated with each function and the portion of that cost that 
would be borne by the Federal government. 
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HeR Administration Questions 

Pricing Issues: Scope &: Parameters 


(D 	 Define administr.tilln. Is this Federal only? Or system-wide (Federal, State, 
local, Alliance, plan, corporate, etc,)? K~ing pricing limited to the Federal 
level makes the task 'easier' (though not necessarily possible), and begets the 
question of whether Federal costs are being shifted to other levels of the 
system. 

How is this to be measured? Dollars? Staffing? Paperwork burden? All? 

What encompasses admirusttalion? Is it 'direct only (I.e. Health insurance 
administration; Provider administ:rationl? Or does it include 'Illdirect' ,but 
essential support functions (i.e. Fraud and abuse investigation and 
prosecution; Data system management; Data analysis)? What about consumer 
education~ advertising, etc.? 

(IT) 	 Assignment of admini§tr.tive functions in the..l11illl. There are a host of 
administrative functions identified in the plan, but little consistent 
assignment of these functions to a specific entity, or discussion of how they 
will be financed. 

Examples of unfunded, vague (difficult to price acrnrately), or unassigned 
functions: State qualification of health plans. St.te establishment of 
demographic service requirements. State Guaranty Funds. Establishment of 
'capital standards! Regional alliance administration. Admirustration of 
allocation of consumers to plans when capacity is insufficient. Development 
of State fee for service schedule. Alliance administration. Federal 
coordination among principal agencies (DOL, DHHS, VA, DOD), and with 
States, local grantees, alliances, plans, etc. Health professions loan 
administration, as well as other Federal programs (lraining and education 
oversight and admirustration). AdmiruSlration of the Inter-alliance Health 
Security Fund. Budget adminislration, oversight, and enforcement. State 
licensure and certification of plans, health professionals. Federaillcensure 
and certification of 'essential providers.' Survey admirustration and analysis 
(outcomes, quality, satisfaction, etc.). Premium tap fund collection and 
administration. Research and demonstration administration. Income 
morutoring and subsidy admirust:ralion. AdmiruSlrative capacity for Federal 
assumption of alliance operation for non-starting States or or States in 
default. Quality control program. 

(ll) 	 Funding sources. There are numerous, over-lapping funding sources for data-

I 
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related activities, Presumably some data costs (capital, maintenance, 
administration, data processing and analysis, etc,) are funded within alliance 
or plan budgets, But, PHS also includes some start-up funds for slate data 
systems, as well as separate funds for special surveys (the data from which 
could easil y come from hoopi tal admi tting records, coroner reports, etc). PHS 
also includes funds for dala analysis, PHS also has a separate 'administrative 
cosr category, which we have no ide. what is contained therein, These need 
to be identified, 

Are funds for data activities also included under more generic administration 
funding sources, such as premium taps? What about HCFA ORD? Medicare 
administration? VA, DOD, and IHS administration? This gets back to 
assignment of functions to specific entities, and funding sou,ce, (or each. 
What is • centralized, Federal function, and what are private responsibilities? 

(IV) Medicaid Administrative Expenses 

Will current Federal policy with regard to matching of administrative 
expenses be changed to renect a smaller, simpler Medicaid program? 

Have potential savings from the reduced administrative burden in the 
Medicaid program been identified? Even if Federal matching policies remain 
intact, some savings could be expected, 

Will States and Alliances continue to administer wrap-around benefits (i.•. 
current Medicaid benefits not included in the basic benefit package)? 

(V) National Health Board 

Fundamental questions about the board's functions, responsibilities, and 
operations require clarification (e.g. contract, in-houge .. ): 

Is the board to be advisory to an existing or new Executive Branch agency 
:which is under control of the President or is the board to be free-standing and 
accountable primarily to Congress? 

Will the states be responsible for enforcing budgets within the states (subject 
to board monitoring), as requested by NGA on 9/23/93, or will the board have 
both monitoring and enforcement responsibilities? 

Will the benefits package be defined in law or by the board, through 
regulatory rulemal<ing? Will the benefit package be exhaustively described or 
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merely sketched out, deferring detail. to States? Will the Boatd adjudicate 
disput"s between individuals and plans regarding the benefit package or will 
such disputes be handled in Federal district courts? 

Will data and quality management systems be operated by states and 
monitored by the board or operated by the board? What will the adjudicatory 
responsibilities of the board be? 

What will be the extent of the board's actions·to overs .. state plan 
implementation? How much flexibility will be left 10 states and how much 
will this monitoring role resemble the current Medicaid waiver process? 

Indicale which portion of each of the functions described above are to be 
carried out by Federal employees of the board and which may be contracted 
out. 

3 
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Questions for Pricing 9/7/93 HCR Package: Public Health 

Contacts for Public Health Q's - Bill Dorotinsky (x 4926; h-301·916-1227) 
Richard Turman (>:4926; h-301-270-0895) 

Part Qnl': Basic Questions on Scope &: Paramders 

In order to evaluate the PHS funding proposals, we need the following for each 
proposaJ or initiatiR· 

(D 	 Fropo.!:!! Incre~. Exactly what are these funds for? Specific programs? 
What will these funds buy (number of vaccines, trips to the doctor,etc.)? 
What are the assumptions for these estimates? 

Do these duplicate items funded through the benefit package? 

What is the amount of the proposed increase above current appropriation 
levels? What is the amount of funding in the current 'base' reallocated to 
each initiative? 

How much of the increases and reallocations are for administrative costs 
versus services? What are the bases for these assumptions? How many more 
Federal staff will be reqUired for these proposals? 

How much money will flow to these activities from alliances, plans, and 
insurance? (lndude basic payment rates, as well as any special incentives to 
rural/underserved/primary care providers, elc.) 

Does initi.ative funding increase over time? How was the timing of increases 
determined? 

(IT) 	 What are Ihe secondary and inler.ctive efff<:ts of th~ J2foposal.? For 
example, assuming a simple linear relationship between NUl funding and 
new discoveries, whal is the effect of increasing NlH funding on the cos! of 
the health system for new procedures produced? What will happen to the 
cost of research when we suddenly increase demand significantly (researcher 
sal..")', etc.)? II academic he.11ll renters receive special subsidies, special grants, 

1 




Priority Code: 2 

and indirect cost funding through NIH, how many times are we funding the 

same things? What effect does this have on the cost of research? The type of 


. health innovations produced? "''hat effect do these have whe'; adopted into 

the health system? Does this excessively favor high-tech medicine? 

Or, if we have PHS health professions programs in addition to DME/IME and 
olher provider incentives, what happens to the absolute number of health 
professionals as well as their distribution by specialty? What happens of we 
have t()O many dOClors (in Canada, it increases total cost, as each doctor 
produces roughly the same volume; in Gennany, with global budgets, 
incre.,ed number of doctors means lower average physician salary, so 
physician' associations tightly regulate meqical school entry)? How many 
types of supply-management do we really need? 

Or, States are required to establish service requirements for health plans 
related to the level of service and geographic distribution of service to ensure 
adequate choice and in low-income and underserved areas. Plans will spend 
funds to provide access, or lace penalties. This is • regulatory approach. What 
eilect, Ihen, do all the PHS 'access' and 'enabling' services have on utilization? 
Will il increase utilization beyond medically-necessary limits? Is it necessary? 
(This applies to mental health <It substance abuse, as well as general medical 
care.) And where does personal responsibility come into the equation? How 
broad is "enabling service" (e.g. public health police)? 

(ill) 	 Proposed Off-sets. What are the assumptions underlying the proposed off­
sets? How were they calculated? How were individual programs categorized 
between service and non-service aspects? On what basis was this done? 

Vlhat are the administrative expenses associated with these off-sets? Ne 
administrative costs included in the off-sets? How many FrEs are associated 
with the off-sets? 

Do off-sets increase over time? How was the timing of off-sets determined? 

For all facts and figures used in ca1culatioM or estimates, p1ease cite the source. 
Please provide copi •• of internal studies or documents used to support the proposals 
or assumptions (e.g. MDS study referenced in HRSA off-set background material). 

2 
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Part Two -- Questions about Specific Sections of Proposal 

"Prevention" Research - What is the basis for the $1.5 billion (5S%) increase in 
biomedical and behavioral research labeled "prevention" -related. How many more 
multi-year research projects would be funded? How much out-year funds would 
commencing so many projects commit? Is there sufficient capacity in the health 
research system to make such an expansion without requiring massive new capital 
spending by Federal and university laboratories? What specific connections do 
these increases have with the implementation of Reform during FY96-2000, since 
Ihe results of such research funding would not be available until well into the 21st 
Century? . 

Health Service. Research - How much of this increase would be spent on each 01 
the categories listed on pp. 138-9 of the draft plan, and what would be accomplished 
with each allocation? How soon would the results of the consumer choice and 
decision-making research be available, if funds are appropriated in FY96 and 
initiated in FY%-77 

Workforce -- Please provide estimate details, including numerical outputs desired 
and how $204 million would be used to achieve the outputs. 

Access 
NHSC - how would the $75 million increase for NHSC be split between state 
loan repayment, Federal loan repayment, and Federal SCholarships? How 
many more doctors andother health professionals would this bring into the 
field over a 21l-year period, starting in FY96? How much of an incre.se in 
field staif support spending would be required in FY2000-2010 to support the 
increased numbers of scholarships &Ioan repayment agreements awarded in 
FY96-2000? What is the cost of maintaining NHSC field staff on a per person 
basis? 

Capacity - How many additional low-income Americ.ns currently uninsured 
would theS<l funds help? How many.low-income Americans would this 
funding help connect up 10 health plans so that they no longer need 
assistance through publicly-subsidized clinics? How many health plans 
would this funding encourage to serve rural and other uninsured 
Americans? How many provider networks would be established? If the 
design 'ssumes continued maintenance funding as opposed to short-term 
capacity expansion linked to the implementation of Reform, please describe 
and explain. Would funding be granted to slales or local districts? How 
many Federal FTE's would be required under either scenario? 

http:Americ.ns
http:incre.se
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School-based EXllansion - How many schools with high proportions of low­
income Americans would this funding assist? How many students would 
be served? How much of clinic funding would be captured from health plan 
payments for covered services provided through these clinics? What is the 
start-up costs of opening a clinic? What are the annual costs of maintaining a 
clinic? What portion of each of these costs would the Federal assistance 
provide in the first, second, third, etc. years? 

Fgrmula &rants - what services,would the formula grant support, and how 
would they differ from the capacity expansion grants? Would funding be 
granted to states or local dismcts? How many Federal FTE's would be 
requirE'd under eUher scenario? How many low-income Americans would be 
conneded to health plans each year through these grants? 

Indian Health 

The package states that tribal employers are exempt from the national 
employer mandate. However, the term "mbal" is not defmed. Can 
any employer become a mbal employer by moving to a reservation? 
Why should mba! employers be treated differently from any other 
employers? 

What mechanism to control costs exist for IHS, since IHS is outside the 
Health Alliance structure? 

~fe"\.1 healthL1ubstance abuse - what will the additional funds pay for (e.g. 
short term treatment V5, long-term treatment; residential V5. outpatient; 
heave users vs. casual users; inside or outside of the criminal justice system, 
etc,). 

If the poliC")' is to provide high-quality, cost-effective drug abuse treatment, 
will the parameters described meet that objective? Most of the studies on'the 
effectiveness of drug abuse treatment indicate that time in treatment is the 
most Significant indicator of success (as measured by reduced drug use and 
criminality and increased employment). The substance abuse treatment 
benefit is capped at 60 days initially, expands by 199810 90 days, and by the year 
2000 the day limits appear to drop off entirely. The benefit structure appears 
to provide incentlves for 3O-day programs, far less than 12-24 months in , 
treatment recommended for heavy users. Moreover, thirty days in a hospital 
setting can cost than one year in a commwUty-based residential program. 

"''hat is the rationale and/or underlying assumptions for placing. day-limit ­
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-as opposed to a dollar-limit- on residential substance abuse trealment, given 
that the community-based programs which tend to provide more days of care 
cost substantially less than the hospital-based programs that tend to provide 
fewer days of care? If two of the principles of HCR are cost-containment and 
quamy, why design a benefit that may encourage higher costs (hospital rates 
versus alternative settings) and lower quality care (fewer versus more days in 
treatment)? 

·Core" Public Health functions 

• Health-related data collection, sUIVeiJIance, and outcl)mes moruloring: 

1) How will funds for these activities be allocated, and who is eligible to 
receive these funds? 

2) Will these funds support Federal data efforts OT will States, Alliances, 
providers~ and insurers also receive funds? 

3) What exactly will these funds purchase: What kind of data processing 
hardware would be purchased (computers, printers, network support, 
dedicated phone lines), and exactly how many of each type of urnt would be 
purchased? "''hat kind of software would be purchased to operate the 
envisioned hardware? 

4) How many and what type of personnel would be hired to support these 
activities (i.e" computer programmers and operators, epidemiologist, 
statisticians)? 

• 	 For each of the four categories of listed below, ple.se answer questions 1-4: 

Protection of envIronment, housing, food, and water 

Investigation and control of dise.... and injuries 

Public information and education 

Accountability and qualify assurance 


1) Ho!" will funds for these activities be aliocated, and who is eligible to 
receive these funds? 

2) Will these funds support Federal efforts or will Slates, Alliances, 
prOviders, and insurers also receive funds? 

3) How many and what type of personnel would be hired to support these 
activities? 
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4) Whal type of equipment or material. would be purchased to support 
personnel? How many units of each type of equipment or material would be 
purchased? . 

• Laboratory services 

1) How will funds f"", these activities be allocated, and who is eligible to 
receive these funds? ' 

2) Will these funds suppon Federal efforts or will Slates, Alliances, 
providers, and insurers also receive funds? . 

3) How many laboratories would be supported and which specific 

laboratory services would be fmanced? 


4) What is the estimated volume of each laboratory service. 


5) How many and what type of personnel would be hired to support these 

activities? 

6) What type of equipment or materials would be purchased to support 
personnel? How many units of each type of equipment or material would be 
purchased? 

• Training and education 

1) How ,,111 funds for these activities be allocated, and who is eligible to 
receive these funds? 

2) Will these funds support Federal efforts or will States, Alliances, 
providers, and insurers also receive funds? 

3) How many of each type of heaJth profesSional would be trained? 

4) Wouid professionals trained using these funds then be hired and 
supported using Federal funds? 

'Priority" Public Health 

• Immunization 

I) How many and what type of personnel would be hired to support these 
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activities? 

2) What type of equipment or materials would be purchased to support 
personnel? How many units of each type of equipment or material would be 
purchased? 

3) Will these funds be used to purcha.e vaccine, and if so how many 
doses of each specific vaccine would be purchased? 

• 	 For the four categories 01 funding listed below, please answer two questions: 
lilY/AIDS 
Tuberculo.is 
Chronic and Environmentally Related Diseases 
Health-related Behavior and Other Friority'I••u•• 

1) How many and what type of per.onnel would support these activities? 

2) What type of equipment or materials would be purchased to support 
personnel? 	 How many units of each type 01 equipment or material would be 
purchased? 

http:Tuberculo.is
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Cost Questions - Veterans Affairs 


1. 	 What should be the scope of the VA scoring effort (j.e.,should it reflect only 
reform's impact on VA appropriations or should it include estimates of 
Federal and non·Federal receipts that VA will receive)? 

2. 	 Will VA plans be subject to premium/price restraints that may be .pplied to 
private insurance plans? 

3. 	 What are estimated maximum allowable national average annual percentage 
increase is premiums/prices for 1995 through 20oo? 

4. 	 Pleasr~ provide the following national average cost data for plans covering 
individuals as currently .ssumed in the health care package for 1995 
through 2000 (In each case we are requesting dollar amounts, not 
percentages.) 

a, annual average premium, 
b. annual average employer contrlbution, 
c. annual average employee contribution, and 
d. annual average employee deduclibles/co-payments. 

5. 	 What is the current poverty level for: 
a. an individual. and 
b, a family of four? 

6. 	 What are the anticipated national average health alliance subsidies for an 
individual and a family of four for 1995 through 2000 at the following 
annual income levels! 

e. 25% of poverty level, 

b, 50% of poverty level, 

c. 75% of poverty level, 
d. 100% of poverty level, 

e, 125% of poverty level, and 

f. 150% of poverty level? 

7. 	 What is the projected national average health alliance subsidy for 1995 
through 2000 for: 

a. an 	unemployed individual, and 
b. an unemployed family of four? 
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B. 	 What are the projected national average Medicare part A and B 
reimbursemems for male beneficiaries receiving care for 1995 through 
2000? Please break out the part B average further to show the average 
costs of: 
a. office visits {i.e .• outpatient care}, and 
b. hospital care. 

9. 	 What are the projected national average Medicare beneficiary copayments 
for parts A and B for male beneficiaries receiving care for 1995 through 
20007 Please break out 'the part B average further to show the average 
costs 	of: 
a. office visits (i.e., outpatient care), and 
b. hospital care. 

10. 	 What Is the anticipated time line for implementing national health reform In 
the VA, DOD, PHS and other public health organizations? 

11, 	 With regard to the VA revolving fund that would be established with national 
health reform: 
a. 	 What would these loans fund (e.g .. new facilities, expand current 

lacilities, hire additional staff, high·tech equipment)? 
b. 	 Will there be a limitation on the dollar amount an Individual hospital 

can borrow f.om the fund? 
c. 	 What will be the repayment conditions for hospitals that borrow from 

the fundI 
d. 	 What happens il a hospital is incapable of repaying the loan It receives 

from the fund? 
e. 	 Who will manage the revolving fund? 
f. 	 The fund is for the "start·up costs of VA health plans". The fund 

would continue "without fiscal year limitation". Does 'without fiscal 
year limitation- apply to new loans madet or does it refer to the loan 
repayment schedule? If It refers to new loans made, why would start­
up requirements continue for more than 5 years? 

If there are any questions concerning the information requested please contact 
Todd Grems or Alex Keenan at 395-4500. 
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SUB~ECT: 	 Federal Employees Health Benefits Program: 
Costing Assumptions 

1. 	 MedigaQ~ Addressing Medigap the policy reads: ~annuitants 
with Medicare obtain coverage through an OPM-adminietered 
Medigap plan." Will OPM develop and price the Medigap plan 
or are there central estimates to use in pricing the cost to 
the Government of Medigap for Federal retirees? 

2. 	 Early Retire~: Please clarify the policy for Federal early 
retirees? 

3. 	 ~~n~tgnt§; Addressing coverage of annuitants with or 
without Medicare, the policy reads~ -In both cases, OPM 
pays a premiu~ contribution sufficient to prevent an 
increase in annuitants' costs over current fees. ­

a} Is the policy that the annuitants' share of the premium 
contribution or the dollar amount of the premium 
cor.tribution re~ains constant? 

b) If the answer is dollar amount, do we use nominal or 
constant dollars, and how long would that deal remain in 
effect? 

•. 	 Civilian Qownsi~: Should our estimates assume a 252,000 
reduction in Federal civilian personnel as called ,for in the 
President I s Executive Order of Septe'mber 11. 1993 (while a 
majority would fall into the retiree/early retiree 
categories, a portion would be employees who simply leave 
Geverr.ment service)? 

5. 	 Qption to continue cQverige: CUrrently, under certain 
circumstances employees that would otherwise lose FEHB 
coverage (including employees that separate from Government 
service) may elect temporar,¥ continuation of coverage at 
102\ of premium price~ Under reform, will Federal employees 
retain this option or will they be required to move 
immediately to the alliances? 

6~ 	 Transition: Are assumptions available about the expected
time frame for phasing-in the states? 

Christine Lidbury 
OMS. 395-4641 (desk) 

395-5017 (secretary) 
home, 1202) 332-5408 



o DoD indicates that it has final approval to receive f'kodicare 
payments for care provided by DoD to Medicare eligibles. If true, 
will: 

the reimburs~~'t be on a fee-for-service basis or 
only on a capitated basis? 

DoD have to catply "'ith Medicare rules and ­
regulations including beneficiary co-payments,
beneficiary premium payrrents (for Part B 
services), and cost-accounting standards? 

o Is it the President's intention to sustain benefits 
significantly higher than the national benefit (and unrelated to 

-DoD's -readiness requirenents) for new DoD beneficiaries or is the 
national benefit sufficiently ge.~erous for post national reform 
entr1mts into the DoD work force? 

o DoD wi11 be providing rredical services and paying for the care 
of active duty military personnel. In the case where there is a 
working spa-""e of a military member: 

- What will be DoD's payrrent responsibility when the 
SJ??use (or the spouse and dependents) choose a non­
~litary health plan? 

- What "'ill the private employers respor~ibility for 
payment to DoD when the spouse (and family) choose a 
DoD plan? 

o If the DoD health plan functions as a corporate alliance, will 

DoD have to pay the 1\ surcharge to regional health alliances 

that has been discussed? . . 


o Will DoD have to pay for care for a period of time after 

personnel separate fran the military? If so, what will have to 

be paid for how long? _ 


o What exactly does the proposed health ca:i:i legislation
authorize? ..4 

o Will DoD -be treated as any other employer with respect to 
retirees over age 55 (i.e. will DoD be relieved of the obligation 
to pay for health care for non-working retirees over age 55)? 

J. Fish Ext. 3776 
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Qu~slions on Ericing for Medicare Payment to RoD and YA 
We believe that the issue of Medicare payment to DoD and VA facilities warrants 
further aUention, We have ralsed some of the questions involved below, albeit in a 
somewhat disorganized fashion, Additional questions and comments will follow, 

• 	 Will DoD and V A health plans be required to meet the sarne standards as 
other Medicare providers, e,g" cost ,eporting, }CAHO standards, peer review, 
mortality and morbidity data collection, etd (3) , , 

• 	 What does it mean to say that Medicare will only pay for services to higher­
income veterans eligible for Medicare? Medicare does not currently income­
relate any part of the program and the rationale for implementing this policy 
on this particular population is unclear, (1, 2) 

• 	 How \\111 Medicare payment to DoD and VA facilities be calculated and 
.djusted? VA and DoD pay on a national scale, whereas other facilities will 
naturally reflect geographic wage differences, (1,2) 

• 	 How much care do 000 and VA currently provide beneficiaries who are also 
eUgible for Medicare? What are the fiv<>-year outlay projections, broken 
down by veter.ns and military retirees? (1, 2) 

• 	 H a Medicare-eJigible individual does not enroll in DoD/VA health plans, but 
receives care at a V A fadlity (for a service-connected injury) or .t a DoD 
facility (on • space avallable basis), is Medicare liable for payment? (1,2) 

• 	 What, if any, are the assumptions about adjustments in DoD and VA 
appropriations to reflect Medicare payments? How will DoD and VA 
appropriations be adjusted if Medicare is to make payments for such care? (1, 
2) 

• 	 What are the assumptions about beneficiary rost-sharing in these settings? 
What are the corresponding assumptions concerning utilization? Will DoD 
andlor VA be required to offer high or low cost-sharing plans? What are the 
assumptions on subsidies for cost-sharing? (1,2,3) 

Will DoD and/or VA be allowed to offer supplemental, Mwrap-around" 
coverage of cost-sharing liabilities? High cost-sharing plans are 
required to offer wrap-around policies, (1, 2, 3) 

What are Ihe assumptions about DoD andlor VA acting as secondary 
payors to Medicare? (1,2,3) 

How will Medigap and other possible third-parties be treated (or cost­

http:veter.ns
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sharing coverage? (1, 2) 

Is Medicaid the payor of las! resort for any veterans or their family 
members? (1,2,3) 

• 	 What benefit packages will these dually-eligible individuals receive? Will 
the DoD and VA plans be required to offer the standard benefit package? Or 
",llthe Medicare benefit package be required to be offered those individuals' 
otherwise eligible for Medicare? (1,2,3) 

• 	 Will Medicare Secondary Fayor rules also apply to VA and DoD? Will DoD 
and VA be required to oollect from other parties under ITt guidelines, as well 
as Medigap and retiree health policies? (1, 2, 3) 
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Mr. Chairman, it is a pleasure to be here today to discuss 
the Clinton Administration's health care reform plan. NO,one 
needs to remind this committee that our health care system is in 
crisis. While the quality of health care, in the United states is 
the best in the world for those who can afford it, the total cost 
of care, is unnecessarily high and rising at frighteningly rapid 
r'ates. Moreover, millions: of Ameri'c"ans. are without adequate 
health care coverage and millions more live in fear that they 
will lose their health insurance. 

The challenge before the Congress is to develop a plan that 
preserves what is best in the current system while controlling 
costs and providing universal access to high quality health care. 
The plan presented to you by "the President and the First Lady 
does that. It controls costs and guarantees health security: 
For the first time, every American will have health insurance 
coverage with a comprehensive package of benefits that can never 
be taken away. 

We would like to focus first this morning on the vital part 
the Admini!.tration's health reform plan plays in our overall 
strategy to improve the future vitality of the American economy. 
Then we would like to turn to the impact of the plan on the 
Federal budget -- what new costs would be incurred and how we 
propose to pay for them. 

" 

\ HEALTH REFORM IS AN ECONOMIC IMPERATIVE 

If we are to have the productive, high wage economy that we 
all want, we must reform the health care system. Indeed, health 
reform may be the single most important change that is needed to 
make the economic future brighter· for our children and 
grandchildren. 

The current health financing system threatens America's 
economic future in three ways: (1) health costs are unnecessarily 
high and rising too rapidly -- draining resources from more 
productive uses to support an inefficiently organized health care 
system; (2) the rising costs of government health programs add to 
the Federal deficit and reduce national saving; and (3) health

\ care insecurity locks people into existing jobs or onto welfare 



rather than allowing them to move into more productive
employment. 

The United states spends more of its Gross Domestio product 
(GOP) on health care than any other country in the world. The 
numbers bear repeating' Today, 14% percent of our GOP goes for 
health care, and by the end of the decade, we could be spending 
an almost unthinkable 19% Of GOP on health care. No other 
country spends more than 10' of its output on health care. 
During the last decade, our real per capita health care costs 
grew at a rate of 4.4% per year, while our real per capita GDP 
grew at only 1.6% a year. Only Canada's rate of healt~ care cost 
growth, at 4.3%, was close to ours. By any measure, it must be 
said that our consumption is way out of proportion to our income. 

And health care spending is IIc 'l-owdin9' out" other government
spending and contributing to the deficit. The Federal government
devotes 19t of its budget to healt~ care right now. If current 
projected trends continue, that percentage will rise to 25t by
fiscal year 1998. This means that almost 50t of Federal spending
growth bet~een 1993 and 1998 will be for health care. 

Inflation in ~ealth care costs is robbing government budgets
of scarce resources needed for critical investment in our future 
-- education, job training, infrastructure, and technology
development. _Make no mistake about it: getting Federal healt~ 
spending under control is essential to long-run deficit 
reduction. 

Despi-te all this spending. 37 million Americans are 
uninsured, and increasing numbers of Americans are vulnerable to 
losing their insurance upon developing a serious illness or 
medical problem; Pre-existing condition restrictions lead to 
"job lock": it is estimated that 30t of workers restrict their 
search for better jobs for fear of losing their health insurance 
coverage. 

Economists have written Volumes on why health costs are 
rising, and there are debates about how mueh each of the relevant 
factors has contributed to the cost spiral. There is no 
argument, however, that we need to change the incentives in the 
marketplace today. 

There is broad consensus that the health insurance market, 
especially the small group insurance market, performs poorly
today. The absence of universal coverage and community rating 
makes it more profitable to select healthy enrollees than to 
organize the delivery of cost-effective health care. T~e result 
is: ­
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Very 	expensive insurance for the covered -- we pay more• 
per capita for health care than any other nation, and 
by quite a margin; 

• All Americans feel vulnerable; many of us are one 
serious illness away from being uninsured; 

• No insurance at all for 37 million Amerioans, most of 
whom are working or in families with workers; and 

• 	 Higher health service prices for the insured, as we pay
hidden taxes to cover the costs of providing oaring for 
the uninsured and the underinsured. 

The market for health services is also performing poorly.
The incentives for providers in traditional fee-for-service 
medicine and for patients with comprehensive indemnity coverage
simply guarantee that unnecessary care will be delivered in 
virtually'overy setting. 

Insured patients have no incentive to learn about how !itt.le 
medical value per dollar is delivered by the services they
receive, because they usually do not bear the "costs themselves. 
Fee-for-service providers have every incentive to provide
additional services no matter how low value, because they are 
reimbursed for every added procedure they perform regardless of 
their value. 

This 	inefficiency spreads throughout the health care system.
Managed care providers, in most markets where fee-for-service 
still dominates, have strong incentives to match their prices to 
those prevailing in fee-for-service plans~ The hiqher volume and 
greater intensity of services resulting from these pricing
decisions drives up insurance premiums even further. 

Faced with markets performing poorly because the inoentives 
are so wrong, reformers have two basic choices! 

• 	 One option would be for the government to take over the 
functions of the health insurance industry. It could 
set the prices for providers, and draw up rules for 
allocating care. We rejected this alternative. 

• 	 Another option -- the one embodied in the Clinton plan 
-- is to restructure the incentives within our eXisting 
system to permit market forces to work better than they
have up until now. 

• 
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BISTBVCTUBIN;'TRB MARKET FOB HEALTH C~I 

The Administration plan would preserve and strengthen the 
system of employer-based health insurance that Americans are used 
to. It would ensure universal coverage by mandating that ell 
employers provide a stanaard benefit package to their employees,
and make that coverage affordable through discounts for small ana 
low-wage firms. 

At the same time the plan would change the way the health 
.care market works in fundamental ways. First, it would give 
consumers a financial stake in choosing the lowest cost health 
plan and information on which to base that choice. While 
employers would pay 80% of the average cost of health plans in 
the, area, employees will have a choice of health plans that 
provide at least the standard benefit package at various prices.
Experience in large companies has shown that employees tend to 
choose lower cost plans when they.have the financial incentive to 
do so" 

Second, the Administration plan would encourage health 
providers to join together in groups that provide care as 
effectively as possible and to reduce unnecessary costs in order 
to compete for members. 

Third, the plan would build on the experience of recent 
years in which large companies and other large purchasers of 
health care have demonstrated their ability to bargain hard with 

'health plans to get the best price. The Administration plan
would require the states to set up regional health alliances. to 
bargain on behalf of small- and medium-sized'businesses. The 
alliances would use their collective market power to obtain for 
their members the favorable prices now available only to 
employees of large companies. 

Fourth, the Administration plan would reform insurance 
markets by requiring community rating. Risk selection will be 
eliminated by the introduction of, = , 

• 	 A comprehensive benefits package, to homogenize the 
product and make shopping among health plans easier for 
consumers; 

• 	 community rating to remove the incentive to select 
health1er enrollees, with risk adjustment to compensate
plans that have a disproportionate share of medical 
claims : and by 

• 	 Ending pre-existing conditions restrictions, medical 
underwritin9, lifetime limits, and other techniques
that 	deny many Americans coveraqe. 
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Providers and insurers will also be required to provide
vital information. Meaningful and interpretable medical outcomes 
reporting at the plan level will be required in all alliances. 
This will provide Americans with the information they need to 
assess the relative quality of oompeting plans. In addition, it 
will provide insurers And providers with incentives to be 
efficient while satisfying their customers and patients. 

These insurance market reforms will force insurers to 
organize cost-effective delivery networks which preserve choice 
for consumers while delivering medical value for the dollar. In 
this sense, our targets for the growth of insurance premiums
should be viewed essentially as backstop devioes to provide some 
breathing" apace while insurers, providers and consumers learn to 
make managed competitIon work. 

(;,1 

There is reason to think.that introducing these new market 
incentives will lower the rate of qrowth of health care costs. 
The most effective means of cost control known to economists is 
to let producers compete and consumers choose~ 

other means of controlling costs may work in the short run I 

but are likely to be ineffective in the long run. Experience
with price oontrols from other areas is sobering. The best 
chance of bringing health care costs under control is through 
market reforms such as the President has proposed. 

ECONOMIC ApVANTAGES of HEALTij SECYBltx 

Universal health insurance coverage will have economic 
advantages beyond providing a needed benefit to the uninsured. 
No longer will Americans be afraid to ehange jobs because.they
would risk losing their health insurance. ay ending "job look", 
health security' will increase economio flexibility and improve 
productivity. 

NO longer will Americans be afraid to leave welfare because 
they would lose Medicaid benefits. A welfare mom who. gets a job
will not have to turn it down to protect her children from 
uninsured illness. The end to "welfare lock" will also promote 
the health of our economy. 

HEALTH REF9RK AND THE FEDERAL BUDGET 

~he President's Economic Plan, which the Congress approved
in August, will bring about a significant reduction in the 
Federal budget deficit -- $500 billion over the period from F¥ 
1994 to FY 1996. But we have not conquered our deficit problem. 
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Health refo~ is absolutely essential to further deficit 
reduction. [Chart 1J 

The President's health reform plan will beqin to get
Federal health expenditures under control. It will take time. 
The bulk of the savings in the President's plan occurs after the 
end of 1997, once the alliances are fully up and runninq. 

In the interim some Federal expenditures will rise. After 
all, extending coverage to the uninsured will have some cost, as 
will the new druq benefits for Medicare recipients and the public
health access initiatives we propose. The President's plan
offers a responsible means of financing the new health benefits 
it provides. 

fINANCING HEALTH REFOBH 

Now I would like to turn to the specific effects "of health 
reform on the Federal budget: what We propose to spend on the 
new system, and how we propose to finance it. [Chart 2]. Let me 
make clear that in our system of health alliances, 74% of total 
health insurance spending comes from the same place it comes from 
now; the private sector -- businesses and households paying
insurance premiums. The President's Health Security Act builds 
upon existing employer-sponsored insurance arrangements to create 
a new foundation of coverage for all Americans. 

The Health security Act proposes new Federal outlays in the 
following 5 8r~as: 

1. 	 Expanded public health service activities and 
administrative costs of the new system -- $31 billion. 
Approximately $IS billion of these funds will be" 
de,voted' to new- public health programs to ensure that 
underserved populations have access to the new system,
and to enhance funding for the WIC program. which 
provides nutrition services to impoverished children. 
We estimate that $10 billion will be needed for Federal 
administrative and start-up costs of the"new system,
including activities such as developing data systems,
monitoring quality, and issuing health security cards. 
In addition, "we will increase support to academic 
health centers to support medical education-and 
training by $3 billion. 

2. 	 LQng-term Care -- $65 billion. 
There are three major components of our long-term care 
initiative: (1) a new home and community-based service 
program tor the disabled: (2)" liberali.ed spend-down,, 	 rules for the Medicaid-eligible institutionalized; and 

http:liberali.ed


(3) tax incentives for the purchase of long-term care 
insurance~ 

3. 	 Hedlcare drug benefit -- $66 billion. 
As you know, many elderly Americans are constantly 
worried about paying for necessary prescription ~ru9s'~ 
prescriptions 	that can improve the quality of their 
lives, prevent more serious illnesses and help avoid 
hospitalization. Our plan introduces a prescription 
drug beneUt with cost sharing very similar to tha,t in 
the standard benefit package for all Americans under 
65: $~ deductible and AQt coinsurance with ,a $lQQQ 
limit on out-of-pocket spending for the year. This 
~eans tha~ our elders will no longer have to worry 
about foregoing,necessary prescriptions in order to buy 
food 	or pay the rent • 

4. 	 .100% Tax Deduction for Self-Employed Health Insurance 
-- $10 billion. 
Historically, self-employed individuals have been 
penalized hy heing unable to deduct 'all of their health 
insurance premiums, while their counterparts in 
business and industry have been able to deduct the 
full amount. Our proposal will Ulevel the playing,. 	 field," and extend full deductibility to the self­
employed. This issue has had bipartisan support for 
some time now; We must finally pass and implement this 
change. The total cost of this benefit is $10 billion 
over five years. 

5. 	 . Net new subsidies or discounts for employers and 
,households -- $349 hillion [Chart J J. 
Net of other savings made possible by reform, the added 
Federal cost is $161 billion. To enable all Americans 

'~to take responsihility for their health insurance, 
premium discounts are available to the following types 
of households: 

• those with family inoomes less than 150'cf 
poverty;· 

• those with unearned incomes less than 250% of 
poverty if they don't have a full time working 
member; 

• those which 	include early retirees; 

• those with relatively low incomes from self­
emploYInant " 

I 
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To share the cost of insuring workers equitably across 
different firms, the following firm level guarantees 
are available, 

• 	 no firm will pay more 'than 7.9% of payroll, and 
most will pay less; 

• 	 firms with fewer than 75 employees with low 
average wages will pay less than 7.9% of 
payroll, in fact as little as 3.5%, depending on 
their exact size and average wage. 

Finally, we provide out-at-pocket discounts for 
individuals who earn less than 150% of poverty and who 
do not have access to HMOS, to cQapensate them for the 
higher expected cost of fee-tor-service coverage. 

The point-estimate that our model-builders arrived at 
,for their subsidies was $305 billion OVer the 6 years 
1995-2000. 

In addition, we added 15% (about $44 billion) to cover 
potential behavioral changes that are difficult to 
model directly. Simulations of those potential
behavioral changes suggest that our cushion is more 
than adequate to cover those extra subsidy costs~ 

The total estilnated cost of the discounts for peopl.e , 
served by the alliances is $349 billion over 1995-2000. This 
figure, however, is offset by $188 billion in Federal program 
savings, eo that the net ,;ost of the premium discounts to the 
Federal Government is $161 billion, or $117 billion plus the 
amount that ends up being spent out of the cushion. 

The offsets to the discounts come from three sources. 
First, $28 billion will be saved as working Medicare 
beneficiaries get employer-sponsored insurance and Medicare 
becomes a secondary payor for them. Second, current " 
Medicaid enrollees who are not cash recipients (AFDC plus
551) will leave the Medicaid program entirely and get their 
coverage through regional alliances. This will result in 
$85 billion in direct Federal savings as Medicaid rolls 
shrink. Third, states will be required to maintain their 
current current financial effort on the non-cash Medicaid 
population in the form of payments to the regional alliances 
for the express purpose of offsetting the Federal subsidy
liability. $75 billion is the sum of these payments over 
1995-2000. Thus, the net cost of discounts is $161 billion. 
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§9urces Qf fundaL 

We propose to pay for these new Federal outlays in the 
following 5 ways (Chart 2): 

. 
, , 

Reductions in the rate of qrowtb in tbe MediCA~e 
prog,~m -- $123 billion. 
Medicare has been growing at a rate of almost Ilt per 
year. We have identified a set of approximately 25 
policy changes that will achieve $123 billion in 
savings. These policy changes include "reconciliation­
type" reductions that affect the payment rates to 
providers, as well as new proposals to control 
utilization. We have also included a proposal to 
income-relate the Part B premium for high-income 
Medicare beneficiaries -- singles with income 9f 
$100,000+ and couples with incomes of $125,000+. 

[Chart 4] As you can see, these spending reductions 
produce a moderate decrease in the extremely rapid 
baseline gro~h of the Medicare program. Under our 
plan, by FY 2000 We will have reduced the rate of 
qrowth from its current annual rate of 11' per year to 
around 8.4' -- even while adding new coverage for 
prescription dru9S. 

2. 	 Megicaid sayings -- $65 billion. 
The Medicaid savings counted here result from two 
sources. The Health Security Act will provide all 
Americans with health coverage and, therefore, it will 
nearly eliminate uncompensated care. This will allow a 
replacement of Medicaid disproportionate share payments 
with a much smaller special reserve of funding to be 
directed toward hospitals that treat low-income 
populations, Includin9 undoCUmented persons. In 
addition, the growth in alliance premiums paid by
Medicaid on behalf'of cash recipients will be 
constrained to qrow at the S8me rate as private sector 
premiums. This is feasible because under our plan, 
Medicaid recipients will be receivin9 health care 
services, like other Americans with private insurance, 
in alliance health plans. (Chart 5] 

3. 	 ~9bacco tax and 90,porate A§Bessment -- $89 billion. 
These revenues will come from a combination of the 
increased tobacco tax, which the Treasury Department
estimates will raise $65 billion in revenues, and a 1% 
c)f payroll assessment on the large corporations that 
"ill 	benefit from reduced cost-shifting, and thus lower 
health care costs, in the new system~ , Treasury
estimates that this assessment will raise $24 billion. 

," '; . \ 
", I 
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4. Federal Program Sayings -- $40 billion. [Chart 2)
As the Federal health proqrams -- Veterans' 
Administration health, Department of Defense health, 
Federal Employees Health Benefits program, and the 
Publio Health Service -- are integrated into the 
reformed health system, we expeot savings from lower 
oxpected premiums and new revenues~ For example, the 
VA will receive new revenue from previously uninsured 
veterans and DOD will share in premium contributions 
for the employed dependents of military personnel. I 
should emphasize that these savings estimates are not 
derived from reductions in services; in fact} we 
believe that the services provided to these 
beneficiaries will be imprOVed. 

5. Qtber Revenue Effects -- $68 billion. 
Health reform will lower insurance premiums relative to 
our baseline prOjections and thereby raise taxable 
incomes and tax revenue~ Changes in the tax treatment 
of health insurance will also lead to increased 
revenue. Finally, modest savings in dabt service, 
about $4 billion, will be realized as the deficit is 
reduced. 

How the Numhers J)re Derived 

Thera are three broad types of estimate·s underlying the s~ary
budget data: " 

1. Estimates of outlay effects on existing programs; 

2~ . Estimates of 'revenue effects; 

3. Estimates of new subsidies, or premium and out of 
pocket disco~nts. 

standard OMS methods were used to determine the first type
of estimates. OMB budget examiners worked in conjunction with 
HeFA and SSA actuaries, as well as agency program personnel, to 
Ilscrub" the estimates_ and account for the many interactive. 
effects among ~rograms._ 

The Treasury Department estimated the revenue effects and 
the tax-related provisions of the Medicare savings packaqe, as 
they would for any Administration proposal. 

A unique interagency process produced the subsidy estimates. 
Economists and actuaries from many different departments and 
agencies -- including the Health Care Financing Administration, 
the Agency for Health Care Policy and Research, the Departments 
of Treasury and Labor, the Council of Economic Advisers, and OMS 
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worked to develop a consensus on analytical methods. EKPerts 
from private think tanks and eonsultin9 firms were also involved. 
A team of private aotuaries and health economists was brought in 
to evaluate and make Buqqestions about our estimation methods and 
data sources .. 

Esti.ating a co.plete health care system overhaul is 
obviously an immensely complex task. Reasonable people can 
differ about the many assumptions,that must be made. But the 
thing I want to make clear is that, our team tried consistently to 
err on the side of conservatism. 

BOW ARR,THE DEFICIt SaYINGS PROfECt~Rl 

The total new costs of the Health Security Act to the 
Federal government will be $331 billion, and we will have $390 
billion in revenues to finance these new costs. This will leave 
us with approximately $58 billion in deficit reduction over the 
FY 1995-2000 period. We believe these numbers are real, because 
of the process we used to produce them, and because of the 
protections we have built into the new system. 

First, we tried to be as conservative and realisticas we 
could in estimaton; the costs. For example, we asked two 
agencies to estimate the cost of the premi~s for the 
comprehensive benefit package. An interagency team spent months 
analyzing the estimates, and we chose to use the higher estimate. 
That number, of course, is one of the major elements of the costs 
of the new system. And after the initial estimating was done, we 
spent several weeks in an intensive IIscrubbing U of the numbers to 
vet the assumptions and make sure we accounted for interactive 
effects. 

Second, we have set targets for ·the rate of premium groWth 
1n the alliances. If competition alone does not keep premium
growth within the targets, premium caps will be triggered. If 
the combination of competitive forces and premium caps work as we 
expect they will, then future savin9s will grow progressively, as 
the rising trend in health costs is broken'. 

Third, we made realistic assu.ptions about the speed at 
which states wo~ld come into the new system. We looked long and 
hard at the most realistic phase in of the new system, and 
settled on a plan that assumes that states representing 15% of 
the population will come into alliances during FY 19961 another 
25% (for a total of 40t) will come into allianoes during FY 1997; 
and the remaining 60t will be phased into the new system by no 
later than January 1, 1998. Some groups such as Federal 

'. employees will be integrated at the beginning of calendar year
! 1998. We believe that these assumptions are not only realistic; 

they give the 'system a reasonable amount of time to get 
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established and to provide for some valuable learning 
experiences. 

Fourth, as I discussed earlier when I was outlininq new 
Federal outlays, we added 15t to the consensus point estimate of 
the subsidy cost -- about $44 billion -- to cover potential
behavioral changes that are difficult to model. Simulations of 
those potential behavioral changes suggested that our cushion is 
more than adequate to cover those extra subsidy costs. 

Finally, we rejected the notion of an open-ended entitlement 
program. We believe that our estimates of the Federal funds that 
will be needed for the subsidies are conservative and reasonable, 
particularly 1n view of the 15% cushion and the mechanism 
allowinq excess funds to be 'carried forward and applied to the 
next year's cap. It is unlikely that the caps will ever be 
breached. If, however, expenditures seemed likely to run up 
against the caps, because of a severe' downturn in the economy or 
some other massive economio dislocation, it would mean we had a 
serious problem that the President and Congress would have to 
solve. That is how it shOUld be. 

TR~ BOTTOM LIN~ -- CONCLUSION 

Mr. Chairman, we have begun one of the most important 
debates in the history of this country. It will take place not 
only in thEl committee rooms and the chambers of the Congress but 
in newspapers, in meeting halls, and over kitchen tables 
throughout the nation. 

For 16 years,. as you know, I served as a member of .Congress. 
And for 16 years J as you also well know, because 'we entered the 
Congress at the same time J the health care issue became a bigger 
and bigger problem. It was ignored until it became a crisis, as 
costs for families, businesses, and government spiraled out of 

. control, as the number of uninsured Americans grew, and as more 
and more families came to fear the loss of their insuranoe 
coverage. 

We saw a lot of SU9gestions, a lot of ideas, a lot of 
concepts proposed. But until this President, nObody presented
the kind of specific, comprehensive, responsible, detailed, paid­
for plan that you now have before your Committee. 

We have gone through an exhaustive process to ensure that we 
are presenting the most credible, the most reliable, the most 
honest estimates possible of our policies and their impact. 
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So as the qreat national debate proceeds, we expect to be 
challenged on policy; we expect a strenuous and far-reachinq 
discussion of how best to achieve the goal of comprehensive
health care reform. The Administration does not pretend to 
possess divine wisdo~ on this issue. ·We weloo~e alternative 
proposals and views. 

But letls make one thing clear. Let'S be sure that when 
other plans are presented, they ~eet the sa~e kind of rigorous
analysis to which we have subjected this plan. Let's make sure 
that. their nu~bers have been thoroughly examined and analyzed.
That way, we can be sure that this is a discussion over policies
and issues, not numbers and statistics. 

The American people deserve that kind of debate as we 
address an issue that will directly affect everyone of them 
every day of their lives. 

, . 
, 
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[ \\1!llt to \hant the Center for National Policy for providina me with !his opportunity 
to spell to ~"" today, The een..,. far National Policy h.. been an Important local point lot 
deba\.e on a bronc!: epectrum of iuu¢:I af'fcx:ti.ng our nltion. You hlve made important 
contrlbudon5: w thClC il3ues and have dirtctly &ffoctod the course not-onl), of debates but of 
decision' and action., 

[t is therelo... appropriate that ,"'e discl!SJ tnday an issue that wUJ certainly affect 
every citizen and taxpl)'Ot in thi, ~unuy - health care reform_ Today, I want to talk to you 
about health refonri and focus not )0 much on the delivcry of health cue bLit rather on what 
the President believes, and what I belle\!e, Js an absolutely essential element of refonn, and 
that is control!ing the skyrocketing costs of our health care system, 

The President w.. elected in 1m on hi' promise to focul on fundamental change. in 
the nD.tion's economy, in our covemme.nt, and in the U"'e3 of Amenca'. ramiliel. That he 
has done, Worldn\: "ith the Conl:res., he has put In place an economic plan that has 
redueed budget deficits and increased Investmenlin long-tern! ecoDOmlC growth and in th. 
education, skills, and well-being of our worken and our children, He has implemented I 
trade policy thaI is already increasin, exports ..d crean", new CIJPOrtunitiO$ and jobs 
throuahout this country. He hal ,janed into law the Family Leave Act, Goals JOOO 
education re(orms. a hbtoric national service progre.m, and reforms in. Head Start and other 
education programs. Last week, the President proposed a strong, mClUurcd refonn plan to 
tum the nation'. outdated and, In 10 many ways, counterproductive welfare sy.tem into a 
plan Cor work IIIId ",,p.,n,lbllity_ 

PundamentalJy tiod to all or these chango! in gavommont, in the economy, in the 
wcll-bcing of our fomilie. Is the Deed to «form our hco1th oare system, There I•• clear 
consensus that the nation cannot sustain the inadequacies, the bu...aucnlcy, the waste, and the 
costs of the present syslem, Reform is e.ssentlallO continuing de/kll J<duction, it is essential 
to our eCforts 10 "",lOre America's economic stren,!h, and il is ••...,tial to the IOClIrity, to 
the ..en-being, of every America.. f.",ny, 

AI health care has been debated In the COOgle" and In the pres., one of the l"uO$ 
that has aroused controversy is whether 10 effecUv.ly contain mounting health care costs, a 
key ,oal of the President', le,islanon_ But bow can we provide affordable health care Cor all 
Americans and not deal directly with oo,ts'1 The answer it, we cannot 
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TllE STAKI:S IN COST CONTAINME.Vf 

Without real cost cofttrol, health =1$ will coolin.,. III <Qn!U1l\C All .....,...""....., 

,hare of household, buslne$$, and government budgets, robbing national income 1l1at WIl neecI 
to ""V, and invest now for a bet1<r Mure. 

Sorr.e t.rg\IC tht.t we shOllld just rely on tho word of tho.. in the he>lth .,.,.. IY"'" to 
hold doWn costs. aut as one obserVer has written. the nwth care 6)'mm has, on l!,; 0W1l, 
bt:¢Ome overbuilt. overused, and overpriced. 

'The United Stit.. """ole:! the hi:hes! proportion of its national income to healill cam 
of ""y ind.,triolizod country - 14 pe=nl - y., in,ures the smallest pe1Ct:Ita:e or ill 
citiwl.. We pey mtm::. but Gel I"n. IfOIIm,/II tr'OnOs eontlnue, by tho and of Ill. ~ 14 
percent will rise lO ]8 percent, j'el more tbM 40 million Ameriooru will ,till hom n. health 
coverage. And ,ovemment, bu,ines$O$, ana remme, will continue to me rapidly rising
"",tI:, with no end in liebl, 

How eM we nOl <or-wi -.1 Th. Ameri<a!l people wan! rea.! health ""'" morm. 
But dOCS anyone seriously lhillk tht.t they "'''''( the Con,,,,,,. 10 go through this "....... and 
end up not c,,,ialning eoru? 'The real!ty Is, the ~I In nO! allowin~ national health 
spendin£ to rise out of OOIltroi are buge - for famiHes, for busin.~s, and for govemmenL 

Deficits. Fim, 8"""mmen" And for gO\'enl£t!ent, IUd the Wlpayen. all of us. LuI 
year, Con,...,s Md the Pre.sldenl reversed the _. of rising b~S.t den.itt by molting some 
very tougb CIlolees abOIlt spending Dna 1M.,. EvCll so, !he rea.lity b tht.t without 
comPlciJensive healllt rercmn, o~flcilS will Ii", again In the latter part of W. de<:a<le. Why? 
Because there is one remaining area of the Federnlbudget tlJ.! is out of control. 'n', not 
&ofe... <pending. and i('s not foreign aid, >rid it's not social spendi.n, or even other 
enti,lement.. It il heolth..... Tho Cong....!ooal Budget om"" projects thal .nthOU! 
reform, !hey will "'" by .,.t1 ton 1'0'=" for ten """"".vo y.... - o\>';"""ly woll beyond 
the rate of overall inllAtion. 

, If you eonsider all of !he spe1ldinl In"","",! ~ over lIle na' several yoors, 9\) 
peree;1' como 1st three ........ Thin! is inles.., on 1Il0 debt Seoond is Sociol Se<:urity. lat£ely 
~U$C of l\ growing senior poPillation, although tho Sooial Socurity trust fund cootinuea to 
run a substamlal surplus. In lirst place, and ""ily leading the pock, I; heollll ecru, which 
mue uJ> more than 50 percent of IIlticipated spending lnc_ 

Of "u'''', if ""'OIl." could l'Cep up with Ihat !jlCIIding, then d.rlcits would not 
,row t bvt even in I Jtront, growin$ ecooomy, revenut".$ limpl)' will not keep up with the 
pace of health spending, 

So eontrolling health costs i, absoJutcly essentilll to malntalnlng lb. path of dcl'U:lt 
rcdoetlon. 
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1I~.1n....... It II equally wontlAllo the mill",,', I'COnomy. llul!ne.... faoe the IIalI\e 

pro~lem as government·· slc)'rocl:edng COSts whIch talce'.~ share orprolllS and . 
payroll, which force ma.'1y to limit the insurance they provide their WO!Kers~ and prevent all 
too many. ,... we know. from providing it aI all. 

Porhaps the best-known ...",,,10 i, the automobilo industry. Health """" for the Bit 
Three oII.utomobile ma..n:ofuctun::n :avera:~e over $t,OOO per car. pl4clng them at a mmvc: 
disadvantage to japanese cannaJ:ers. Every protluct we lr.anufllcture. every s=rvlec we 
provide. oonWns a growi1lg health care we premium. And that is true regardles, of the size 
or the business, SmAll bnMessel< lo<4y are elwted an avera;:e of 3S percent more Ihan 
large hulrlM.$$.e$ {or the u.,'1\C iruAlrance. Whfthe:r large or sma1l~ busineues despentety need 
prodicloble, afloro1>ble hOlilth com. 

Families. And finally. families, par1loularly mldllle-clW ramines, are rmdi', It more 
and mOte difficult to enlure that they have adequale health..,.." First, just like government 
and bu,inesses. they are facing rising «lIt.! for ins""",... for dO<:IOO' visits. fot prescription 
drug:. In addition, thought effOl'U to control com in today'c marketplace result in f.amUie;: 
bOing dulied in.......,ee ju>l wh.., they need it moill- _"'" of. "';ou. inn.,. or other 
long-term condltlOll. 

So famnles, l\I:ain, especially middlKlass families, today live with the knowledge 
that they are one ser..ous. illnrus Of one job change aiJ.'a)' from lo$ln& their health lnlurance. 
And because protecting families is: flt the cort of health oor. reform:, one' of the Iundamonta.l 
WlI)' in which"", need '" pmte<t them I, not only l<> , ......tt<: """,,,,,e bllt to eontrol ri.ing 
COIta. 

If someone bad soughllO design lIle higheSl-t:Olt 'Yltem possible. the; would have 
come up "'ith our current syuem. There are few itlccntilr'es: tDday 10 control spendin8: the 
oomum~ bt"4:U'J only a f.ractioo or 00'*", patic:nu do not Nve the W'ormation the), need to 
make manlngfutcholces; and most consumm must pay whatever providers chitgc. We 
need 10 ehaog. U1at marl<et l\Indamentally. We nee<llo ("'lie real competitive preSSUml and 
then guaranlee them willl eo,t constraints. 

IJN!VF.RSAL COVERAGE IS ESSENTIAL 

But first, it Is Important to understand "". fundamental point: we cannot hope 10 
contaln costs without univtrsal coverage, The two are inexl1i<::llbly linked. AU the experts 
a&ree that until all Americans are insured, bUlions or dollars will con:inue"1O be shifted onto 
those with insura.,,~ c:overase. 

And willlout an approach that ""lui"" ••1ven;al oovmge, as CBO points ou~ It Is 
the middle el,,,. ~ lUll the poor .. who largely end up wllllou! in,UT3llO<. It we do not 
achieve universal coverage, Americans numbering in the ;ens of millions, more !han two­
third, of them in middle-<:Ias, working familie., will remain uninsured because they will not 
be able t. aff.rd it. 

• 




, 
-""~,, ,' .... ..,"'", ...... 

II wo fall wcov., """'Y Ammoan, we ""n', flUl sho rioh, wIIo will eel COY"'" 
anyway; w. woo', fail tho poor, who wilI...,;;civt .uboldio•• The pooplo wIIo we wlU rail",. 
the hard,wo!lJng IrJddle class - anc tIlal 13 wrong. Real ...ronn mo.. be unlv=al. ]. Inust 
include middl:.1as.! Amerlca.~I, 

PRIVATE SE(;TOR COMPETITION 

Ow: primary strategy tor cos. containment is private .,.lI" ;ompetltlon - """tin, !he 
lighl econOtlilc in~tlv., to provide chOi~, blinJ: costs I. Un., and cncoulaJe health plan. 
wcompelO on price and quality. This will dow dOM! ""''', bUI we also nco.cl to build _ 
d;oeipline and C<\.1ainty into OUT .ysr.em. It would be in'e3»o.slbl. nol to back up health 
aeCurity with .:cst ~urity. 

lnde<:<!, whal 100m. 10 gel lOS! In tho debate CI\U specific cosl-<ootAinmenl 
mechanisms is Ihat we oe<:<! to design a system that is inhm.Uy more OOil conscious titan 
the one "'" have today. W. can debate fomor about whicb specific cost rontAinmtllt 
mechanisms to uS&t but 1he fact i$ U!2t most t.QJl3umc..rs. provident and insurers do JlOl now 
have arlequat:e in:::.entivc:s to spetid our hMlth can doUtts wisaty- and th~t 1, one rn1fket 
failure that health rUorm must _ ' 

The Pr... idcnl', plan gives most con.umen more choice of plan. than they !lave In 
Wday" 'y<tem, where 50 many employen offer only"". plan. And ""n.nmers will be 
p-rovi&d with information about the plinS f,(tm which they are choosine. in • form they can 
~'" to compore heolth pllw - which most peopl. don', have I<>dt.y, Plan, will provide • 
$!Mdard benentS packaC., SO the system wID an"" consumer. to llllIke 111\ .pp1es-to-appl.. 
companIOn based on price, on qulllity of care, on I'm10u. customer sad,factlon, ... 
"'perience. 

And 1>=0" the plan .\re.... ,,",ponribilil)' by ",,!ulrins ",",.umer, '" pay. portion 
of their premiums, they will t,ov, a [",anci&! •• in oboosIn, tho pIon thai bel! m_ Ihoir 
individual needl. And thoy will be given an annual opporrunIty to switch plan. if their plan 
does not live up 10 their elipe¢!alions. 

The plan ...'" .lrength.", competition ill health care by requltinz provide" and 
in~urer:. to provide C4l'~ to all who $¢O\;: (X)Vemp, and to wntinue to pttWidc qu:a1it)! ca.re 
within a iN premium. A Icoy .Iemont of that is the ohoi"" of pllw provide<! to <Qn'.""'. 
Choice is e,senUal 10 competiUon. To be competitlvc !n the zeformed health marketpl_, 
provlden will have Il> continue 10 provide hlgh-quality care a.~ '" <lo !O in a cost...rTecl!vc 
....y. Thi. i. how the Prwocnt', plan UJeS tlte mslrumtllts of oompelition to squoczt ex""" 
<»)1$ out of lhc a,yltern. 

f1JR"l'HER Pl!.OTECTIONS AGAINST llISING COSTS 

These policies are the building blod,. of incenCve-based roll containment in 1 
re-formed b~th care ''yst=n\, BOl we need to build accountability into the: sys.tem as .wel1. 
So, 1n addition to encouraging: real oompetition, the Piesident't plan uses t.lu'ee additional 
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proted!on. !I:> control =: short·lern'. protection in the firs! year of monn: long·tenn 
proted!on.; and protecu... to _trol budget d.>ficltJ, 

ISbIll1..f.el'lll proIeetlOO. Serung 811 """u",1c prc;mium levo! iA !he fus! r"'" it • orltloal 
'Iep IOwatd, real cost conUllnmCllt. Today, muUons ofunlnlur<d lndlvldUlll• ..,.,oI pay 
whon they use 1M bealth care .y.tem. Doc!on and hospitals lilt their fcell •• and humn lOt 
their ptemluml - about :!j" higher for !hose who do pay to coYCt these lIJIcompenlllted 
co.ts. Thu. of CDUr1C1 iJ one. of the Nl\damental ar,ument.c In favot of univetSl't1 coverage. 

With univenal covertte, all Ametlcans woulO bo 1nsIJmI, ao u..... _Id bo vImIally 
no unoomper,sated oo,lS. Therefore, we n=d to set IlIl appropriate premium a:lUni In lb. 
lint year of healili r.form; otherwise. the bca!1h induslr)' will reap • buae wlrulfall becau.. 
they will off""avel, be paid twice fot, the unin,u,ed .. once ",ben !he unin.ured eel ~ 
a.,d pay the!S ",'!in "'""" evory••• oJ .. still eeu ch"'lied more. nu" 
Windfall, W ,~-~blmMs of dt7llarJ to Insurance <:ompe.niea ovor tho n..u ~ 
year., WQuld come .oUl of our pocI:cU. 

The ..,.t> I>f the 'Y.1eln ate hlih enoug)t. The healtll Indu.lly Mould not be perml!!e<l 
to toUCGt foe! and premiumfl twiot (()t·the Nme ca.."t. To prevent thtt. Jettirta an appropriate 
nlSt'year premium b .....,~. 

Lolli-term p!"Ilteetloo. To provide the long·ter!1\ protection that Ametlean bUliln...... 
and t"amllics demand, lIle President', pla.~ ti.. the f\J~ growth in health ~ 
premium. 10 • ~1. 1iI:al. M inoreases. 

nil pro!etdOll Il'HIke$ "",so. Umitl on premium inc,.,.... "'" preferoble to ~ 
Foderal mlcro-manisement of heaJtII cat. ",'U - rOt example, Ihl'Ollih • 'yolem Ml'WcraI 
pri"" oontrols (or specific prnccdures. The Federal govemmellt Ihould not lOt prlces fot all 
of tt.e ton. 01 tholUllnd. of prlvate health tm.sactions that lake pi... fNery day. The 
p",';d,.1 rejeoled thAt approach in favor of b!l>lld Umill 01\ Ole raU! at which Iosuranoe 
companIe! may !III ... ptanium.. Th<> prtOid""t', plan I..""" I. '" Ibo.. wbo know IhA 
i)'SIem be$t •• beaJIII pIMs, 00cI0rS, IllId nu,... -10 c:limhu., ....&$Ie whlle improving \be 
quality Of care. 

w...neve thou by "';orming tile way the health """ market worb - pcrmlttlne 
provider> to ,.ompeIC efficlentiy and ,ivinS ""••,mer. the in{ormaden th.y""'" 10 maI:e 
pl1Jdent and con-eITccUve chOices •• heallh ~ <:Q!lln= will b••Iowed. But it 
competition docs not hold premium ,.owUrwltllln reasonable wilen .. quickly as ",-pc<:tod, 
then premium cap. will be triggered. 

Some "",uo th.t 01... limill are too .uinllent to maintain !he high quality of ONe thlll 
Americans receive todIly. Thl. is simply .nlnto. Pilot,!he ""mng • .now for ,..Ioual 
,lriations ."d demographic shills. BUI mote tunClamcntally, In ZOO4, Oven with tIl_ limit!. 
the U.S. health indullr)' would bave revenu" of $l.t trlllJon. Th. av~. annual groWlllIn 
n.tional heal!!t spendin, between 199Q and ZOO4 would be 7,3 percent per year huttad of 8.4 
peteOlli .. ""III projected - IllI important achievement but on. !!tal would more than allow ,!he 
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health $eCtor to ""ntinu~ tho high-<j1lalil)! em and medical advances which art the hallmarlc 
of O1lr S)'stem, 

Delldl prolettloD. Pinally, the Presid~t'l plan asslsu .mall bus!neues and low­
i._... familie.l and !ndMdual, in ~ their share of lIle cost of in.urance. However, the 
Pn:s!dent reJeotod tho n.tion of .....tinS __ runaway entiUemer.1 pro""",. ~01t. 
the pllUl "'''' • cap 011 IO<Al dlOCOlllltJ. If 001(0 rl ... boyond that Ievtl. Conil"'u and the 
Mmlnlstra~OIl mU$I revlsll the pro&rarn and ftx the problem. 

W. art all \t)() famlilar with !be problem of explo4in, er.UUemenl programs• 
..",.lhhed withoullimitJ and ""min, bacl: to ballnt ConUCSses and Admlnl.trauont.The 
cop on a"... , ... sul>lildiN Is • boclWop that we do not expeet to use. Bul Just as ~ are 
asking lb. private s«:1Qr 10 toolrol Ita heAlth _. wo arc also requilin, the l'edenI. 
government to be beld to a measurable sanllard of 00>1 "".tAlnmen., and we .... protoedn, 
the taxpayer as well u OUt eommltlll<nl to deficit rtducUo~. 

COST CONTATho'MENT ClUTICAL TO JU:FORM 

Re,ardlell of the mean., we need Ie pul lin end '" the fantasy that WI> .." roform tho 
n.tion', health .ystem aM provIde eovmge \0 every Amedean wllhwt oo.tAlnins heAlth 
COilS. u.! me point 00' just how bl= the debalt om' "",I oontalnmOl1I h.. _. 
When the Administration said that bel\llb <:are spendinll would rise to 19 percen! of ODP by 
2004 wl!h.ul reform. evetyMIIll3rood with u,lhal 19 percenl Wa.! too hi~b and that it would 
erowt! oul impo"""llnveounents In tho """oonly. BUI when the Adminhlntlon prtduC<d • 
pian 10 reduce health', 111.", of app 10 17 percent by 2004. IIOmo claimed we w.", too 
ambitioUf •• even thou,b all of our Industrial eornpedlOl'S speno less than 10 percenl of their 
outpUt on bealL'! today while Insuring all of their citizens. . 

If 10 _I i••,,,,u,h for other industrlal.i.uclnollon, 1.0 provide unIversal heAlth 
coverage, why should 17 percent and another $! trlIllon-plu,1n htllllf.b !ndurrtty __ nol 
be .ufficlent to continue to'provlde high-qilllllty """' In Ihb eountry'l And lethe uninsured 
are nO\1l tmivlng <:are - even if ills expelUive = - why ShOuld &lvIn, them health 
COV"",., much of which would prevenl disease, drive 0011S higher than lhey are lOday? Tbe 
Mminl.tndon ,hauld not h>.vo to derond 17 pcroenl. 1111 opponents of cos! COIlwnmCl\!­
largely th030 who profit from 11'•• ex"""" of today'••yilOm - who "'va ..me explaWng to 
do. 

Ifwe ..aCI health care rerorm lIlal doe, not provide for univonal cov.,.,. and 
contro! .,.,,, .. - wh.the< IhTOllllh the mechanisms propo$ed by the Administration or by oome 
other mOlln' - lhl••rrort will h,v. ~, 

This Is • debate lhalls I3k1ng plaoo not only In the ""mml_ roo"", and the 
chamber. of the Congress but In newspapers, in meeting halls. and over I:1tchcn rabies 
Ihrourhou\ our couotr)'. For!6 years, I se....-ed as a member of Congren. And for J6 
y ..... ,. the hwlh core !"ue became t blUer and bieeer problem. It was Ignored until 11 
beeamo a criil" as: OO$lI tor families, bUji~ and 80vemment spiraled out of control. as 
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tht number of uninsured Americans grew I and as In(.l'rt:: ud mo:re 'amille! aunt to lOAf t.M
I." of thclt in,U!lIl>c(! COVCf2/IC. 

W. saw • 101 of .ut,..u••••• lot of idus•• 101 of co=pa J)1WlOSOd, We tried. 
But w. falled. Tho truth is. until !h;, p,esldent, nobody preWlted the Idrul of specific, 
comprehen<ive. responsible. detailed, pal4·lor plan !hat tho Cons..... has been conoid.ring. 

A. thi$ great national debate has proceeded, we have been cballenged on polley. as 
WI: expected, Md' tha'e bas been I stl'er\uous: and far·reachinx: discussion of how beat to 
achieve the goal of comprcl><:ruive health .......form. The Adminj'tration does not pretend 
10 PO"'" divine wisdom on thl$ Issue, We hI¥< welcomed oltematlw ~ ."d view... 

But as the Je:islative proce" moves folWll!1l, Jet's rom one thin; clear, Let's be 
""0 th.t '" the various pIAn. are considered. they meet the tests that we have soaghllO meet 
- firstJ universal covmlge, and alw cllo~. quality. oost contAinment. And letls try - to 
the extenl pos~bl. :- to be lure t'tat !he debato pro<:ocd, on the aubstance, nO! !he politics 
and not the personalities. The Amertca" people dese,," IUt !:ind of debiW> boca... this is 
an is,u. 1haI will directly affect every one Of them ~ day 01 their Uv.., 

AI you know, the legi,lative process 11 weU urn!ot way. House and Senate 
Commit1c:e$ ~ herd at work on their vcmClC'll of health can reform. Cost containment is a 
critical element of Ibelr dellbera"~n'. W. all know thet the legislati"a!'I'OC"U is somen_ 
no! very pretty, We art in fot • roller a>:ISter ride willi ev"" ""'P<" twI,ts and tum. !Iuut 
Ills! year with Ute enactmall or the Pr~de..·s «oItomlo plan. 

Bu! tho rac! is. w. hove alrudy cnrued lUI important thre,hol~ of this dtthatt.. Th.", 
is no turning back. If Contte!' prodUOO! a minimal plan that {atl$ to n\eeI the principles 
estabUshed by the President. it will have lolled, the problem. will rontinue to srow,:and 
future Cong1'\lSsos will have no a1;ernaUve but 10 rerum t<> the task opl1l and ",.., until it i. 
completed. 

If, on the other hand. Contress suc:oeed, in putting this nation OIl a new course 
IOWlISd real health reform, \!len we lIIld our crJldren ""d their chUd,... will know th:at de.tiny 
was truly outS, ' 

In the end, I am convinced that Congress will pas•• plan that guarantees COVenlgC' for 
every Amer!"", end th.t controll bealth ""ts. And that I, absolutely e,sentlal to the future 
ot our econorn)" 0',1( country, and out poople. 
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